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What is Market Analysis

This guidance is as adopted by the NAIC as of December 2018. Please note that there are modifications to
the chapters that are included in this handbook during each calendar year, as such guidance is subject to

the maintenance process. To address this, the NAIC has a web page dedicated to providing the holder of O

this manual with the latest information/interim adoptions which impact the content of this handbook

State regulators may access updates adopted after December 2018 and Market Regulation %
Reference Documents via myNAIC on StateNet at the link Market Regulation Handbook, Han
Updates and Reference Documents.

Non-regulator purchasers of the 2019 Market Regulation Handbook may access updates atigated Jfter

December 2018 and Market Regulation Handbook Reference Documents via gheir, t ager
login at www.naic.org/account_manager.htm. ’S

x$
&







VOLUME I
OVERVIEW OF MARKET REGULATION OVERSIGHT

VOLUME I——FORWARD ......ccociiiiiiiieinetetes ettt st s 1

CHAPTER 1—INTRODUCTION ......coiiiiiiiiinecet ettt st 3
A. Resources Available to Market Regulation Professionals...........cccooceeveinincincnncnennenn. 3
B. Resources Within: State Insurance DepartMents. s s sesoosssssesssssesvssssossssssssansassssssssnanss 5
L 11 [ N 6
D. Center for Insurance Policy Research (CIPR) .....cc.ccoouiiiiniiiiiiniiiniiiiinicicciceeeeeseeeeene 6
E. The Interstate Insurance Product Regulation Commission (IIPRC)........cccceeveiiiiicnennnne. 7
F. Other Regulatory SOUICES ........coiuiiiiiiiiiiinieicieieee ettt e 8
G. INAUSITY SOUICES...c.vuiiiieiiieiteieieit ettt sttt ettt sttt ettt 9
H. Public Information SOUICES..........ccueiiiiiiniiiiiiiiiicteee ettt ‘.9
L.

RemEQmmOAwp

Background and Introduction ...........ccceceeeeeieieiinceiienieneneenee.
Guidelines for Conducting Market Regulation Investigations ....
Standards for Conducting a Field Investigation..............c........
Guidelines for Conducting an Interview..........c.ccecveeeeneeeee M.
Preparation of the Interview Form..........ccccoceiniinl . .
Procedures for Closing a Market Regulation Investigati
Procedures for the Completion of Case Summay
Guidelines for Conducting a Photographic Lj
Forensic Examinations—Expert Witnesses.....-S
Form of Investigative Report
Indicators:of Fraud ..o

L. Investigative Priorities .........ccocerceruennnee.
M. EXRIDIES woveiiiiiiieciiieeceeeeeeeeeeeee i
CHAPTER 4—COLLABORATI
A. Collaborative Action GUIAEINeS M. . eceovveeeeeeeeeeeitieeeeeeeeeeeieeeeeeeeeeaaeeeeeaaeeeeeaeeeeeseeeeenaeeas 45
B. Responsibility of Key, ers in a aborative ACHION ....c.cueeueieeerieiriiieeeecereeee e 49
C. Market Actions (D) WQRBRE GIOUD. vsie sevssrissss ssssssassssssssisssssdoss ivssisssvamss st sidsasiosssnisoss 51
D. Multistate ExaminatiRiePTOWMES: .. .:«xqossussssssans s s i s misssam saiessoshissrmmams 54
E. Conclusion of Col e Enforcement ACtions e ovssrssmsssssmimmmssasssmisssssnisssrnins 58
CHAPTER 5—CO ENCIES ...t 59




VOLUME II
WHAT IS MARKET ANALYSIS

VOLUME II—FORWARD .......ccooiiiiiiiiiiiitece ettt 89
CHAPTER 6—BASIC ANALYTICAL TOOLS ....c.coocooiiiiiiieiiieeeceeceeeeieee e 91
A; Market Gonduct Indicators-and Priorities s mssmsmnissossssmensesisssransossssammnin 91
B NATCHSIEEF orsasuvwse swssmsassssomosvssmnessmssevse sws svons s ses ome s w5 e 1545556 5 455 58065580508 6054 S35 054 RS 050505 91
€. Use of Comiplamt Data 1l Matket AHAIVEIS couvumsmsemominsssmsnsmeosssm s 92
D. Use of Annual Statement Data in Market Analysis........ccccocoiecoieiniincnniencneneeeieeeane 94
E. Issues Specific to Particular Types of Companies.........c.ccceeuereueieuieieiienieenicniniesieeeeeeeaas 97
F. Other Useful INfOrmation...........ccoueiiiriiinieiinicieiicieieeeeetee ettt 98
CHAPTER 7—PUTTING IT ALL TOGETHER: MARKET ANALYSIS.......cccoeeninnnn. ‘03 O
A; Framework for Market ANalysis:....ccoumommmmomsisiimisimms oo ssssssnd
B. Developing a Market Analysis PrOgramic. . csussecssossessss sissassrsss ssnsusosmismsosssssnesnsssasses sz 4
C. Identifying Markets and Companies for Analysis 0
D. Baseline ANALYSIS.....cc.ueiiieiiieiiieiieieietee ettt
E. How to Analyze Consumer Complaint Data ............cocoeeviniiiiiiiiiniiiiieieieieneed
F. Market Conduct Annual Statement Data ............ccoecevevincninincnccneenne.
G. How to Analyze State Page Data.........cceceeveeiiiiieieieeiceseeeen
CHAPTER 8—ENHANCING STATE MARKET ANALYSIS. ..o 2. S0 T 121
A. Improving Consumer Complaint Analysis ........cccceverenenennnnes
B. Use of myNAIC and iSite+ in Market Analysis
C. Use of IRIS Ratios in Market Analysis........cccceoueriereruennenne.
D. The Use of Underwriting Guidelines in Market Analy®is_... ... 0. ........ccoccooriiirir, 129
E. Modes of Analysis ......cccoeeeieiniiieieienieieeeee \ .................................. 133
CHAPTER 9—iSite+ REPORTS .......cccoooooivnee i e 137
CHAPTER 10—MARKET ANALYSIS LEVEL 1 QU S e mnn s s e 143

CHAPTER 11—LEVEL 2 ANALYSIS GUI

N



VOLUME I11
HOW TO CONDUCT MARKET CONDUCT EXAMINATIONS

VOLUME II—FORWARD ......ccoccooiiiiiiiiiieieneeee ettt 175
CHAPTER 12—EXAMINATION INTRODUCTION .....c.c.ccocoiiiiiiiiieineiecieieeereie e 177
A Background e oo s s e S 0 S T s 177
Bl SCOPC . covcsn susossussnvsvnsssecvosssn vwssisssosessdies oms s vss snssms svs ¥ vos v sss S650 504 56 £¥s0 5 S03 0 sdE RO SH s ¥F 0w S 179
C. Overview of Examination MethodS.........cccoerieriiiiiiiiineninncece e 181
D. Confidentialify .......ccceeueiiiiiiiiiiieieit ettt 182
E. DISCLAIMETS ...ttt ettt sa et eb b e b e eneeneeneas 185
F. Examination Techniques and Handbook ReVISIONS .........ccccecueiririiiinicinenieenieiecnrcenne 185

CHAPTER 13—TYPES OF EXAMINATIONS .....coiiiiiiiiiiiiecneeeee et ‘87 O

Types Of BraminatiOnS; s sssmssssmmmssumisis ooy s es s e \
EXamination SeQUENGCE  :. . «ssssswsss ssusssourssus swossssviims s sus o essassssussssnsss siasses sss oss ssvissims s ssss 4
Jurisdiction of the Examination 8
Method of EXAmMINAtION .......eeueeiiiiieiieieieieieieiesie ettt

Lines under EXamiNation .........c.ccouoieieiiriereninenenieiesiesie e et
Use of Hierarchical Description

Y 0w

CHAPTER 14—EXAMINER CLASSIFICATIONS, QUALIFICATIOI%
AND COMPENSATION.......coiiiiiinieneneeceeeeeee

ClassTICatIONS s: s s ssrsmssninm s ism imsmnimimarais Sea S

QUAlTHTCATIONS sxvssrusmmmnsuns ssosmsmss crasmss s RoRe SR 3T ATV S RSP

Minimum Qualifications of Multistate Examiners ..................

Conlflict of Interest for all Examiner Classifications

Examiner Compensation...........c.eovevererenienenenenens .

moQwp

CHAPTER 15—STANDARDIZED DATA REQUES
A. Standardized Data Requests (SDR) ..c..co.ovuereee SQaaeeeeveereefieemeeneeneententenseseessesseseessesnesneeneas 195
CHAPTER 16—SCHEDULING, COORDIN A OMMUNICATING............... 201

Company Selection ...........coeverereneriaiines
Scheduling Examinations.......,.......

Scope of Examinations ....... .. ...
Selection of Examiner-in-Ch
Estimating Time Requirements.. ... .. cceeeeererieninie ettt et
Calling the EXaminatifl ... .c.eeeeer®eeeieieieiintcieienieieetesteee st eese et sesnesennes 204
Notice of Examination orted 1o IIATTES s svssess e caveoms o 7sases coasss ooosvss svass dvss vevias 205
Company Identifies Lo Coordinator((s): . uumsmsmmismeomsmmasansmismssnsansie

FRECZoEETAWR



M. DERAIFIIES oovnommsommmionsns oo s i s s s e s RS h LA ST 208

N, Oti=S116 € OOTATNAMON curosmsvsssmmumsssmnmnemsssisnmsnssssms s e s s s e s R T 209

O. Request for INfOrmation ..........cccoccieiiiiniiniiiniiieicccecee et 209

P. Communicating with Company Management .............cccoeeuruereeerieieenieiseieereeeeseeennns 209

Q. POSt-EXAMINALION ...ttt ettt ea ettt benbenaeeaeas 210

R. Market Conduct Uniform Examination OULHNE ..........ccceeiriririeiieiiieieieciesieeeeeeeeen 212

S. Reasons for EXamINAtion . .. .o sssssasosssosiasss ssdassnssss sssassnassissssatssnssssse st ssouisnassbssnasss 215

T. Market Conduct Examination Pre-Planning Checklist..........ccccoeveineniiincincnniincnieennene 217

U. Market Conduct Examination Checklist:.......cuummmsmmissinmissmmmnmosniaismsisissssesas 219

Vi Post-Examination CYUSSTIONNAITE v s ssssmssessmssesssssimssmss sissussyies svs i i ssmesis s55s o555 s5amss sis 3 221
CHAPTER 17—SAMPLING ....coouiiiiiiiiiiiinieieieeeeee ettt ettt 225

A. Purpose of SAmMPIING .......cccoiririiiiiiiiiiieeieeee et 225

B. Sampling Generally .........ccoeiriiiiiiiiiiiieceee ettt 226

C. SamMPUNG MEtROGS ...ttt ees 927

D SIS o v sos rmosmesnmsm 5tesin 5 555855705550 554555 5356550 5554 555 05 FHS 24 54K 0 £35S PSS

E. Data VerifiCation: o s sssummssisasssmmsssssssssissass aessssassssss s 0o sssesmssassssasssms sissssssoamnsng

F. Problem Data and Departures from Random Sampling

G, SAMPIE SIZES ..ttt st eb ettt b et et ne oS

H. Initial SAMPLE ..c..ooviiiiiiiiiiiieee e e

L Additional Sample .......ccceoviiiiiiiiiiiiiineieee e

J. Sampling Topics and Tables..........ccooirirereiiiiniieeeeeeee S

K. Considerations for Selecting Sample SiZes.........coceveveieninenenennnes. ®. N

L. ACL and Sampling ........cccoeeeieirieiiieieieie e

M. Sampling FOrmUIAS .........ccciesieinsinseeniiieensesinnasssescssssasssssaasianessiaseens

CHAPTER 18—AUTOMATED EXAMINATIONS TOOLS AN

monwp

. Underwriting and Rating

FRECDIQTEHOO® >

Reference Tools, Training and Assistance

. Data Requests and ACCESS ......ccceruervereenueneenens

Validation of Data..........ccocueeeevireeceiieeeeeeee
SampPIIng ... ccusessinsiesmonm: ssmesuasmasis imsnisnsmismssise

. Complaint Handling.........cccceeeverinineniininiceeced

Producer LiCenSing .......:c.seesesssssesnssunsss
Marketing and Sales........c.ccccevererienencna
Policyholder Service .......ccccocevennns



VOLUME IV
REVIEW/EXAMINATION CRITERIA FOR SPECIFIC TYPES OF
INSURANCE AND REGULATED ENTITIES

VOLUME LV—FORWARD. ccccvcsmsnmsssssimonsmmssmssnsssrms s st s s msssimsssss st s issonss 277
CHAPTER 20—GENERAL EXAMINATION STANDARDS .....ccoccooiiiiiiiincceneene 279
A. Operations/ManageImMENL .........cc.cueueteerierereterietesteseeetesseseeeseeseete e esesseseesesenessesesseeeaenens 279
B. Complaint Handling........cc.coueiriiiiiiiiiiiiicieecececese et 311
©; Marketingand Sales: as s e men ovisms o5 e 58050 55550 556074555 7536555 FH050s SHRE903 S04 T3 7P 0ES 317
D. Producer TACONSING sy sssvisssomssssass rovmses et sas s oy i se oo e s s gsssisssssms 325
E. PoliCYhOlder SCIVACE s sssssmsuwsssensusosossamosse susnewssassswse sve sisesissme s svs o s 5y svss s 5958 650w 08 005554 334
F. Underwriting and RAUNG: s vesesonsssossmosus s omsme swsesveswssssomsvs sose e smsssvss swe s osss ssssavssosssissnss 343
G, ClAITIS shwmssonsonssnonsssensmunsommessismsmms s ss s s s s AS N RS TR SRS N A S A s A S 06
CHAPTER 21—CONDUCTING THE PROPERTY AND CASUALTY
EXAMINATION ....ccoooiiiiiiieieeesetee sttt
A. Operations/Management ..........ce.ceeeerreereeerseenieneertenseseeseeseessesesessessesseeseescessensense e renes
B Complaint Handlng. ... cmm s csssmassso ssssssnssissiosiassin satessnssss ssvsssasssitessissngg
C. Marketing and Sales. ....:-uusssmasssamssmmmsmmsss s assssimsssssisammnd
D. Producer LICENSING «uive e svossnsmisssissnssnsmiassossnsms sissavsvwsnssisssnssinsossins 7
E. Policyholder SErvice .......coeoueiererieniinierieiieiieeieceieee e .
F. Underwriting and Rating..........cccceeeiriririniiieniiniesieienee e
G ClAIMS ottt

CHAPTER 22—CONDUCTING THE TITLE INSURANCE C

EERTTEQEEHUDOT >

. Sample Checklist

INSURANCE AGENT EXAMINATIO

Operations/Management
Complaint Handling........c.cceousssmsmssosmssmsansssusnnsss
Marketing and Sales..........ccceeeveienenienienns
Producer Licensing ...........cocevveeenienieneenenencnend
Policyholder Service .........coeverenineneneninieieies
Underwriting and Rating
Claims ...c.oeveveernieieineiececeeceeeeeen

Title Insurance Producer (A
Special Considerations for
Example Title Letter .............
Example Title Interrogatory



CHAPTER 23—CONDUCTING THE LIFE AND ANNUITY EXAMINATION ............... 473

A. Operations/Management ............c.ceiiriiuiiiiiiieiiiiieiietc et 474
B. Complaint Handling............cccccioiiiiiiiiiiiiiic s 476
C. Marketing and Sales........c.ceeeueiriiieinieiitiieeeeeetce ettt s 476
D. Producer LICENSING ....c..c.eeuiuimuiriiiiieiieiiteieete ettt ettt ettt 518
E: Policyholder Service s mm s s v crmime e 3574535 175555 5989585 6705578 595 72,4555 £95 9638 SERN0s 303 518
F.. Underwriting and Rating: oasmmemmmsmssmmoimmssramysoms s wosiss siiommvamas 527
G | 1 531
H. Supplemental Checklist for Marketing and Sales Standard #1...........ccccccocoviiiiiiiiininne. 537
1. Supplemental Checklist for Marketing and Sales Standard #4..............cccccoeiiiiiinnnnnn. 539
J.  Supplemental Checklist for Marketing and Sales Standard #8............c.cccooviiiiiiinins 546
CHAPTER 24—CONDUCTING THE HEALTH EXAMINATION.........cccocooiiiiiniiins 547 :

Provider Credentialing..........coeoeeiririninieieeeeeeeee e 2 8
Quality Assessment and Improvement
Utilization REVIEW w.cossosssmossnassssmssnssssasssasssssssssmamsssissaimsass

» BXternal REVIEW o cssicussmsesssssssssssmsssronsmnsssesamssusimsisssssninsonissasse oy
Checklist of NAIC Advertisements of Accident and Sickness

ZEFASCEOEEOOWR

CHAPTER 24A—CONDUCTING THE AFF ORDABLE%
RELATED EXAMINATION

(Coverage for Individuals Participating in Appro
(Extension of) Dependent Coverage to Age 26 ........

Direct Access to Providers.........cocceeeveiiiiiiieieiceect

Essential Health Benefits ..o flessssesmsesmsmsnssssnsissimsnmonssnesassmssnsisssmasas
(Prohibition on) Excessive Waiting Periods - ... ...ccccerteaueriereninenenieiesiestseese et e stesaesaenaens
Grievance Procedures .......c..ccccecevuenenne.
Guaranteed Availability of Cove
Guaranteed Renewability of Co
Lifetime/Annual Benefit Limits.. €
Network Adequacy ......c..peveeercnenenss
(Prohibition on) Preexisti
Preventive Health Services”..
Rescissions ................
Summary of Bepefits




CHAPTER 25—CONDUCTING THE MEDICARE SUPPLEMENT EXAMINATION ....821

A. Operations/ManagemENT .......c.cc.ccueuerreuerieuterinieuiereetetetestsesteess s steseeaeseeseeseseaessesesseseeuesens 822
B. Complaint Handling...........coeiriiiiiiniiiiiiiiiiic et 827
C. Marketing and SalES........cc.cceeueiiiiiiiiiinieeie ettt 827
D. Producer LICENSING ....c.cveuiriiiriiiiieiciinieieiest ettt see sttt see e saean 847
E: Policyholden ServiCe .« smsmmsimamasiss sosssesronsse i sss sianessss 57535070500 S58558 088704455 4753505 847
F: Underwriting and Rating::.ccoisssemssamssoummsmssss e oo oo s s s 847
@, GlalIS e sssssormsvormronsres sass o s esss sy s S SRS S TR S S s 847
H. GTievance PIOCEAUIES .uumsesewessensusosossmenvesmsenssowsswse sve sisesssime s sos v s5esswss s sv s 6 ssu osa sassiss 847
L NEtWOTk AQSTUACT: yoonsensmumonssomsssssnsusmesssnsmonmsessrss s oy s s s e s s s sssn isioss 853
J. Provider Credentialing .......c.cccoueeiieiiiniiiniiicieiceeiteeeeet ettt 863
K. Quality Assessment and IMProvement ...........cccceeueuirieiniinieinieinenieencieeiee e 872
L. UtiliZation REVIEW .....c.cuiviiiiiiiiiirieieientet ettt st et 883
CHAPTER 26—CONDUCTING THE LONG-TERM CARE EXAMINATION................. 985

TommUOwy

CHAPTER 27—CONDUCTING THE CONSUMER CREDIT E

OmmoOwy

CHAPTER 28—CONDUCTING THE SURP

TRomEo 0w

Operations/Management s ssmursomsswossess e ssyssvnssss s o S5 ooy \
Complaint HandlifNg. .se. cossuemsssmssssssssssvenssossassossse soseusossomesme sy svssasssnss ssansossssasssnsases .8
9

Marketing and SalES........c.ceeiiriiriiieiiieiee et oS
Producer LICENSING ..c..coueiuiiiiriiriieiieieeietee et
Policyholder Service
Appeal of Benefit Trigger Adverse Determination ...........cc.ecueververenenn S
Underwriting and Rating..........ccocoeieiieiinenenineneeseseeeeeeeeeee. @ N
CLAIMS .ttt

Operations/Management
Complaint Handling..........cccecveveenienienieneninincncnenne, &G
Marketing and Sales..........ccoevieierieneneninenineneseees
Producer Licensing .........ccccoeeveveerienienencncnennns

Policyholder Service .......c.oceeeveenenicnenennenne,

Underwriting and Rating...........cccoceeee .
L AINIS S rovssies coviins oviims.ions 55550 F333 4SS SR 003 4535 FREEER Y

Broker Operations/Management
Complaint Handling.............

Marketing and Sales.............

Producer Licensing ............... €
Policyholder Service .
Underwriting and Rat
ClAlINS:: o covass srvismssi toy

Procedural Conside I:l ...............................................................................................

Placement, Cance



CHAPTER 29—CONDUCTING THE ADVISORY ORGANIZATION

ZZOARSCNZQTEmUOW R

CHAPTER 30—CONDUCTING THE THIRD-PARTY ADMINISTRATOR

~EQmMEUNWp

ZrRSCmQEHOOW R

. Producer LiCensing ..........cccueeeriiiiieieieiesieeseseee s

. Special Considerations for the Third-Party Administrator E

. Provider Operations/Management

. Supplemental Checklis

EXAMINATION  cuoscommmsonnsmmsssssesmssmsmasnseiisesssssssmsssssssssiens sissessosmessissniss 969

Procedural Considerations ............ceeeiririeieieieiete sttt ettt sbeeae s
Advisory Organizations Operations/Management/GOVErnance ............coceceeeeeeereereerveneennes
StatiStICA] PIANS ....c.eieiieiieee et e

. Data Collection and Handling.............cc.coeveririnenirieiieeee e

Correspondence with Insurers and States ......c.sscuiasmemisissssmmacnsassssemmmsnssinsiossississess
Reports, Report Systems and Other Data ReqUests ......c..coueveriirereniininenininecieeeceee

. Ratemaking FPUNCHONS suevussvesmmsssy oo sussmomssmmsssssmsssssmss suss esss smssss s sus s dessams shmsssosss s ssausessses

Classification and Appeal Handling .............cooveieiiiiiiieiiiniineneeceeeeeee
FOrm DevVeIOPIMENL .....c.ouiiiiiiriiieiiiitieiist ettt et ene
TNSPECLION SEIVICES ..vviuienienieiiieteeie ettt ettt ettt e st besbe bt ebe st ebeene e ennens

. Residual Market Functions—Plan AdminiStration..........ccccueeeevuveeeeeieeeeiieeeceieeeeeineeeeennes

Residual Market Functions—Reinsurance AdminiStration ............coeuveeeevueeeeeueeeeeseeeeeenns

. Acceptance of Examination Report by Participating States ...........cccceeverercneninceninnns
. Future Examinations of Examined Entity.........ccocoooiirinininiiiieeeecee e

EXAMINATION cccincssemssssnsvessonsssessissoss swsasssssinssss svasiiosssssnsinsssossas sasvssisans

. TPA Operations/Management ............coeeeereeieiereenuenientenienesenieseereeeseeeseneenes

Complaint Handling..........cceeereriniiriiiiieeeeceseeeeeeee e 8
Marketing and Sales........c.ceeireririririeieeeee e ®. N

Policyholder SEervice .......ccueveriiiierienieniecieeieeeee e
Underwriting and Rating..........cccceceeveieiiiiiiencnenence
i 1

Complaint Handling..........cccooevineniniiiniecccet
Marketing and Sales........c.ccocovenenerennnns

. Producer LiCeNSing ......s.co-wsusssossscssonsesnss

Policyholder Service........c.ccocevennns
Underwriting and Rating
Claims ....cooeveieinieiieieennn)

Supplemental Che
. Supplemental Ched @ iatical Settlement Provider Marketing and Sales Standard #5 1092



CHAPTER 32—CONDUCTING THE PREMIUM FINANCE COMPANY

EXAMINATION .coomomonsonvissosnssssmmessssnssnssasssssrssssmsnsimsssnssioes

R AR

Operations/Management ............eeeeeeuiruieieieiiee et ree et sre e sre e sbeeseeaeeaeas
Complaint Handling..........coeoeririiinieieeeeeee e
Marketing and SaleS..........eoeruiririiieieieee e
Producer TACENSIIG :. .uu ssasusscvsnsss s ssessesiss eosstasssisse 55 455055 54 0as s wabssssnsssass
Policyholder ServiCe ... .comosmmsansnmmnssmmsss iossissmssissssssassssssssnssinssssassvesssseness
Underwriting and Rating:.....cswccsscissosssmssusssansssssusnnssassnsssnssssssssnsssnssssasssadsssessess
(L AUTIIS s ssss ot smes sassoms s i s s sume e 433 o5 545 4496 U3 3 5454 S 454 ¥ 3R ONES 0S4 SRR
Premium Finance Agreements. ........co.eeeeierieieieieieieieniesieseesiesie e
Borrower COmMPIaIntS........cc.eiuiriieirieieieiieiiet ettt
CUSLOMET SEIVICE ..ovurviaiiiieiteiirteieeteteie ettt sttt eae ettt






Market Regulation Handbook Chapter/Section Cross-Reference Table

Market Regulation Handbook Chapter/Section Cross-Reference Table
Page 1 of 2

Volume I-Overview of Market Regulation Oversight
(Pages 1-88)

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

Introduction Chapter 1 Chapter 1

Continuum of Market Actions Chapter 2 Chapter 2

Market Regulation Investigation Guidelines Chapter 7 Chapter 3

Collaborative Actions Chapter 6 Chapter 4

Core Competencies Appendix D Chapter 5

Volume II-What is Market Analysis
(Pages 89-174)

Chapter/Section Title Location in Location in
Handbooks Handbook 3
Published
2006-2017

Basic Analytical Tools Chapter 3

Putting it all Together: Market Analysis Chapter 4

Enhancing State Market Analysis Chapter 5

iSite+ Reports Appendix A

Market Analysis Level 1 Questions Appendix B

Level 2 Analysis Guide Appendix C

Volume III-How to Conduct Market Conduct Ex&iiiiy

(Pages 175-276)
Chapter/Section Title 9/ Lo i Location in 2018
db, Handbook and
u ed Subsequent Years’
06-2017 Handbooks

Examination Introduction pter 8 Chapter 12

Types of Examinations apter 10 Chapter 13
Examiner Classifications, Qualifications and Compensation (wa: Chapter 9 Chapter 14
previously titled Examiner Qualifications and CompefSation)

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

Page 2 of 2

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

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

General Examination Standards Chapter 16 Chapter 20

Conducting the Property and Casualty Examination Chapter 17 Chapter 21

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

Agent Examination

Conducting the Life and Annuity Examination Chapter 19 Chapter 23

Conducting the Health Examination Chapter 20 Chapter 24

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

Examination *

Conducting the Medicare Supplement Examination Chapter 21 Chapter 25

Conducting the Long-Term Care Examination Chapter 22 Chapter 26

Conducting the Consumer Credit Examination Chapter 23 Chapter 27

Conducting the Surplus Lines Broker Examination Chapter 24 Chapter 28

Conducting the Advisory Organization Examination Chapter 25

Conducting the Third-Party Administrator Examination Chapter 26

Conducting the Examination of a Viatical Settlement Provider | Chapter 27

Conducting the Premium Finance Company Examination Chapter 28
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VOLUME II—FORWARD
What is Market Analysis

A market analysis program is a system of collection and analysis of data and other information.

This handbook provides the fundamental elements of a system for market analysis for all companies and all lines
of business. The indicators that result from the analysis suggested in this handbook provide a basis for regulators
to initially screen and follow-up with insurers whose results are outside of normal parameters and help focus

resources on insurers with potential market conduct problems.

Market analysis can enable a regulator to do the following:

e Provide the fundamental elements of a system for market analysis for all companies and all lines of

business;

e Screen and follow-up with insurers whose results are out of the norm and help focus resources on insurers

with potential market conduct problems;

Provide a good approach for monitoring the performance of a newly formed or newly licensed cgmpa

e Identify general market disruptions and important market conduct problems as early as possil

eliminate, or at least limit, the harm to consumers;

e Better prioritize and coordinate the various market regulation functions of the insurance de

n
X
establish an integrated system of proportional responses to market problems; and
e Provide a framework for collaboration among the states and with federal regulators arding

identification of market conduct issues and market regulation.

As the General Accounting Office explained in its September 2003 report on state ma 1 @
Among other things, market analysis can provide information on i
compliance with applicable laws and regulations, highlight practices thaj
effect on consumers and help identify problem companies for exanfnatio
states recognize that market analysis can be a significant regulatory

-2

£l

and some
of the states we

visited performed some type of market analysis, but in most case se were fragmented
and lacked a systematic organization and framework. We fo in Tany states, market
analysis consisted largely of monitoring complaints #d c t Yrends and reacting to
significant market issues. Analyzing complaints and compi@at tr oes provide regulators

filings, routine and special requests for company @
state regulators. All this information, consistently

y market analysis program.
s 16entify and deal with market
form filings and other company
ormation from other federal and

analysts, can help regulators identify compay#®s that examiners need to look at more closely or

that merit regulatory actions.

2 Insurance Regulation:
GAO-03-433, S
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Market analysis will assist a state in its review of existing data. As more techniques are developed and refined by
the states, and as more states participate in market analysis and other market oversight activities, this handbook
will be updated so that states are constantly learning from each other and relying upon the resources of all of the
states. For example, as states become consistent in their consumer complaint reporting as suggested in this
handbook, the more useful and meaningful market analysis will become on a countrywide basis. As explained
earlier, analysis of existing data is only one component of an effective market regulation program and all of the
components must work together. Insights gained from data analysis must be shared and used to improve both the
examination and data reporting processes and, likewise, the sharing of insights from market conduct examinations
and reports will improve states’ understanding of the significance of complaint data, financial data and other
external information for market analysis.

Intended Use of the Market Regulation Handbook
This handbook is only a guide and should be used by each jurisdiction as a tool for developing jurisdiction-
specific procedures and guidelines. To effectively use this handbook, it is recommended that each jurisdiction
closely review the handbook to determine those standards that reflect the statutes and regulations of the given
jurisdiction and those that do not. This handbook is designed solely to provide assistance to each jurisdiction
developing effective and consistent methodology. It does not reflect policies or procedures that are requgged to
implemented by any jurisdiction. It is not intended that market regulators apply any requlrements to the
regulation process beyond the laws of their respectlve jurisdictions. To the extent possible, juri
encouraged to follow the standards established in this handbook. The text of this handbook b

It is also important that each jurisdiction communicate to its market regulators the in
regulatory efforts. This includes direction regarding in which areas a Jurlsdlct’ﬂ s i
conduct initiatives and regulatory responses are to be concentrated, and what st Piiteria are to be
considered within any particular sub]ect area. For example, a _]ur1sdlct10n may sh t ncentrate on market
analysis of complaint data and trends in a specific line of business or a j ic may Wish to focus upon a
regulated entity’s compliance with a limited number of key components of iculdfstate regulation. Specific
direction provided by a jurisdiction to its market regulators will serve to_sharp jurisdiction’s focus on its
market regulatory activities and will also conserve jurisdiction and compgfty s rces.

L 4

Structure of the Market Regulation Handbook
Beginning with the 2018 edition of the Market Regulatio 0 e subject matter of the handbook is
restructured and divided into four volumes:

e Overview of market regulation oversight;

e  What is market analysis;

e How to conduct market conduct examinations; and

e Review/Examination criteria for specific typeffof insurance and regulated entities.

The Market Regulation Handbook table of contggimou

purpose of the restructuring of the handhgok i i
ional §

the subject areas contained within each volume. The
c'interrelated chapters into the broad categories outlined
idance to support state insurance department market

above and to provide regulators wi n
surveillance activities.

ndbook

d on an annual basis. Updates to the Market Regulation Handbook that are
e Market Regulation and Consumer Affairs (D) Committee will be
or accessing the updates on the NAIC website are located at the front
egulation Handbook.

Updating the Market Regulati
This handbook is updated and re
adopted periodically during th
posted on the NAIC websitegir
of the most recently publish@H
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Chapter 6—Basic Analytical Tools

A. Market Conduct Indicators and Priorities

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

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

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

The importance of data begins at the very earliest stages of the process. Because state resourc e finiipgne of
the most critical market analysis functions is setting priorities for review. Almost all states oy r 1,000
insurers licensed to do business, so without a good sense of priorities, it can be dagutin@*TOrg state insurance
department to identify which companies to look at and what to look for. Because campé % larger market
Sm o7 ist include the

K@oncerns that may

share will impact the greatest number of consumers, an effective regulatory revi
companies with the largest market shares, while at the same time being careful not
arise with smaller companies.

Market share reports are among the wealth of data compilations that the NAT es awpilable to state regulators
on iSite+. For example, if a single company writes 25 percent of a signj th insurance in a regulator’s
state, this company is a market leader to which regulators should att@hti hat reason alone. However, the
same companies are likely to be targeted in other states, which make ate gyordination imperative, not only
to avoid imposing unnecessary regulatory burdens upon insurgsgebut to itate a deeper and more coherent
analysis by the various regulators so as to address as eff yead istently as possible the company’s
activities in all states where it does business.

program is generally better suited to personal lines than to
commercial lines and generally better suited to smatiusiness markets than to other commercial lines markets.
However, none of these criteria should be appli
issues will rise to the forefront, as depg@nstr
problems many states have been experiacipg

ranging consequences of the property in: ce

pxample, by the impact on the health care market of the
medical malpractice insurance markets and by the broad-
s response to Sept. 11, 2001.

B. NAIC iSite+

2 us eport financial, market regulation and producer information housed in
d familiarize themselves with iSite+, a secure regulator-only area within the
5 to NAIC databases and a wide variety of reports prepared from those
to market analysis are consumer complaint data and annual statement

The iSite+ suite of applications
the NAIC databases. Regul
NAIC website whic
databases. Of particu
information.
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iSite+ provides state insurance department regulators with access to applications used by regulators. Regulators
may access iSite+ via the myNAIC link on the NAIC website. In order to log into myNAIC, regulators must have
an active NAIC Oracle account and password login. Regulators who do not have myNAIC login credentials or do
not remember their user ID and password should contact their insurance department IT Liaison.

iSite+ reports are standardized reports that provide regulators with a variety of financial and market regulation
information. Most of these reports provide information related to a group of entities with similar attributes (e.g.

companies that write business in a particular state) rather than individual entities. A comprehensive listing and
description of available iSite+ reports are located in the Help file on iSite+.

C. Use of Complaint Data in Market Analysis
One of the primary missions of state insurance departments is to serve and protect the insurance consumer. To

fulfill that mission, state insurance departments provide the valuable service of working with consumers and

insurers to address consumer complaints. For lines of business where the insurance department has an activ,

complaint resolution program, such as automobile, homeowners and health, consumer complaints should be a

starting point both to identify emerging issues and to screen insurers for potential market conduct or ofgnpli

problems. Of all the types of information that departments initially collect for other purposes, ¢
complaints have the most obvious relevance to market conduct. The goal here is to take the informa&

when doing complaint resolution and put it to work for complaint prevention.

provide a basis for further market conduct review. However, despite the obvious co
complaints and market conduct concerns, regulators must be careful not to jumy
basis of complaint data, nor should they conclude that the absence of complaints, Psence of market
problems. There are a number of reasons why an exclusive focus on consumer
substitute for a more thorough inquiry into the company’s activities, includi

e Complaints are to some degree anecdotal and often are not docu fficient numbers to be
statistically credible. Although this deficiency can be mitigated t e by using multistate data,
inconsistencies between different state approaches raise other cofite

e One reason for the small sample size is that not every proble es #se to a documented complaint.
States need to gauge how informed state consumers agg _abo ici oncerns or complaints regarding

insurance;

e Conversely, the customer might not always be rj
of a conflict, but not the nature or the cause. A ¢
up to its obligations or the result of a breakdown i
unrealistic expectations on the part of the copsumer. ddress this concern, “confirmed” complaints
should be distinguished from other consumerfomplaints;

e There are some lines of insurance for whic e are no useful complaint records, because the nature of
the business makes it unlikely that cong file complaints or the insurance department does not
have an active complaint resolusi IFor example, violations of disclosure requirements might
never generate complaints bec
been violated. Similar proble when premiums or benefits involve complex calculations
because of the nature of the product;

nce of a complaint points to the existence
be the result of an insurer failing to live
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e Some markets are inherently more prone to complaints than others. For example, this is likely to be true
for the high-risk sector within any line of insurance. Such differences must be taken into account before
trying to compare the performance of different companies serving different markets. When problems
appear with life insurance, they are less likely to become visible through the consumer complaint process.
Similarly, complaints are more likely in lines of business where consumers have more frequent
interactions with their insurer, such as health or personal auto, regardless of how serious the potential
problems might be.

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

Complaint information is one factor that should be considered in the selection of companies for further review and
in the determination of the nature and scope of that review. Identifying companies with consistently high levels of
complaint activity can be a first step toward corrective action. Once an insurance department has determined that
a problematic complaint trend is occurring, complaint data may be helpful in resolving issues for consumers i
number of different ways. Insurance department staff may want to meet with the company to revie‘ adv
trends and require the company to establish a compliance plan, which may include self-audits and refigads

consumers.
Even in cases where a company turns out to have done nothing wrong, complaints serve as a co

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

Whatever system of recording and classifying complaints is used, complaint @naly
complaint data to a meaningful analysis. Therefore, the centerpiece of a basic mark ly:
the development and use of reports compiling, summarizing and comparing coiiplai
companies in a regulator’s state marketplace.

et conduct surveillance

ance program in detecting
an individual company. Any
, in order to be efficient and
thly basis. If a longer period is used,
re Sénerated will only show proof of an
ly detect problems by using comparisons
-wide level, by line or from individual

The efficient use of a complaint analysis system as part of an insurance de
system allows an insurance department to create an effective and i
problem areas on an industry-wide level and in isolating potenal p
complaint system used by the complaint division of an insuran

meaningful, must be tabulated at least quarterly and preferg
trends will not be spotted in a timely manner and the s
existing problem. From the tabulations, the complaint di
of past performance from past statistical information on %
companies.

The NAIC recommends the use of the Model Regul@gan for Complaint Records to be Maintained Pursuant to the
NAIC Unfair Trade Practices Act (#884). The purnos the regulation is to prescribe the minimum information
orG¥r to comply with the statute, and to set forth a format
ubject to the regulation. A complaints register should be
this register can be obtained during field examinations of
e company. The register is primarily a management tool for
ce regulators to problem areas within entities subject to the

for a complaint record that may be us
available at the offices of the insurer.
the company or on request from the ho
insurance companies, but may jhelp alert in:
regulation.
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In October 1991, the NAIC released the Complaints Database System (CDS). The CDS provides regulators with
online access to a database, which consists of the complaints data collected from NAIC members. The database
enables insurance departments in all jurisdictions to inquire about and analyze closed complaints filed against
insurance firms and individuals within and/or across state boundaries. Additionally, the system provides summary
reports and complaint ratios for NAIC members. States submit closed consumer complaints information to CDS
on a monthly or quarterly basis. The complaint records are then aggregated on a regional and national basis,
providing total complaint counts, trend analysis and complaint index rankings to state regulators.

Supplemental information regarding the Complaints Database System (CDS), such as complaint data fields and
user guides, is available on StateNet. The most current version of the NAIC standard complaint data form is also
available on StateNet on the Market Data Team (MIS) web page.

Although the focus of analysis is on patterns and trends, some individual complaints by their nature will raise
serious questions about an insurer’s conduct, which call for follow-up even if the company’s complaint index and
complaint trends are otherwise unremarkable. This underscores the need for effective communication between

complaints, which should be called to the attention of their market conduct and/or enforcement staff for fu
review. Inquiries from producers, consumers or health care providers about particular business practices a
warrant the attention of market regulators. '\

D. Use of Annual Statement Data in Market Analysis

Market Conduct Annual Statement

The first Market Conduct Annual Statement (MCAS) was adopted by the NAIC in 199].
in targeting examinations, as well as an alternative to examinations. The MCAS was 11 |
private passenger automobile claim payment information. On an annual bas&, 0
passenger automobile coverage submitted a diskette containing a Microsoft Acc table populated with
specified claim information. Included in the report were the number of claims opegét an ed with and without
payment during the period; the median number of days to pay first-party arty llability and property
damage claims; the median number of days from the date of loss to the date is rted and the number of
first- and third-party suits filed during the reporting period. This reportin to assist in the detection
of insurers that exhibited results outside the industry normal ranges.

During 2003, the Market Regulation and Consumer Affairs (D) Comifgittee a proactive approach to market
regulation and began implementing various market reform ig sult, an MCAS pilot program for life
and property/casualty companies was implemented to viability of an annual statement
the project was adopted as an additional
review the market activity of the entire
insurance marketplace in a consistent manner and identify compa whose practices are outside normal ranges.

At the 2008 Fall National Meeting, the NAIC Exé@iive (EX) Committee adopted a proposal to determine the

best possible way to collect MCAS data accordi a 'Qg-part plan:
Short-Term:
The first part of the plan provided he of MCAS data collected in 2009 by the 29 participating
states to the NAIC for storage, aggreg and analysis in the existing Microsoft Access® database format.
The proposal also provided girection for staff to analyze the aggregated data and identify strengths and

weaknesses in the data curre eing collected.
Long-Term:

The second part f the
market conduct
through an online su

sed on the long-term commitment of the NAIC to centralize collection of
, the 2010 MCAS data was collected and stored centrally by the NAIC
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For the 2010 and 2011 data years, sixteen new states collected MCAS data using the new centralized collection
process. This brought the total number of states participating in the MCAS to 45. Currently, there are 49
participating jurisdictions. An overview of the participating jurisdictions is available on the NAIC MCAS web

page.

Currently, MCAS data is collected on individual life cash and non-cash value products, individual fixed and
variable annuities, individual stand-alone and hybrid long-term care policies, private passenger automobile
policies, homeowners policies, in-exchange and out-of-exchange health plans and lender placed home and
automobile policies. In addition, the collection of disability income MCAS data will begin for the 2019 data year
reported in 2020.

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

company. The additional review may be as simple as calling the company for further information or clarificatj
or conducting further analysis. V'S
a

Additional information regarding the Market Conduct Annual Statement program may u
https://www.naic.org/mcas_main.htm or by contacting NAIC Market Regulation Department staff.

Financial Annual Statements

The most comprehensive source of data on the financial aspects of insurers’ activity in the maifgetplacd dre the
annual (and quarterly) financial statements, which an insurer is required to file with its gmg.0 ile, the
NAIC and, in most instances, all jurisdictions in which the insurer is authorized I siness. These
statements include specific schedules and interrogatories that provide detailed #¥forms " as premium
volume, losses and changes in business. The NAIC compiles a wide variety of re filed financial

statements and makes them available to state insurance departments at iSite+. Figdiicial ment data has value
for market analysis on several levels and sometimes will allow regulators tofideatii§dgomparies with an increased

risk of future compliance problems, allowing regulators to respond proactive ore S@gilous problems occur.

Most directly, financial information is meaningful to market regulat se “tnarket activity takes place
through financial transactions. Although the dollars and cents, @peci erllaggregated at the statewide or
nationwide level, do not by any means tell the whole story of a pangzafinderwriting, sales, rating, risk

classification and claims-handling practices, the underlying
quantified in a consistent manner and suitable for use as a

ation is systematically collected and
for Wirther analysis.

Certain types of consumer problems tend to be accompani€ acteristic patterns in company-specific or
aggregate financial data. Indicators of financial stress should be of concern to market analysts, because
financial problems are often accompanied by marke@eonduct problems, such as delayed claims payments and
neglect of customer service. Furthermore, the failuf§fetrenchment or reorganization of a major market presence
will have a disruptive effect on the market as a whale.

Every insurer, as part of its annual stat
data of greatest general interest to ma
capture potentially significant information
varies by product line, but generglly, it is an e

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

Claims-related information is of particular relevance to market performance, so one of the key items of financial
data for market analysts is claim reserves, which is itemized on the property/casualty Blank as “Direct Losses

Unpaid” and “Direct Defense and Cost Containment Expense Unpaid.”? A spike in reserves can occur fi
number of reasons, some of which might signal market conduct problems. If losses and reserves are b Q

in the same direction, there is less concern. A spike in reserves without a corresponding change in los&

should be investigated. Perhaps a major lawsuit was filed against one of the company’s insureds, or
a correction of reserves on pending claims. The insurance regulator should investigate the reason an

the complaints made against the insurer, trends over time and reserve activity for comparable co
market.
For liability insurers, significant changes in defense costs may be an indicator of market cagps ms if it

The premium information enables the calculation of the company’s marke line of business or for
the market as a whole, by dividing the company’s premium by the m: " Market share information
allows regulators to quickly identify the companies with the mop im market—bearing in mind that
these companies are by no means the entire market and smaller comp@ies a r consumers cannot be ignored.

ulators to identify companies whose
h&Winto the reasons for the change and
owth or with lost business. States should
ation most recently reported in its proper
on its website for insurers actively writing

context. For example, California provides a market share hiS
property/casualty, life/annuity and title business there

Financial statement data also allows the calcul
report premium written by state, it is apparent
of its market looks like and how that gitte
marketplace.

“reverse market share” information—since companies
ate'Wts into the company’s overall operations, what the rest
to other companies doing business in a regulator’s state

3 Although this information m: »f value when studying accident and health insurers, particularly in lines like long-
term disability and lo is no analogous line item on the health or life and health state pages. Because
calendar year pa1d loss d ayers of the losses incurred in many different years, unpaid losses cannot be backed

96
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For property/casualty companies, market share information is readily available on iSite+ in the NAIC’s financial
market share summary report titled, “Market Share—By Line of Business,” which can be calculated for any line
of business as reported on the annual statement Blank or for any combination of up to 10 lines of business. This
report indicates the market share by company, by line of business, as well as relative loss ratio.* This report is
based on three columns from the State Page: Direct Premiums Written, Direct Premiums Earned and Direct
Losses Incurred. Market share for each company is calculated by dividing Direct Premiums Written for that
company by total Direct Premiums Written. Data for Property and Health companies is included in this report.

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

“Market Share—Credit Life,” “Market Share—A&H” and “Market Share—Credit A&H.” For the Mal

For life and health companies, there are four market share reports on iSite+: “Market Share—Life & Annuif

Share—A&H report, data can be included for one business type or for all Property, Life and Health comgan

For the Market Share—Credit A&H report, data can be included for Property companies only or for T
and Life companies.

The Insurance Regulatory Information System (IRIS) tool, based on financial statement data, sho Iso be
noted. Although the IRIS ratios were developed to assist solvency regulators, they also capture e in ation

that can be useful to market analysts.

E. Issues Specific to Particular Types of Companies QQ

As we have seen in the discussion of financial information, different types @ifinsu engage in different

activities that make different types of information relevant. The most pron erences are reflected in the
i

distinctions between the two major annual statement formats—property/c fe/accident/health—but
there are also issues specific to particular lines of business that regulators to o consideration.

Health Insurance L 4
In many insurance departments, there are consumer assistance
insurance. These areas may have more extensive complaing
states will be supplemented by external review informatg
statement information will be more fragmented, because
three types of annual statement Blanks. In addition, se ployers (which are exempt from state
regulation) provide a substantial proportion of health coverage@fi consumers are not always aware that this
coverage is not insurance. The Health Insurance P@Rability and” Accountability Act (HIPAA) and Employee
Retirement Income Security Act (ERISA) play a u role in this area of coverage and there are also significant
state-to-state variations in laws regulating acce iigzidual coverage, mandated benefits and individual and
small group rating practices.

ur dicated specifically to health
d the complaint information in most
ame ‘ume, however, the relevant financial
iquely comprises companies filing on all

# The paid loss ratio—paid losse;
disadvantages. The incui
incurred loss estimates are 1
reports for a given

ipremiums—is another loss ratio measure in common usage. Each has its advantages and
ore meaningful measure of profitability as long as the underlying data are accurate, but
tive. Paid loss information is precise and objective, but the paid loss and written premium
t blocks of policies.
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Property/Casualty Insurance

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

Life Insurance

The coverage structure and company finances for life insurers are notably different from other types of insurance.
Proportionately, market conduct problems with life companies are more likely to arise on the sales side and less

likely to arise on the claims side than in other lines of insurance. In life insurance, there is significantly less

interaction between the company and the consumer over the course of a customer relationship than with ot} Q

lines of insurance. Market conduct problems are often less likely to surface promptly in the form of agonsu
complaint.

Workers’ Compensation Insurance
In this line, market conduct issues may involve either the insured (the employer) or the claimant (tem

compensation insurers in most states have statutory obligations to claimants that liability ins
The experience rating system gives the employer a more direct interest in claims practice

F. Other Useful Information

concentrated sources of
er to obtain the rest of the
volves licensed insurance
eveal patterns of questionable
#ic activities, such as increases or

While complaint records and financial statements may be the most compre
data on market activity, there are many additional sources that should be rey
story. For example, a high proportion of the activity in the insurance
producers. Records of disciplinary actions or appointment terifnatio
practices in certain market sectors or implicating certain companies:
decreases in new licenses or appointments or changes in li :
which might warrant further inquiry to evaluate whe

positive, negative or mixed. The
assisting with the analysis of a company.

it will also be filing with the U.S. Securities and
rivate-sector sources that compile and evaluate financial
i ratemaking advisory organizations, trade associations,
securities analysts and academic and nonpr esearch institutions. Some of these data compilations are directed
towards specialized informationy such as clai
Surveys and reports on particul ics by research institutions, consumer groups and trade organizations may
also yield valuable data.
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Rating Agencies

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

Informational Filings
All insurers are subject to state licensing and holding company regulations. Under these laws, state insurance
departments will receive notice of changes in corporate officers and directors, changes in the domicile of insurers
in the holding company group and reports on significant transactions among an insurer and its affiliates. T

changes are rarely, if ever, indicators of market conduct problems by themselves, and material tran*ction

most cases have already been subject to regulatory review. However, when other indicators show warning g
is often useful to take a second look at holding company regulation statements and comp i

mind that such manuals are generally regarded as proprietary and, as such, should be prot
disclosure. Attention should be paid to changes in underwriting guidelines since thi 0
information on market practices the companies themselves have identified as importa

L 4
Communication Between Work Units

As mentioned above in the discussion of complaint information, anecdotal info on rious kinds can also
be valuable even when it cannot be measured and reduced to numbers. Th of quaittitative analysis can
ous' G
s

bring with them the risk of “not seeing the forest for the trees.” Thus, a co logue with regulators in
other areas with a department of insurance is essential, as issues arising in gther y be mirrored by related
problems consumers are having with the same companies or markets. Fogfincs af busifiess that are subject to form
or rate review or certification, incidents where a company has en o ing unapproved or improperly
certified rates or forms should trigger further inquiry, since such incid@gts oft part of a wider pattern.

Enforcement Actions
In particular, significant enforcement actions against a
violations (keeping in mind that these could be from inations, not just from market conduct
examinations), are clearly of major interest from a market analys spective, whether they arise in a regulator’s
state marketplace or in another state where the compa@y does busitiess. A consumer complaint or even a pending
regulatory proceeding is of interest, especially on ftumulative basis, but in and of itself does not necessarily
mean the company has done anything wrong. Howe disciplinary order or a finding of violations is a more
serious matter, even though it may be based erlaws or market conditions. Likewise, a record that a
company has been or is being investig by ferent states for similar reasons raises questions every bit
as serious as the questions raised by a h 0

or examination reports with findings of
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Regulatory Information Retrieval System

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

Market Action Tracking System (MATS)

Information regarding market conduct examinations and other market conduct initiatives may be quickly obtained
on iSitet+ through the Market Action Tracking System (MATS) Detailed Report, which provides a history of
market actions matching specified criteria. A report may be generated displaying all market conduct actions

conduct examinations, but also non-examination regulatory interventions or inquiries. 'S

originating in a specified state for a specified date range. MATS includes not only actions related to marOQ

information at any stage of the analysis process. In addition to self-audits conducted by compani
are also prepared when insurers apply for membership or accreditation to “best practices organt
independent standard-setting organizations and when those organizations conduct periodic revie

Self-Audits and “Best Practices” Reviews
Reports from voluntary examinations of companies provide another potential source of useful mar aly
valtliagns
ons”’ or

analysts and examiners should be conversant with the standards required
organizations such as the National Council on Quality Assurance (
Accreditation Commission (URAC) (for health insurers). State insuranc
standards to evaluate the extent to which compliance with the standards cap be
of compliance with related state statutes and regulations, to refine the S . States are encouraged to
direct analysts and examiners to request information associated wiph th nijations’ assessment activities to
determine how such information might be used to gauge the appfQgriate e and scope of further market
conduct review that may be indicated.

Some best practices organizations have developed stand! g formats, which are designed to provide
market conduct analysts and examiners with a comprehen of the testing and review activities that
take place during a company’s self-audit and/or independe ew process. Market conduct analysts and
examiners are encouraged to become conversant withghe specific Teview standards applicable to the independent
analysis. Work papers retained by the company @f\its independent reviewer may provide additional useful
information for market analysis purposes. Regulators t be sensitive, however, to the confidentiality concerns
raised by these materials, as discussed in the } it&paper, Regulatory Access to Insurer Information: The
Issues of Confidentiality and PrivilegdyPe i work with confidential material should be specifically
trained in the applicable laws and in th nc
from public disclosure, whether it is mai in paper or electronic form.

—

In some states, self-evaluative
confidentiality obligations, wherca ulators in other states must consider a variety of issues related to the
protection of proprietary in on,

5 Market analysts should white paper Best Practices Organizations for additional guidance related to the
application of su i d standards.
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Addressing these concerns and working with companies’ voluntary review activities is important, because a full
understanding of a company’s market activities encompasses the company’s policies and the practices that
implement the company’s policies. An active compliance program at a company often reflects a corporate culture
that places a high value on compliance. Since “bottom-up” information on a company’s market practices is more
accessible to regulators, the “top-down” policy focus often found in insurer peer reviews can be a useful
complement to the information that is otherwise available.

Consumer Dispute Resolution Processes

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

Matched Pair Testing
For homeowners insurance, market conduct analysts should consider the use of matched pair testing %eval Q
whether geographic areas with a relatively high percentage of persons in protected classes are receiving thg sa

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

Ve

testing for homeowners’ insurance purposes, two houses of similar age, construction type, styl
level, but in different racially identifiable neighborhoods, are used as the basis for the test. Taps

identify themselves as a homeowner or buyer. They request information and quotedabo ers insurance,
track the responses and fill out a report which is submitted to the person coordin long with any
written materials subsequently received from the insurer. The test coordinator revi f both contacts
and compares the treatment in each case to determine whether both cal treated¥equally. (The same

general concept of comparative treatment applies to auto insurance, and can
driving records calling about similar cars). While the concept is simple and stra ard, quality of execution
is important, and market conduct analysts should consider contracting wigta: erienced in the conduct of
insurance testing, such as the National Fair Housing Alliance (3FH ay also use their own staff or
contract testers. Training in how to conduct such tests should sou om NFHA or other qualified
organizations.

Rating Territories
An evaluation of the way in which the market is being servé owners and auto insurance should include
overlaying rating territories with census maps, to determine the rating territories have been designed in
such a way that makes it likely that persons in pgbtected classes will pay higher prices than residents of
predominately Caucasian or higher-income areas. If@fat appears to be the case, information on loss data should be
gathered to determine whether the higher costs are jus

Miscellaneous
Anecdotal information of useful inter
department human resources division,
particular company could be a sjgn of stress.
department need to communicat
financial stress and repeated co
insurance department reconsi

a found in such unexpected sources as a state insurance
ight have useful information, since an influx of resumes from a
e same time, regulators in various divisions of a state insurance
relevant issues. For example, claim delays or disputes could be a symptom of
complaints relating to particular policy language may suggest that an
of such clauses.

Other information
underwriting guideline
marketplace tegg

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

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

one is to ask the next question. Q

4

>
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Chapter 7—Putting It All Together: Market Analysis

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

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

A. Framework for Market Analysis

established the following principles and goals for Market Regulation. “...to assess the quality of cverﬁnsur

conduct in the marketplace, uniformity, and interstate collaboration...the goal of the markgt r 0
enhancements is to create a common set of standards for a uniform market regulatory oversight progra¥that

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

include all states.” To implement these principles and goals, the NAIC established an action p
pillars of this action plan include market analysis, market conduct and interstate collaboration. With
market analysis pillar, the NAIC set a goal that each state will “produce a standardized marke

ct €

for each ‘nationally significant’ domestic company,” and each state should “adopt uniform nalysis
standards and procedures” and use its market analysis in other market regulatory &inctd ¢ market
conduct and interstate collaboration. V'S

Market analysis is designed to (a) provide tools for each state to review its entire pghr! b ntify companies
operating in each state’s market that are potentially harming consumers because are omplying with the
state’s laws and regulations designed to protect consumers, and (c) assist in 1 e scope of any regulatory

action that a state determines it must use to address those companies that aj 0 bc@xperiencing compliance
problems. One of the goals of the market analysis process is to focus a S re s on regulatory problems
that cause harm to its consumers. In conjunction with interstate gollab¢{ati targeted regulatory actions in
market conduct efforts, market analysis creates efficiencies for botli the s andthe companies.

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

equgetly than annually. The data analyzed
ial and market conduct annual statement
ual statement data for a given calendar

To accomplish its purposes, market analysis has an gifay of tools for states to use. The first of these is the Market
Analysis Prioritization Tool (MAPT) available fro NAIC. This tool is designed to provide states a quick
overall look at their marketplace for a parti in business. The Market Analysis Prioritization Tool
(MAPT), released in 2006, creates a wgighti to assist analysts in prioritizing companies. The Market
Analysis Prioritization Tool will provi a_ " gh level comparison of companies for a particular line of
business based on financial, complaint
should use this tool to identify companies th;
a Level 1 Review. The info ign obtained
problem. Normally, additional
behaviors than what is availablesa

G

om this tool is merely an indicator of a potential regulatory
ch and investigation is required to draw a final conclusion about actual
of analysis.

The Level 1 Reviewg ¢ available to the states in their market analysis process. This tool involves
looking at much of the . *a e Market Analysis Prioritization Tool (MAPT) but on a more detailed and
thoughtful basi arket Analysis Prioritization Tool identifies companies based on certain formulas
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and overall company performance, the Level 1 Review requires a more detailed and thoughtful analysis, where
the analyst looks at company-specific information to determine if the anomalies can be explained. A Level 1
review is a more detailed review of certain information contained in NAIC databases, and is available to the
analyst through the Market Analysis Review System (MARS). It is critical for the state to do this review to
eliminate companies that do not warrant further analysis and to begin the process of identifying the cause of the
anomaly for those that do warrant additional analysis.

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

A fourth tool that states have to further refine the analysis is the Level 2 Review. This process assists the states in

confirming that there is a market regulatory issue or in determining to a much greater degree the cause and extent

practices.

If the Level 2 Review tool indicates that there is a specific regulatory problem(s), the state should %
ity th

website, other regulatory agencies, and other areas that provide information about the companﬁ mal
C

with the continuum of market actions, always using the least intrusive, most efficient method to ide
and extent of the problem. States should keep in mind that at any point in this process, the anal§§s might
determine that no further analysis/action is warranted. Generally, states should proceed through
before moving into the continuum of market actions. By proceeding in this manner, the apg
those areas where irregularities have been noted in discussions with the compan;
appropriate action from the continuum. &

By collecting data over multiple years, states will be able to include trending analy$s as he overall market

analysis process. Reliable trending analysis will provide a proactive appro 0 ket andlysis “reflecting our
commitment to continuing to modernize insurance regulation.” This t can vide greater consumer
protections in that problems can potentially be identified much earlier and before s harm.

The approach to market regulation described above assumes afjlevel stipetween the regulator and the

th 1 ce law and regulations. Most

regulated entity. It also assumes that companies want to compl
i es, such a level of trust may not be

companies do want to comply. However, in a small nu
warranted. If not, the state would use the regulatory actig

e a scenario, while the state may not move
methodically through all the market analysis steps, the use ¢ me of those steps may prove helpful. For
example, reviewing the MCAS data for the companyghe complar
may be very valuable to the state in addressing its ¢ ns.

One of the goals of the NAIC Modernizatio b thidintegration of market analysis, market conduct, and
i ht program for states to use to regulate their markets. By
using market analysis in the market co
uniformity in their approach to regulati arkets. The market analysis process should not be static. States
should work together to test theresults of the ket analysis process against their findings to refine the process.
By doing this, the states can p a more efficient market analysis process that will provide more useful
information about companies’ m: ctivities. By working together in this manner, states will achieve the goal
of uniform market analysis s s rocedures that provide specific information about the companies that
operate in their markets.
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B. Developing a Market Analysis Program

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

Step 1—Appoint a Market Analysis Chief (MAC)

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

Organizing these processes is a crucial administrative function. How the market analysis fun
organized within the department will depend on the size of the department and its broader or

both directions. Staff personnel responsible for market analysis must have access to the inform
able to share their knowledge with other areas as needed. The MAC is also responsible fi
other insurance departments via the NAIC Market Analysis Bulletin Board. .

Step 2—Establish a Systematic Procedure for Interdivisional Communication

Market conduct problems do not occur in a vacuum. Complaint activity, legalfissue ancial concerns or
irregularities in rate and form filings often accompany them. At the same ti t conduct problems may be
an early warning sign of other problems with a company, so it is essenti ation to be shared and
discussed between the MAC and other department staff. This should be do; atic basis, including, at a
minimum, a quarterly questionnaire requesting other work areas within meht to report unusual activity
that may be of interest to the MAC, such as patterns of adver@® fin consumer complaints, policy
termination activity, producer misconduct or use of noncompliant fo

in

In particular, all insurance department staff should r& hese indicators to the MAC when the
information is received in the department (e.g., annual state g company reports, license transactions):
e Significant changes in the ratio of consumer complairi@ygfgainst the insurer or significant numbers of

Dramatic growth (> +33 percent) or decline
Significant changes in the company’s bg

snificd
ograpl

domicile of"a major writer in an insurer group;
r senior management;

ium volume in new states;
ally, by line of business or exposure—or significant

Significant concentrations of
changes in the concentrations o

Recent change of the st
Recent changes in owner:
A high degree of reliangms

(MGA:s) or third-pa '
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e Significant problems with electronic data processing systems such that the integrity of data underlying
claims, underwriting and financial systems is questionable;
Reports listed in the Regulatory Information Retrieval System (RIRS);
Reports listed in the Market Action Tracking System (MATS); and
Reports listed in the Market Analysis Review System (MARS).

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

Step 4—Develop and Instruct Complaint Analysts in Key Indicators in Complaint Data
Complaint analysts in the insurance department should report the following types of information to the MAC at
the time the insurance department receives this information:
e Specific complaints so critical that one complaint merits reporting (e.g., antitrust, flagrant or willful
disregard of the law, or matters of serious consumer harm);

e Spikes in complaints against the same company on the same product/practice during a specific ti
interval (e.g., 10 new complaints in a week); and O

e Any of the other indicators listed above in Step 3. L 2

Step S—Identify Potential Problems from Complaint Ratios \
Complaint ratios should be reviewed annually at a regular time and the MAC should use information,gen d o
insurers with ratios outside of the norms, along with other information about those companies av.
department, to determine whether any further review is necessary. Through the use of complai i
are able to properly gauge not only long-term trends, but more importantly, to monitor freq rofilems or
developing areas of concern to determine whether an inquiry should be generated or ifaoropfp
required. After compiling complaint ratios for the individual insurers, the department
determine which companies lie outside the average in a given year and to comp;i&

Tt
with the previous year. For example, an increase in the number of complaints ¢ &

e the ratios to
nsurer’s ratio
ange in claims
practices.

Step 6—Annual Statement State Page and Other Financial Indicators S 0 ly Be Shared with the

MAC
Every insurer—foreign as well as domestic—is required to file a State Pfve wa ch state in which it is licensed,
to show changes in the company’s business in the state. In most ra epaliments, a significant amount of
staff resources are devoted to the review and analysis of financial stat: ts e such financial analysis should
Mo d C@goutinely advised of:

Significant changes in loss ratio or significant deviatio
Significant increases in defense costs withgut corresp®
insurers).

conduct baSeline analysis as outlined in the Framework for Market Analysis
f this chapter. All states should analyze the various data elements and

On a coordinated basis, states s
document, reproduced in Sectio
indicators within the same gez
Results should be compiled wed quarterly. If state Market Analysis Chiefs (MACs) find an issue with a
particular company, :

can then contact other
action or a Re (RFR) to the Market Actions (D) Working Group is in order.
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Step 9—Conduct Level 1 Analysis via the Market Analysis Review System (M ARS)

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

Step 10—Conduct Level 2 Analysis via the Market Analysis Review System (MARS)

A Level 2 Analysis allows market analysts to further investigate and review a company, without the need to
contact the company. Unlike the initial analysis or Level 1 Analysis, a Level 2 Analysis requires the market
analyst to seek input and gather information from sources outside of the NAIC databases and the company's
financial and market conduct annual statements. By its very nature, a Level 2 Analysis is much more labor
intensive than a Level 1 Analysis. To assist market analysts in completing a Level 2 Analysis of a company, the
Level 2 Analysis Guide has been developed. The guide consists of six core areas of review and an additional 15
potential areas that the market analyst may review when performing a Level 2 Analysis. For each area of review,
the guide includes information about the area to be reviewed and, where applicable, potential resources to aid in
the review of that area. The guide also provides the user with specific items to consider during the review
particular area. The Level 2 Analysis Guide is contained in Appendix C. V'S

Of the six core areas of a Level 2 Analysis review, only the Complaints section is required to be co
number of core and additional areas reviewed during a Level 2 Analysis of a specific company will b

course of completing a Level 2 Analysis, the market analyst may find information that requires
or more areas not initially selected for review. If this happens, the market analyst should exuags
Level 2 Analysis to include those areas of review not initially identified. The market “Jg

whether a Level 2 Analysis is necessary on related companies (companies unf@er tf anagement or
ownership); if the areas of concern for the company under review have the potent' int in a related

company.

Step 11—Coordinate Regulatory Actions through the Market Actions (D
Concerns resulting from market analysis that appear to focus on a small
those states’ attention by communication through state Collaborativy
regulatory actions, including examinations and investigations, th@p foc

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

roup
es should be brought to

anies of national significance
equest for Review (RFR).

C. Identifying Markets and Companies for A

oy identifying which lines of business will
ealth (including HMOs), individual health
dividual [ife (including annuities). This list should be
given to any other lines identified as being of significant
include, for example, medical malpractice, credit life

supplemented as resources permit, with highest pri
consumer or regulatory concern in a given state

© 2006-2019 National A: iation of Insurance Commissioners 107



Chapter 7—Putting It All Together: Market Analysis

Once the lines of business have been selected, the next step is to identify companies with any appreciable market
activity in each of these lines—at a minimum, those with either one percent or greater market share; $100,000 or
more in premium; or five or more complaints. The relevant market share information should be readily available
in the insurance department or from the NAIC. If it is not currently maintained in the insurance department in a
form conducive to market analysis, the department should update its data management procedures. This screening
process does not mean that a regulator should neglect market conduct problems with companies that have
negligible activity in their state, only that the numerical indicators (quantitative analysis) are unlikely to be
meaningful in cases where, for example, a single complaint can move a company from the top of the complaint
index chart to the bottom. Therefore, problems with such companies, if they arise, can usually only be identified
through other case-by-case (qualitative) methods, such as discussions with other potentially impacted states, and
may result in a Market Actions (D) Working Group Request for Review (RFR).

Additional Uses for Market Share Information
While an insurer’s market share is not an indicator of its conduct in the marketplace, state regulators need

information on changes and trends in the composition of the state marketplace in order to have a meaningful

picture of market activity. In addition to its use in the initial screening process, market share data has t
principal uses in market analysis: 'S

e Providing a lineup of the current market participants and their relative impact;

e Identifying changes and trends in market participation; and \
e Evaluating the degree of competition in the marketplace.

in looking at current increases in premium volume from State Page data, one may see a different least
three to five years of historical data are used as the overlay for the review of curre e, does
historical state data show an increase or decrease in concentration of insurers writing e of business
in the state? Which companies have undergone a significant change in their marketFositi

States implementing a market analysis program for the first time may not have ben f market share data
initially. In implementing a historical review approach, states need to givi tion to’ what historical data
they want to track and in what format. For example, the California Depa rance website contains
market share information for various lines of business, which can be fo ww.insurance.ca.gov/01-
consumers/120-company/04-mrktshare/. Another example is the Miss
Institutions & Professional Registration website at hutp://insurde.m wlitth also provides market share
reports for various lines of business.

=

in a market sector. For example, the
data regarding thirteen commercial lines:
commercial auto liability, commercial auto physical damagg€ ial auto total, commercial multiple peril,

. and six personal lines: private passenger auto liability,
nger auto total, homeowners multiple peril, farmowners,
well as in each state, for each of the commercial and
eport shows the total premiums written; the combined
\l-Hirschman Index (HHI) for the market (the HHI is a
h is widely used in antitrust analysis); the number of
insurance groups that have affiliate insurerS@giting premium in the market; the number of insurance groups that
have affiliate insurers writing prgmium in the

years for commercial lines off ; the surplus lines market share in the past year and averaged over the
return on net worth.
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D. Baseline Analysis

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

Tools Available for Conducting Baseline Analysis

The Market Analysis Research and Development Subgroup developed the Market Analysis Prioritization Tool
(MAPT), released in 2006, which allows regulators to narrow down the number of companies under review to a
manageable list by creating a scoring system so companies can be prioritized more easily. MAPT provides
regulators with a web-based tool that serves as a starting point in the analysis process by prioritizing companie
for further analysis. This prioritization of companies allows state insurance regulators to better focus t
resources and to develop more efficient regulatory policies and practices. &

MAPT utilizes key market and financial components, from state and national sources, to generate w
on which the prioritization is based. MAPT can provide reports against market and financial dat

which allows market analysts to compare companies writing premiums in a specified line
national and state basis using a uniform data set.

In 2009, the data elements and functionality contained within the NAIC Mark@®
report were incorporated into MAPT and as of December 2009, the Market Anal onTp @y Listings report
was no longer available. Key market regulation components used in MAPT by of business. They
include, but are not limited to: losses, expenses and premiums, enrollmfat: atory ‘actions, complaints,
examinations and demographics.

pany Listings

The available lines of business for the market and financial MAPT regfort oflieowners, private passenger
auto, credit, group accident and health, individual accident and’ealth p 1hajor medical, individual major
medical, Medicare supplement, long-term care, group life, individu: e, annuity and individual annuity.
The available lines of business for the MCAS MAPT repo rs, private passenger, long-term care,
individual life, individual annuity, health and lender placeg

e its own triggers based on criteria unique to that state's
ing data in MAPT should be analyzed—market analysts
ividual companies to identify companies which may
T is merely an indicator that one or more potential
on consumers. Normally, no conclusions about actual

marketplace. It is 1mp0rtant to note that the und
should not rely solely on the prioritization rankin
require further analysis. The informatiop obtg

company marketplace behaviors can be
use MAPT as a starting point to identi

confidential information, acggBs™ requires users to have a special security role assignment in order to

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

How to Conduct Baseline Analysis
States can easily begin conducting a baseline analysis by utilizing the Market Analysis Prioritization Tool
(MAPT). Numerous factors can be focused on during a baseline analysis such as prioritization rankings, percent
rankings, premium dollars, etc. Remember that baseline analysis is a very subjective process; each analyst, based
on his or her experience may choose different criteria on which to focus.
e Log into iSitet and download the Market Analysis Prioritization Tool (MAPT) report for the line of
business to be analyzed; and

4

After the reports are downloaded, an analyst may:
e Rearrange the columns so that areas of focus are more prominently displayed;
e Sort on any column, such as:
1. National confirmed complaint index;
2. Premium volume;
3. Number of Regulatory Information Retrieval System (RIRS) actions; or
4. Number of examinations.
e Add columns to obtain additional information, such as the percentage of,in

from the prior year to the current year. If the formula is known, the coluﬁl anQe
information that will be most useful to the state; and

e Select companies that appear to be potential outliers based on the insuranggiilepa

ucte

Once a list of potential outliers has been obtained, a Level 1 Analysis can be

e Save the report to the desired location as a Microsoft Excel file, then apply desired formatting: e.g., wra
text, borders, select font (for readability purposes). 0

<%

aplaint indices
to obtain the

’s priorities.

each of the companies

or a search can be performed for additional information about the com to the list even farther by
looking at items such as:
e The “complete profile” pages for the companies; *

premium, few writings in that line of business, etc.;

o The complete financial profile to determine if there b% r the outlying data—e.g., ceded
d/o
e Use the remaining CoCodes to compile a list for

el 1 Anal{es.

Other Methods Used to Conduct Baseline
Some insurance departments use additional tools to
survey, state insurance departments identified othe
process. With the exception of state-specific prioriti

or enhance their baseline analysis. In a 2008
iteria and tools which they utilize as part of their baseline
bon methods, these tools and sources are generally used in

e Utilizing the MAPT to focus
below-listed criteria to the co
1. Does the applicable stat

2. Is the last exam the applicab te performed less than one year old;
3. Does the comp. ve less thatl $100,000 in written premium; and
4. Has the compan ified the insurance department that it is ceasing to write business in the state.
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If any of the companies meet any of the criteria above, they are removed from the list and Level 1 Analysis
reviews are conducted on the remaining companies:

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

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

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

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

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

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

e Running line reports from the Schedule T to obtain written premium for the previous two-year perio
determine if there has been a large swing in premium from one year to the next; and

e Conducting follow-up Level 1 Analyses on companies previously identified in a Level 2 Analysis a
no current market problem, but a potential market problem that requires monitoring.

E. How to Analyze Consumer Complaint Data

In order to conduct a systematic and focused analysis, it is necessary to develop meaningful pumi
which will allow regulators to make comparisons between companies and track theqgti . e of each
company and of market averages. Outliers—companies whose complaint actiVitvi ‘ @ ceed industry
norms, historical conditions or established best practice guidelines—can be singfed O ogVindividualized

attention.®

The total number and frequency of complaints should be used as the b & Insurance departments
should also look at numbers of complaints by line of business, so that potentia bler¥® in one area are not lost
in total numbers and that reasonable comparisons are made between gfiSdrers g like kinds of policies.
Complaints should also be reviewed by company and not merelg by up, as companies in the same
holding company group may write different types of business a they write the same type of
business, they may represent different market tiers and di consumer relations. Finally, an
insurer’s complaint numbers should be compared to their g lume and also, where appropriate, to
the number of policies or policyholders.

Basic Complaint Ratio Analysis
Having selected the relevant markets and companies igaccordanc&@with the procedures outlined above, each state
should then, at a minimum, conduct a basic complaigiiratio analysis on the selected companies:

e Identify confirmed complaints; and

e Calculate complaint indices (complai to market average).

¢ Of course, the identification any as an outlier may be the result of factors entirely unrelated to the company’s
actual performance i example, a report once identified a company as having a complaint index of
2,189,763.36730—that 1 frequency more than two million times higher than “expected,” based on the
company’s premium volume:. ever, this statistic was based on $1 in reported premium and a single consumer complaint.
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Definition of “Complaint”
The definition of a complaint, as adopted by NAIC membership, is:

“Any written communication that expresses dissatisfaction with a specific person or entity subject
to regulation under the state’s insurance laws. An oral communication, which is subsequently
converted to a written form, would meet the definition of a complaint for this purpose.”

Definition of “Confirmed Complaint”
The NAIC definition of a confirmed complaint, as adopted by NAIC membership, is:

“A complaint in which the state department of insurance determines:
a) The insurer, licensee, producer, or other regulated entity committed any violation of:
1) An applicable state insurance law or regulation;
2) A federal requirement that the state department of insurance has the authority to enforce; or

3) The term/condition of an insurance policy or certificate; or
b) The complaint and entity’s response, considered together, indicate that the entity was in error.”
The definition of “confirmed complaint” was adopted by the Market Regulation and Consumer 133f i
Committee in December 2008. \
Revisions to Complaints Database System (CDS) Complaint Coding and Complaint Mapping
S

In December 2008, the NAIC membership adopted a new coding plan for the Complaints Database Sy ( )
and a recommended implementation plan. The primary objective of creating a new CDS ¢

improve complaint data quality through uniform complaint handling and reporting
departments.
L 4

Key revisions to CDS complaint coding and mapping included:

Changes to existing reason and disposition codes;
Creation of new coverage, reason, disposition and subject codes;
Modifications to the mapping of some reason codes and disposition ¢ to i
Revisions to the CDS standard complaint data form (creation of a s

and
e Revisions to the CDS Definitions and Basics Manual. L 4

r existing codes;
ield and confirmed field);

coding plan. The NAIC converted these complaints, upon r&
2010, all historical complaint data in CDS was converted to the

All reports created in iSite+ and the Consumer In

April 2016, all states have converted to the new ggging

CDS complaint coding and mapping— e revised CDS standard complaint data form and the CDS
0

Definitions and Basics Manual, are a regulitors via myNAIC on StateNet, at the link to the Market
Data Team (MIS).
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Although total complaints are useful for many purposes, the baseline complaint index should be based on
confirmed complaints, both because these are a more meaningful indicator of company-specific shortcomings and
because this enables consistent comparisons from state to state and between states and the Consumer Information
Source (CIS). States should be tracking consumer complaints in a format consistent with the Complaints Database
System (CDS) format and reporting complaints to the CDS. Confirmed complaints are complaints in which one of
the complaint resolution codes used by the state, also known as “complaint disposition,” upheld the consumer’s
complaint position. Complaint disposition codes in which a consumer’s complaint position was upheld include the
following:*

1208 Compromise Settlement/Resolution;

1225 Claim Reopened;

1230 Claim Settled;

1257 Fine Assessed;

1280 Referred to Other Division for Possible Disciplinary Action; and

1311 Company Position Overturned.

*Note: Once a state has implemented the new complaint coding plan, the state no longer uses the ab
referenced complaint disposition codes to determine if a complaint is confirmed; upon implementation 4f the

coding plan, states submit a “confirmed” status, indicating if a complaint is confirmed or not, baged u t
state’s analysis of the consumer complaint. \

Complaint Ratios
A company’s complaint ratio is defined as:

(number of confirmed complaints)

(gross premium written [in thousands of dollars])

4

It is important, of course, that these figures be comparable—for the same line of bugi fo same period of
time and for the same state or geographic region. Gross premium is used, rather net ium, because what
is important is the company’s level of activity in the market in question. u complaints per $1,000 is
recommended for consistency with other states and because the numbers t ult easier to follow and to

work with than complaints per $1, which usually results in multiple leadi

annual premium volume in an
individual state, while Insurer B wrote $10 million and Insure @itOn. Insurer A had 500 confirmed
ints and Insurer C had 10 confirmed
complaints. Their ratios of complaints per $1,000 of premé

Insurer A 500 complaints/$50 million in p 500/50000 | =0.010
Insurer B 150 complaints/$10 millign in pre ; 150/10000 | =0.015
Insurer C 20 complaints/$1 milligifin premium 20/1000 =0.020

Complaint Indices
It is important to distinguish between |
is based entirely on company-specific i

io and the complaint index. A company’s complaint ratio
¢ a company’s complaint index measures the performance
relative to other companies in the sam purpose of the complaint index is to make the complaint
information more meaningful by expressing comparative terms. As discussed above, it is also important to
use an appropriate basis of complrigpn, which gderally means companies in the same line of business.

Complaint Index
A complaint index is define

(complaint ratio for th
(complaint ratio_for the ag&@ggate market)
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Thus, a company with a complaint index of 2.35 has a complaint ratio that is more than twice as high as the
market average, while a company with a complaint index of 0.48 has a complaint ratio slightly less than half the
average. Some states multiply this complaint index by 100 to express it as a percentage, in which case the above
indices would be 235 percent and 48 percent, respectively. However, this is not recommended, because it can be
confusing to try to compare figures based on different scales. When looking at complaint indices published by
other sources, it is essential to be aware whether the source used 1 or 100 to describe the performance of the
“average company.”

When calculating a complaint index, the complaint ratio for the aggregate market is calculated in the same manner
as for individual companies: divide the aggregate number of confirmed complaints for all companies (in the
relevant time period, state(s) and line(s) of business) by the comparable aggregate premium volume.

It should be noted that the formula above is mathematically equivalent to defining the complaint index as:

(company’s complaint share)
(company’s market share)

The “complaint share” is defined in the same manner as a company’s market share; i.e., by divid;
company’s complaints by the aggregate number of complaints in the relevant market.” This is the fo i
the NAIC CDS compilations are presented on iSite+.* When doing the actual numerical calculations
minimize rounding errors, the relevant data should be input directly, so that the complaint ratio is calulate

(number of complaints against company) X (market aggregate written premium)
(market aggregate complaints) x (company written premium)

always be 1.00, regardless of the scale used for the underlying complaint ratios.

Example: Supposing for simplicity that Insurers A, B and C from the pre
market for that line of insurance in the state, the aggregate complaint ratio_for
significant figures) would then be:

670 confirmed complaints/$61 million in premium: 670/61000 = 0.0\
This corresponds to complaint indices for the three insurerg AW twollecimal places) of:°
Insurer A 0.010/0%

Insurer B | 0.015/0.01 Fnd!
Insurer C

market (rounded to two

a report framework based on confi

e, is inappropriate because it would not reflect any meaningful distinction
wo decimal place calculation will generally overstate the significance of the

° Additional precision, althoug
between companies. Indeed,
underlying data.

10 The careful reader might n at the approximation 15/11 actually rounds to 1.36. See supra note 9.
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Complaint indices may be calculated relative to both state and national markets and perhaps also for a multistate
region, giving the insurance department both a local and a global view of potential consumer issues. The CDS, as
discussed in more detail below, provides complaint index reports for 10 different lines of insurance: by state,
nationally, by NAIC zone or for any selected list of states.

Although the complaint index is one of the most valuable tools for evaluating market performance, regulators
need to note its limitations, which include:

e  Although complaint indices should be calculated by line of business if possible, their accuracy depends on
the availability (and the use) of accurate confirmed complaint counts by line of business. Complaint ratios
and complaint indices draw a misleading picture if the complaint count and the gross premium figure are
based on different sets of policies;

e Premium volume may not be the best measure of market activity in many lines of business, particularly

annuities and life insurance. States should give strong consideration to supplementing their basic

reported on the State Page, itemized by the type of coverage; 'S

e Complaint indices can be misleading for companies with small market presence. In partic N

appropriate for published tables or rankings to include (at least without a conspicuous im
companies whose complaint indices would be significantly different with one or two or T
confirmed complaints;"!

complaint analysis with an alternative complaint index calculation based on policy count, when tha
information is available. For life insurers, the number of policies and group certificates in forc

Bk accurate
ay result from
changes in company behavior over time, different company practices or m n other states
or inconsistencies in the ways different states gather or report complain Rample, all other
things being equal, if the average policy in a given state is half as expensi i ighboring state, then
complaint ratios, calculated by premium volume, will be twice as [ghyi t state'as the same level of
complaint activity would generate in a neighboring state; and

e A CDS Closed Complaint Summary Index Report can be run, ugng aint information from one year
and premium information from a different year, allowin It1 ompaint years to be compared to a
common baseline. This corrects for the effects of genera nopggfconditions, such as inflation on

- aum Gplume changes for other reasons.

Complaint index reports are among the most important marke s resources that the NAIC makes available
to the states on iSite+. These reports are compiled from the omplaints Database System (CDS), which
in standardized form. The CDS also assists the states in
Reconciliation Act of 1990 (OBRA), requiring states to
Centers for Medicare & Medicaid Services (CMS,
CFA). The NAIC submits quarterly reports to CMS
remaining states are required to comply with the OBRA

complying with the provisions of the Omnibus Bu
report Medicare supplement complaint info 3
formerly known as Health Care Financg Ad
on behalf of all states that submit datald the
requirements on their own.

m than it wrote will actually appear in computer-generated tables with a negative
d and should be seen as a clear indication that the company had too little activity in
. On the other hand, if several complaints were filed against such a company,

complaint ratio, which
that market to generate
regulatory follow=up i

© 2006-2019 National A: iation of Insurance Commissioners 115

77



Chapter 7—Putting It All Together: Market Analysis

The following CDS reports are currently available on iSite+. A comprehensive listing and description of all
available iSite+ CDS reports is located in the Help file on iSite+.

e (DS Closed Complaint Summary Index Report—Displays the 1) market share (total business line
premiums for the company in a specified state or zone/total business line premiums for all CDS
companies in the specified state or zone) and 2) complaint share (total CDS complaints for the company
writing the designated line of business in a specified state or zone/total CDS complaints for all companies
writing that line of business in the selected state or zone) for the selected company based on specific lines
of business. An index of 1.0 indicates that the company had a percentage of complaints equal to its
percentage of premium written for the coverage type and state(s) selected. The report is available only for
those firms that have both closed consumer complaints and premiums reported through submission of
their annual financial data to the NAIC. Current complaint year data is available on July 1st of the current
year.

e CDS Summary Closed Complaint Counts by Code Report—Displays the number of complaints

4

e CDS Summary Closed Complaint Counts by State Report—Displays an alphabetical list of a
member jurisdictions with a count of the number of complaint records in the database for a d
on the criteria selected.

e CDS Summary Closed Complaint Trend Report—Displays the number and percent o ge in
closed complaints for an entity, based on the criteria selected. The information is displa: or thé Current
year and the previous five years, as well as monthly detail for the past 36 months.

e (DS Closed Complaint Participating State Report—Lists by statc/t&i er of closed
complaints entered in CDS, the earliest record closed data , the most rec T ed date and the
most recent entry date. This report is useful in determining whiclySstates/tqgitories are actively
participating in submitting complaint records to CDS.

its Consumer Information
is, based only on confirmed
pany for a particular line of

The NAIC also publishes complaint index information for the general p
Source (CIS). These reports calculate complaint indices on a_nati
complaints, and rebalanced so that a score of 1.00 represents

business'>—half the companies in that line of business had better ¢
half had worse, rather than the mean complaint ratio overg '
index for group health insurers in 2002 was 1.28. This ig t(\host Companies in this line of business had
complaint indices noticeably greater than 1.00—the m€
companies with high complaint indices tended to be smaller
not a major line of business), while the larger group health writd@fcnded, on average, to have fewer complaints
relative to premium volume." This brings down thefitVerage, so that a company could have a better complaint

record than most of its competitors, but still have a laint index of 1.1.
Therefore, the CIS would report suc complaint score as 1.1/1.28 = 0.86, highlighting its
performance relative to other compani roportionate share of the nationwide complaint total.'

12 The CIS report refers to the reba i ex as a “complaint ratio,” but that is different from the way that term

is used in this guide.

13 Another possibility would be a bimo “camel hump”) distribution curve in which there are really two distinct market
sectors being compared here, the (on average) has measurably higher complaint ratios.

4 The underlying question is She can most fairly be called “normal” market behavior. The use of the median is

based on the premise t
the behavior of a few
disproportionately ery small companies whose behavior affects relatively few consumers.

complaint ratio (i.e., the mean complaint ratio) is disproportionately influenced by
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F. Market Conduct Annual Statement Data

The Market Conduct Annual Statement (MCAS) is a uniform method for states to collect key data elements.
Currently, MCAS data is collected on individual life cash and non-cash value products, individual fixed and
variable annuities, individual stand-alone and hybrid long-term care policies, private passenger automobile
policies, homeowners policies, in-exchange and out-of-exchange health plans and lender placed home and
automobile policies. In addition, the collection of disability income MCAS data will begin for the 2019 data year
reported in 2020.

The collection of MCAS data allows state regulators to compare and contrast entity-specific results with the
results for the remainder of the industry regarding such issues as claims, premiums, policies in force, new policies
written, nonrenewals, cancellations, replacement-related activity, suits and consumer complaints. The MAC
should review the results of this analysis and consult with the state’s Collaborative Action Designee (CAD)
regarding a potential need for an action from the continuum of market actions.

G. How to Analyze State Page Data
¢
Insurers file a State Page in each state in which they are licensed as part of the annual statement, Wilich

available in electronic form from the NAIC and which is also filed in print form with the insurance rtm
The company reports the following information by line of business for the state:
e Property/Casualty (Yellow)—Includes premiums written and earned; losses paid, incurre
(reserves); defense costs paid, incurred and unpaid; dividends; unearned premium r

fees; and commissions.
e Life/Health (Blue)—Includes detailed information on premiums (and annuj i enefits;
dividends; benefits paid and incurred; and policies (and annuity contracts) i‘fo
e Health (Orange)—Includes premiums collected and earned; claims paid ang in

calendar quarter; current year member-months; ambulatory encounters (itg@hi e
non-physician); hospital patient days; and inpatient admissions.
This state-specific information can be used to track the company’s movemen stategand changes in key class
of company operations from year to year. There are four key State Page gficato should be used to screen

¢
insurers for market analysis purposes: premium volume, changes, in referv; ative to losses), loss ratio and
defense costs.

en physician and

The market analysis unit in every insurance department
applicable to the insurer’s lines of business, for every ing

Review Data for Significant Changes in Premiu lume

The list of licensed companies and changes in premitgyvolume needs to be examined to find the companies with
significant fluctuations in premium volume si : ear. The initial analysis of premium volume should
aim at focusing state insurance depa on companies with the most significant changes. Every
insurer’s premium volume changes ev alyst should be looking for dramatic growth (33 percent
or more) or decline (10 percent or mor ore lines of business in the state. Since most changes are
increases, the normal range for increases is er than the normal range for decreases.!s Schedule T, on all three
types of statement blanks, provi state-by-state breakdown of premium activity; and it may be useful to check
this schedule to compare activity er states and identify regional or national trends.

pany is one of the dominant insurers in the market, there is less room to grow in the

151t should also be noted
i wer threshold for “significant” premium growth should be considered for those companies.

normal course of
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Market analysis of the State Page data when it is filed in March provides a good opportunity to double-check
whether all state insurance department staff are aware of and are alerting the department’s MAC of the warning
signs noted above. The March annual statement filings should rarely be the first notice that the department
receives if an insurer has had significant premium fluctuations or other unusual financial results in the prior year.
Usually, some preliminary indication was already present in the quarterly reports or some other source of current
information.

When an insurer with unusual premium activity has been identified, the next step is to determine the cause of the
increase or decrease:

e Does the change correlate with complaints filed against the insurer?

e How many rate, rule and form filings has the company made? Does the number, compared to the change
in the company’s writings, suggest that the company is using a rate structure that is not filed or not
approved, if required for that line of business?

e [s the increase in premium volume due largely to an increase in the number of risks assumed or due
largely to rate increases?'6

If the company’s writings have changed, have the numbers of agents changed accordingly?

How many agent appointments and terminations has the company made? \
For what lines are they licensed?
e

If the company’s writings have changed, have the number of adjusters changed? (If relevant f

business in question and the state requires a license for adjusters or this informagion is rwise
available.)

Did the premium volume increase primarily because of large rate increases? If this gppcele
market analyst needs to work with other insurance department staff to determin et
market conduct problem that would warrant further follow-up with the insurer. Fge

case, then the
is a potential
decreases may

signal market conduct problems. Decreases often reflect increased competitio the etplace, and some
companies may respond to the pressure by cutting services or by aggres la ractices. If a significant
change in premium volume is due to expansion and new business, then th et anglyst needs to work with

others in the insurance department who can provide assistance in determi
e How much experience does the company have in the 1‘6 ofHusi

ing:

increase?
e Does the company have the resources to deal effectiva th T pid
case of a decrease in volume?)
Is the company relying extensively on managing,
Have there been any recent management changes 1r
Has the company entered a new line of business?
Is it a new licensee in the state?

Has it made a quick entrance and exit from ¥\ state? If so, why?

remium volume in the new states, is an indicator of
anges in a company’s book of business. To complete the
urer’s complaint data to determine if the changes in the

material change in market position, as
analysis in this area, the analyst shou
company have been the source of co
complaints.

Review Data for Changes in Re
State Page data must also be cus on the companies that have had a recent spike in reserves. Once

et analyst must determine the reason for change.
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The basic analysis should compare changes in losses and changes in reserves. If both are moving in the same
direction at a similar rate, this is less likely to indicate a market conduct issue; if there is a problem, it is more
likely financial. When the market analyst finds that a spike in reserves occurs without a corresponding increase in
losses paid, however, the market analyst should work with the financial analysis unit to determine the cause. It
may well be that a major lawsuit was filed against the insurer at year’s end. If so, what is the nature of that
lawsuit? Does it relate to the company’s marketplace behavior? Or was the spike simply due to a correction of
reserves on pending claims? If so, this is likely a financial matter and not necessarily an indication of a market
conduct problem.

It should be noted, however, that adverse loss experience may trigger changes in a company’s claims practices.
Again, this would be a good time to cross check complaints filed against the insurer.

Review Loss Ratio Data
Relative loss ratios are readily available for property/casualty insurers on iSite+ using the financial market share

summary report titled “Market Share—By Line of Business.” There is no “one-size-fits-all” numerical guideline

year to year within the same line of business. Instead, analysts should identify companies with loss rat'w tha

that can be applied—"*normal” loss ratios can vary significantly, not only between lines of business but also fig

year-to-year variations. Companies with unusually high loss ratios compared to their competit
financially stressed. Conversely, if the loss ratio is unusually low, regulators should verify that this is
successful business operations, and not irregularities in reporting or in underwriting or claims practi

U

significantly higher or lower than those of comparable companies and also companies with unusual trgads
1 e

sult

Variations affecting an entire line of business, rather than particular companies may reflec im] of a
specific catastrophic event or the effects of the business cycle. Although these types of variagisns

to identify specific problem companies, regulators do need to be aware when a ma i
“hard market” or “soft market” conditions, since either extreme can have an advers@mpa

Review Data on Defense Costs
For casualty insurers, State Page data needs to be reviewed to identify insur it ignificaiit changes in defense
costs. Significant changes in expenses have been identified as one of the pri indi&Qers of potential problems.
Defense costs should be a particular focus for market analysis purposes. Onc ompanies with significant
changes in their defense costs from the previous year have been identi arret analyst should determine
the cause for this change. Changes in defense costs can be an inddpator s if a disproportionate share of
claims is going into litigation. If defense costs are rising relative to remium volume and losses, the
change in defense costs does not itself indicate potentia ct problems, but follow-up with the
company is called for when defense costs are rising dispro, ct losses. This should include a cross
check on consumer complaints, particularly complaints a®
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Chapter 8—Enhancing State Market Analysis

As states proceed with implementing market analysis programs and evaluating their effectiveness, the next phase
is to figure out how these programs can be improved, both internally and through enhanced coordination with
other states. A wide range of enhancements can be considered, depending on which goals the insurance
department sees as its most immediate priorities. There are many directions in which states can look and then
share their insights with other states that have followed different paths, such as:

e Improving the quality of the techniques already in use;
Adding a new range of issues to consider;
Coordinating better with other states;
More efficiently focusing on just the problem companies or markets;
Monitoring more companies; and
Improving the follow-up after companies are identified.

Below are some examples of possible approaches.
A. Improving Consumer Complaint Analysis *

Over the last two decades, the NAIC has analyzed the insurance consumer complaint process and t&\

process affords regulators in understanding the insurance marketplace in each state. In 2000, the
the Consumer Complaints White Paper, which outlines best practices for handling consumer lalnts
recognizing the need to maintain uniform complaint information and the critical value of a
information to insurance consumers, as well as to regulators. All market analysts and coor
this white paper.

states. Meaningful comparison of complamt data from state to state re
insurance departments’ treatment of complaints. If an insurance department
departments use conflicting coding systems, other states will receive an
practices, emerging issues and changes in the marketplace. In particular,
“inquiries” must be drawn in a consistent manner. States that calipn in
consumer actions should be particularly vigilant in this regard, to en

benefit of the doubt do not have an unfair advantage over g
disclosure.

between “complaints” and
If-report complaints and other

Having uniform definitions and standards applicable in all
allows for the systematic analysis of that information, allows
market surveillance process and allows accurate co int summaries to be compiled for public distribution. As
noted in Chapter 7—Putting It All Together: Mark naly51s readers do not have to switch gears unnecessarily;
there is value in standardization even for nonsubs e formatting conventions, such as whether complaint
indices are expressed as percentages, with 100, r as ratios, with 1.00 as the norm.

=+

1. Key Elements of Best Practices

The basic goals of complaint analysis a btain (1) a complaint ratio to evaluate the relative activity of each
insurer in the marketplace; and (2) data on e ing marketplace issues and activities of individual insurers or of
the industry at large.
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To that end, each state insurance department needs to adopt, in conjunction with the other states, a uniform system
for measuring consumer complaints and complaint ratios for each company by state. This should begin with a
uniform definition of a “complaint” (as distinguished from an inquiry):

A complaint is “any written communication that expresses dissatisfaction with a specific
person or entity subject to regulation under the state’s insurance laws. An oral
communication, which is subsequently converted to a written form, would meet the definition
of a complaint for this purpose.”!”

At the NAIC 2009 Summer National Meeting, the NAIC membership adopted the following definition of an
‘Linquiry’7:

An inquiry is “any oral or written communication that is not a complaint, as defined above,
such as a request for general information or an expression of opinion regarding an insurance-
related issue that may or may not require a response by the department of insurance.”

States should not track only those expressions of dissatisfaction that are received in Writing, but should
monitor and report complaints received by fax, through electronic transmissions, by phone or in person. i
complaints (hardcopy or electronic) should be signed in some manner that identifies the com
complaints should eventually be recorded in hardcopy and signed. There needs to be standards for
when there is enough specificity to warrant follow-up with the insurer. For example, althoug
expressing dissatisfaction regarding a state’s mandatory auto insurance law is expressing a gri
insurance department should record and track, such a grievance is not a complaint against a
ent1ty and cannot be included in insurer complalnt data. However, a consumer need no
insurance laws in order for his or her expression of dissatisfaction to qualify as a comy
¢
Since the same complaint can be reviewed by different personnel in different fo
prevent duplication of complaint records. Whether or not a complaint is “confi i uld’still be recorded,
properly coded and reported to the Complaints Database System (CDS), bec oad ulttverse of all types of
complaints is the foundation on which more detailed analyses rest and be omplaints in which the
company is found to be acting within its rights highlight areas of concern 7 On the other hand, care
1 i er coding. For example, a
us tracked as “unconfirmed,”

even though the referral was to another section of the same depa ound that the company was in
violation. Or, a complaint may raise two separate issues sue, the company is found to be in
violation, but the entire complaint is tracked as “unconfj other issue resulted in a secondary

code of “1295: Company Position Substantiated.”

Complaints should be tallied on an aggregate basis, regardless & y filed the complaint. However, the nature of
the complaint and the nature of the complainant arg@important Tactors both for the eventual resolution of the
complaint and for further market analysis. Therefofgi the insurance department should track who generated the
complaint, according to the following categories:

e Insured;
e Service provider; and
e Other.

17 Similarly, the Model Regula
(#884) provides that
adopted by the Market Re
recommended in

plaint Records to be Maintained Pursuant to the NAIC Unfair Trade Practices Act

An a written communication primarily expressing a grievance. This definition was
dgfonsumer Affairs (D) Committee in 2006 after a review of the complaint definition

mer Complaints White Paper adopted June 2000.
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In addition, the following three categories are recommended for state complaints databases, even though the
NAIC does not currently use these categories for the closed complaint database:

e Third-party claimant;

e Counsel; and

e Public adjuster.

As noted, “the expression of dissatisfaction with a specific person or entity subject to regulation under the state’s
insurance laws” is what distinguishes inquiries from complaints, but insurance departments should track both
types of communication. For example, a consumer inquiring about rates or coverage for a specific line of business
should not be classified as a consumer complaint. However, separately monitoring and tracking the types of
inquiries made by consumers offer valuable information in making a professional determination if further
insurance department action is needed or if common issues of inquiry might suggest a need for better consumer
education and outreach programs.

2. More Detailed Information on Complaints and Regulatory Actions
The number of complaints does not tell the whole story. It is also important to know, both for specific compa
and for market sectors in the aggregate, what consumers are complaining about: e.g. rates, claim paggment
sales practices. The Complaints Database System (CDS) captures the following complaint data elements:

e Entity complained against;
Date complaint opened and closed;
Subject codes;
Confirmed complaint indicator;
Respondent/firm/agency and respondent individual information;
Respondent function codes (in relation to respondent type: firm/agency or indygid
Complainant/Insured information;
Type of coverage (auto, life/annuity, fire, allied lines and commercial multip ac alth,
homeowners, liability and miscellaneous lines);
Reason for complaint (underwriting, policyholder service, claim handli rketingnd sales); and
e Disposition.

States may also collect additional information, such as the geographic n wi the state or subcategories
within the broader lines of business. If several years of systemgtic formation are available, it is
possible to complement snapshots of current complaint data with a dy@gamiC viewdf complaint trends over time.

However, in order for complaint data to be useful, sta
consistency from state to state in how complaints are d
to break down a category in the Complaints Database Systc
not be replaced with a framework that draws the lines between ¢

beWiligent about ensuring that there is
terized. For example, a state may decide
o more detailed subcategories, but should
es in a totally different way.

3. Calculating Complaint Ratios by Number of Pglicies
Another refinement states may consider for complar alysis is to compare complaint ratios calculated in the

ative baseline, such as the number of transactions.
articular product line, is often a reasonable surrogate for
of the number of policies, policyholders or covered lives
e of business such as car-years), it may provide a more

the level of activity on a policy is likely to increase as the

Premium data is more easily obtaine
policy count, but if an appropriate me:
(or some other measure specific to a
meaningful measurement, depending on wh

premium increases. Annuity bu , in particular, is a line of business where the dollars involved can vary so
much from transaction to transa hat “premium” volume is a poor measure of the level of market activity.
Similar concerns apply to lifeg well—the race-based premium scandal, for example, affected many

the overall life insurance premium volume would indicate. Although
cy has a significant impact and should not be taken lightly, the complaint
e giving disproportionate attention to accounts with tens of thousands of

analysis system shoul
;. ium at the expense of all other consumers.

dollars or more,
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Example (complaint ratio by number of policies): The complaint data for three hypothetical insurers illustrates
that the definition of “complaint ratio” takes on a different cast when complaint ratios are calculated on the basis
of policy count rather than premium volume. Hypothetical Insurers A, B and C had 500, 150 and 10 complaints,
respectively, on premium volumes of $50 million, $10 million and $1 million, for complaint ratios (based on
premium volume) of 0.010 for Insurer A, 0.015 for Insurer B and 0.020 for Insurer C. However, assume that
Insurers A and B write individual health coverage with an average premium of $10,000, so that Insurer A’s $50
million in premium represents 5,000 policies and Insurer B’s $10 million represents 1,000 policies, while Insurer
C specializes in high-deductible policies and writes 500 policies with average premium of $2,000. Their ratios of
complaints per policy are:

Insurer A 500 complaints/5000 policies 0.10
Insurer B 150 complaints/1000 policies 0.15

complaints/6,500 policies: 0.103 and the complaint indices for the three insurers are, therefore: &

Insurer A__| 0.100/0.103 [ 0.97 \
Insurer B 0.15/0.103 1.46

Insurer C 0.04/0.103 0.39

Insurer C 20 complaints/500 policies 0.04
Example (complaint index by number of policies): Any alternative basis for calculating complaint ratios ca
also be used to develop complaint indices. In the prior example, the aggregate complaint ratio is 0

This example also highlights why it may be useful, when feasible, to distinguish between marke tors)within a
line of business. The differences between high-deductible indemnity coverage a _ ) or the
differences between preferred and substandard or urban and rural automobile coverad@ s pre significant
than a simple conversion between premium volume and policy count would be abk;‘o aplege

4. Improving Complaint Analysis through Use of the Complaints Database System (

Complaint trending is currently the most prevalent technique the states 0 identify potential market
problems. The CDS makes it possible to analyze complaint trends at the st: 10 d national levels. The
value of CDS is enhanced as all states move to full participation, definjtgns ai yform and standard coding

protocols are adopted. A complaint tracking system should be able to pi d measure complaints by type,
reason and company, so that an index can be established for each

It is important for insurance departments to establish a dat;
The analysis of complaint data can identify potential
complying general business practices or acts that may ad¥
complaints about premiums within a specific geographic arcé eflective of a rate increase by carriers, or
possibly indicate a lack of affordable coverage in the area. The t identified from analysis of the database can
be used to trigger a simple inquiry or generate a reffiftal to the examination or enforcement area. The database
might track the number of complaints against parti companies or producers for the improper cancellation or
denial of coverage. When the number of such iigareaches a certain level, other divisions of the insurance
department should be notified.

elements of the complaint process.
trends or concerns including non-
onsumers. For instance, a large influx of

The CDS provides a central repository o nformation in a standardized format that is electronically
retrievable. This format is based on a u: complaint recording form with data fields that identify and
categorize the complainant, the gatity against m the complaint is filed, the type of coverage, the reason for the
the complaint. The computerized data collection system and the compilation
of standardized reports provide stateS@gith,a resource for in-depth analysis of complaint information. Data can be
analyzed by geographical a i business, by company or by any other standardized data element.
Therefore, it is impeggative ; adopt the uniform data standards used for the CDS when establishing
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5. Publishing Complaint Information

Most state insurance departments publish aggregate data in some format, either in an annual report, consumer
brochure or on an insurance department website. While not all states affirmatively disseminate aggregate
complaint information, many states now publish complaint index ratios, at least for personal lines in the
property/casualty industry.

Because complaint ratios can have an impact on the general public’s perception of the company and on an
insurance department’s decision whether to pursue regulatory action, it is vitally important that complaint indices
be based on reliable data and that all categories and terms be adequately defined. Internal quality control measures
to ensure data integrity should be implemented. Routine audits or studies should be conducted to determine that
proper codes are in place and are being used consistently. States should also review state codes to determine if
new or amended codes are necessary to address evolving market issues. However, states must be cognizant that
any change in internal code structures will impact reporting to the Complaints Database System (CDS), so all
code changes should be coordinated through the NAIC.

The complaint index should be adequately footnoted to clearly specify how it was calculated and how the reley;

terminology is defined, including “complaint.” There should also be an explanation of whether the index $base

unscreened complaints or confirmed complaints and, if it is based on confirmed complaints, what crit

processes are used for identifying which complaints are considered “confirmed.” Most complaint in t1 €

based upon premium volume—information made available by all insurers in a common format. If ot

measure of market activity is used as the baseline for comparison, this should be clearly indicated. T! alt i
r

measures should be used only as a supplement to complaint ratios based on premium volume, not as

a ement,
because premium volume is the only standard that is in consistent use within the states and by the C

iveness of the
insurance department’s complaint index reports and any other market analys§p put he insurance
department might make available, is measured by what the program does for cons Ose the circle of
communication, insurance departments must conduct ongoing assessments of co ctions and consumer
awareness.

me

6. Confirmed Complaints
The definition of a confirmed complaint, as adopted by NAIC membershj

“A complaint in which the state department of insurance determines:
a) The insurer, licensee, producer, or other regulated enig

1) An applicable state insurance law or regulg

2) A federal requirement that the state depa

3) The term/condition of an insurance policy o

b) The complaint and entity’s response, considered togethc

any violation of:

nce has the authority to enforce; or
or
cate that the entity was in error.”

The definition of “confirmed complaint” was adegted by the Market Regulation and Consumer Affairs (D)
Committee in December 2008.

For this reason, many insurance depgiime Gir it important to distinguish between “confirmed” and
“unconfirmed” complaints, especially cO@uilind’ information for publication. Other terms in common use
are “substantiated” and “justified.” Sincé&a complaint index reflects adversely on a company, these insurance

departments feel that it is fairer fo base comp indices purely on complaints where a screening process has led
to a finding that the company
been a finding that the company

the wrong—or at least to leave complaints out of the index when there has
ao the right. Criteria for confirmed complaint status vary from state to state
surer violated a law, whether the complaint was resolved in favor of
analyst determined that the complaint was valid.
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Other insurance departments, however, continue to use unscreened complaints and some insurance departments
have discontinued screening programs that were formerly in place. One reason is a view that what complaint data
measures is consumer satisfaction, not regulatory compliance, and that accordingly, all expressions of
dissatisfaction should be counted equally. Some insurance departments also believe that unscreened complaint
indices track confirmed complaint indices closely enough that the costs of screening programs outweigh the
perceived benefits. Those costs can be substantial, because if due process is perceived to require the regulator to
determine whether a complaint is confirmed, then due process would also require the regulator to give the
company an opportunity to contest the finding. This has the potential of turning every complaint into a mini-
disciplinary proceeding. Another concern is that if a favorable resolution for the consumer results in a black mark
against the insurer, the insurer is given a perverse incentive to be uncooperative. Paradoxically, it is even possible
that unscreened complaint indices may in many cases actually produce a more accurate picture of company
behavior than confirmed complaint indices, because restriction to confirmed complaints makes a relatively small
sample even smaller and any inconsistencies in the screening process and insurers’ responses can have a serious
impact on the accuracy of the data.

Therefore, whether to screen complaints remains an open question. Some states have effective screenj
programs, which allow additional layers of analysis, while others rely on unscreened complaints. The t\@ syst
can work in harmony, as long as states with screening programs also continue to report all complaintsgto
Complaints Database System (CDS), whether or not they are confirmed, in the same manner as other! iCIpAng
states. “Confirmed complaint” states can assist other states by testing the degree of consisten

working with consistent data, since both the criteria for confirmation and how those criteria ar
significantly from state to state.

B. Use of myNAIC and iSite+ in Market Analysis £
As part of the Framework for Market Analysis, market analysts identify COVQ interest for analysis,
a st’s

monitoring or regulatory action. Monitoring companies occurs regardless cision to pursue any
of the items within the continuum of market actions.

MyNAIC was created by the NAIC in June 2016 as a web page from w icly available NAIC tools can be
accessed, and also as a web page which allows regulators to havi®a sin ge Jrom which to access regulator-
only NAIC/NIPR/IIPRC tools. Regulators may access myNAI walfing on the myNAIC link on
www.naic.org; regulators may then login to the regulator-op : NAIC by clicking on “Login” in the
upper right corner of the myNAIC public applications we SQpplications on the myNAIC regulator-only

ord and ID. All of the functionality from

ial, market regulation and producer information housed in
the NAIC databases. iSite+ provides access to NAI tabases and a wide variety of reports prepared from those
databases. iSite+ reports are standardized repord
regulation information. Most of these gepo

attributes (e.g. companies that write bufhess 1

rmation related to a group of entities with similar
lar state) rather than individual entities.
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The market regulation tools on iSite+ can be used after a Level 1 Analysis or Level 2 Analysis, in which a regulator
may want to monitor a company or when a regulator has a potential or on-going examination of a company. iSite+
users are able to personalize applications to assist with analyzing and monitoring specific companies. iSite+ provides
a quick high-level snapshot of a company’s overall activities, including market share, complaint indices, Level 1
Analysis reviews, state market regulation initiatives and market conduct examinations. Users are able to select a
customized listing of insurers and lines of business to display in iSite+. While the default display is to show state
level information, users can add national data once a company has been selected. National data is helpful
information which can be used to monitor the activity of insurance companies when analysts believe there is
potential for further regulatory analysis or action.

C. Use of IRIS Ratios in Market Analysis

As discussed more fully on the NAIC website, the Insurance Regulatory Information System (IRIS) is a tool
designed to assist state insurance departments in monitoring the industry’s financial condition. A key component
of IRIS is a series of financial ratios based on annual statement information, developed for the purpose o
identifying companies with potential financial difficulties. There is a separate series of IRIS ratios
property/casualty companies and for life/health companies.'® IRIS ratios are a preliminary screening toofyand
ratios outside the pre-established norm do not necessarily indicate an adverse financial conditign, 1
constitute evidence of market conduct problems. The IRIS ratio merely provides a signal for the
follow-up to determine the cause of the changes in the company measured by the ratio or ratio
Bearing in mind these limitations, the eight IRIS ratios that are most likely to be of value as m:
indicators are:
e Property/Casualty—Gross Premiums Written to Policyholders’ Surplus (P/C Overall
This ratio tests the adequacy of the company’s surplus, without the effects ofgeing ”i

lo

gher the
ratio, the more risk the company bears in relation to the surplus available bss variations,

without the benefit of reinsurance.

Guidelines: Normal results for this ratio may be as high as 900 percent, hat ormal” will depend
on the line of business, since lines with more variability in 1 s as liability and workers’
compensation, will require more surplus, other factors being equal, t in t me premium volume.

e Property/Casualty—Net Premiums Written to Policyholdgrs’ S
This ratio is similar to the Gross Premiums Written to Poligvh
effects of reinsurance. The higher this ratio, the morggsisk thigaco
surplus.

Overall Ratio 2)
lus ratio, but it considers the
retains in relation to available

Guidelines: Normal results for this ratio will vary siness, but the usual range for the ratio

is ratio to the Gross Premiums Written to

heavily on reinsurance. To the extent that t
to the company, this may not be a proble!
deficiencies in this area, the percenta
more telling. Special consideratign s
not part of an established inter

einsurers are financially sound and make prompt payments
owever, if analysis of the company’s reinsurers finds

18 There are 12 1i Ith ratios, 13 property/casualty ratios and 11 fraternal ratios.
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Property/Casualty—Change In Net Premiums Written (P/C Overall Ratio 3)

Major increases or decreases in net premium written can indicate a lack of stability in the company’s
operations and/or management. A large increase in premium may signal an abrupt entry into new lines of
business or new jurisdictions—this could have market conduct implications even if the new business is
profitable financially. In addition, a company that is attempting to increase cash flow in order to make
loss payments may do this by taking on risky or unprofitable business. A large decrease in premiums
indicate the discontinuance of certain lines of business, scaled-back writings due to large losses in certain
lines, loss of market share due to competition, or increased use of reinsurance.

Companies writing questionable business in aggressive pursuit of market share or cash flow may seek to
disguise this by understating their incurred losses. The analyst should review the cash flow statement for
significant increases in benefit payments and should consider whether there may be an existing operating
problem, such as an inadequately priced product or poor underwriting results.

Guidelines—The usual range for this ratio is between —33 percent and +33 percent. Ratios that fal
outside the norm frequently indicate a lack of stability in the company’s operations and managemg
Other evidence of instability may include dramatic shifts in product mix, marketing areas, ur@rwri 3
policy and similar factors. Further analysis, as always, will be required.

Property/Casualty—Adjusted Liabilities to Liquid Assets (P/C Liquidity Ratio 9)

This ratio is a measure of the company’s ability to meet the financial demands that may be px.
ity to p
-

If the company’s ratio is out of the norm in this area, there may be problems with its abi aims.

Guidelines—The usual range is below 100 percent. Past analysis has shown that at later
became insolvent had reported increasing ratios of adjusted liabilities to liquidgic eir final years.
Thus, when looking at this ratio, it is important to consider the trend, not juStthe ct@ent yair.

eceding years, adjusted to

pital and surplus. It is
any’s financial condition

Life/Health—Net Change in Capital and Surplus (Life/A&H Overall Ratj
This ratio compares the company’s surplus in the current and 1 i
disregard capital and surplus paid-in to reflect the impact of ope
considered the most general measure of improvement or deteriorgs

during the year.

Guidelines—This ratio is usually less than 50 percent 3
that is significantly outside this range should be i
life/health ratios discussed here are not calc
dependent on prior year data.

tl egative 10 percent. Any number
r to determine the reason. The four
wly” formed company because they are

Life/Health—Gross Change in Capital and S :
This ratio is similar to the Net Change in ital and Surplus ratio, but it takes into account capital and
S O\hercent and greater than negative 10 percent. Any number

b investigated further to determine the reason. If this ratio

Surplus ratio, it may indicate that the company is relying on
t in order to maintain its financial position.

Guidelines—This ratio is usua
that is significantly outside thi
is higher than the Net Change i
capital contributions or subordinate

Life/Health—Change in ium (Life/A&H Change in Operations Ratio 9)

This ratio represents thgmaerc change in premium from the prior year to the current year. This ratio
is not calculated for sgormed company because of the lack of prior year data. The calculation is the
change in t d
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Guidelines—The usual range for this ratio includes results less than 5 percent. Any number that is
significantly outside this range should be investigated further to determine the reason. The issues
presented are similar to those raised by sudden changes in property/casualty net premiums written, as
discussed above.

e Life/Health—Change in Product Mix (Life/A&H Change in Operations Ratio 10)

This ratio represents the average change in the percentage of total premium from each product line during
the year. The calculation of this ratio begins by determining the percentage of premium from each product
line for the current and prior years. Next, the change in the percentage of premium between the two years
is determined for each product line and expressed as a positive number, whether it is an increase or a
decrease. Finally, these differences are averaged by adding them (without regard to sign) and dividing by
the number of product lines. Lines for which total premiums for either year are zero or negative are
excluded.

Guidelines—The usual range for this ratio includes results than 5 percent. Anything materially highe
should be investigated further with the financial services section of the state insurance department. D
the company have a business plan? What is management’s expertise in product pricing, un@vwit
claims and reserving in new lines of business? Why is the company changing product lines? th
changes in the marketplace that impact a company’s decision to shift direction? Are the n
company ownership or management that have resulted in shifts in product mix or entran
geographic areas?

in

n

Each state’s financial analysis department should be identifying the companies doing business ch shit¢ with
IRIS ratios outside the norm, should be sharing that information with market regulators : already
completed an inquiry into the reasons for the result and whether there is any real ca . In addition,

the NAIC makes IRIS ratio information directly accessible to regulators through s+,

Since IRIS ratios were originally developed for financial purposes, market apdiysts eep in mind the
similarities and differences between market analysis and financial analysis hese atfect the use of IRIS
ratios. As noted before, unusual IRIS scores do not necessarily indicate fina pro ; however, they could
still be of interest to market analysts. For example, a company could have venture safely into a new,
e—Or Vice versa.

p by both financial and market
e, one key market indicator tracked
io 3%r Life/A&H Ratio 9). A significant

analysts; however, they could be following up in different
by IRIS is the change in net premiums written (Proper
change in premium volume should suggest a series of inq&

n. The rafios and range comparisons are mechanically
ined by knowledgeable financial analysts. Furthermore,
uct problems; let alone what those problems might be

produced. True financial condition can only be di
financial problems do not necessarily indicate ma

Underwriting is the process by an insurer determines whether it will accept or reject an application for
coverage, or whether it will rep ogrenew an existing policy. Underwriting also includes the process of
assigning policyholders (and ive policyholders) to different risk classifications or rating tiers for purposes
of determining the prgmium{:
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Underwriting guidelines are the standards by which the insurer makes these underwriting decisions—to accept or
reject a consumer and to determine which rating tier, base rate or “market” the insurer will assign the consumer if
accepted. Insurers generally compile written underwriting guidelines to provide to insurance producers (or sales
representatives for direct writers) or in-house underwriters. Underwriting guidelines range from very detailed and
objective written rules (i.e., limitations on insuring homes under a specified value) to broad and subjective forms
of guidance for the producer or underwriter. For some lines of insurance, underwriting has become an
increasingly automated process over the past 10 years. For these lines, insurers provide producers with software
that incorporates the underwriting guidelines and accesses third-party data, such as credit information and claims
history, as the producer gathers information from the consumer.

Although underwriting judgment is at the heart of insurers’ business practices in almost every area of insurance,
there are a variety of reasons why underwriting practices differ for different lines of insurance. The more complex
the risk insured, the more underwriting practices may differ from company to company and from risk to risk. The
primary focus of this discussion is personal lines property/casualty coverage and, therefore, regulators must keep
in mind that when considering other lines of insurance, not all of the concepts discussed here will apply. For
example, annuities typically are not underwritten at all; life insurance is often written as a whole life contract o

a term contract with guaranteed renewal at a set rate for an extended period of time; and many health&lsur
markets are subject to laws requiring guaranteed issue, guaranteed renewal and limits on rate variation.

1. The Significance of Underwriting Guidelines
An insurer’s underwriting guidelines are one source of significant information on the insurer’s maffgt st s

and factors affecting coverage. Often, a regulator can gain a better understanding of the overall mar ace by
reviewing and comparing different insurers’ underwriting guidelines. Underwriting guidelin
regulators to determine which risks insurers are accepting and which risks are being
knowledge, regulators can better understand and react to those insurer decision
underwriting guidelines can help focus investigation and examination efforts. &

Historically, underwriting decisions have been considered matters of business ju¢Zme r the marketplace to
decide (subject to a few narrowly drawn antidiscrimination laws, such as prghibi againS¢ the use of race as a
factor), while rates for many lines of insurance (particularly personal lines) beclifubject to close regulatory
oversight. Often, this freedom from regulation has applied to the criteria lacement, with those criteria
s. This has provided one of
least one case with more than
s drew little notice when it was
e rather than through filed rates. More
ory@eports. A related issue is that the line
ys a bright line, since groups of affiliated
of policyholders to different companies

the incentives for some companies to develop highly evolved tiefstruc
100 rating tiers. In some states, the introduction of credit scoring for Qi
initially introduced because it was done through underwrits )

companies under common management will often assign d
within the group, with different rating plans.

A timely review of an insurer’s amendments to i@finderwriting guidelines may assist regulators in the early
detection of practices that could be detrimental to_ins e consumers. For example, in the case of homeowner’s
via@information that will assist in determining whether or
lar, underwriting guidelines that limit the availability of
insurance, or of replacement cost insur: s of the age or value of the house or the ratio of value to
replacement cost, may disproportionate eowners in minority or inner-city neighborhoods. Inner-city
neighborhoods tend to be older than suburban¥ighborhoods and undervalued, and frequently have a higher ratio
of minority residents. For thes sons, some insurers have modified or eliminated such criteria from their
underwriting guidelines.
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2. Reviewing Underwriting Guidelines

Since few, if any, states routinely require the filing of underwriting guidelines, in order to conduct this review, a
state regulator will more than likely have to issue a special data request and request underwriting guidelines from
insurers for specific lines of insurance. A request for insurer underwriting guidelines may include the following:

e A complete copy, either paper or electronic, of a company’s current underwriting guidelines for any
companies writing [specify the line of business] in [state]. If there are common underwriting guidelines
for several companies, please submit only one copy of those common guidelines;

e A list of all changes to the underwriting guidelines for the last three years [or other specified time period];
and

e For the purpose of this request, underwriting guidelines are defined as the rules used to determine
eligibility for coverage and the assignment of customers to specific rating tiers, risk classifications or
“markets.”

It should be noted that many underwriting guidelines are considered trade secrets and/or proprietary in nature. A
state must review its confidentiality laws before issuing this data request and, where applicable, take appropriat
measures to ensure that the information will be protected in accordance with those laws and nonpu
information will not be released to the public. One approach is to appoint a custodian for underwriting‘ﬁdel
who has responsibility for maintaining the documents and tracking how the information is accessed wi
insurance department.

After the initial submission and review of underwriting guidelines, a state may want to ask insu
significant changes in underwriting guidelines for review shortly before the new underwriting
effective. This is relevant for several reasons: to ensure that the underwriting guidelines do no

insurer’s approved rating plan or other filings; to ensure that the information regulators ar i
and because changes in companies’ underwriting guidelines could represent a market{gy = of interest to
regulators.

3. Use of Information Obtained from Underwriting Guidelines
Not all practices are either clearly discriminatory or non-discriminatory. Fo
two-step analysis may be used:

e  First, is the underwriting guideline prohibited by law or regulatio
clear violation of broad public policy or a factor that is
characteristic?

e Second, does the underwriting guideline serve a n
characteristic of the consumer, vehicle or property th
duplicate some other factor that has already been g#Ken into a&punt?

e tices that raise questions, a

ny “red flags,” such as a

The second test typically requires insurance data sufficientl
or actuarial analysis to ascertain that the underwriting or rating or in question does correlate with the risk of
loss and to identify its unique contribution to the risk@fialysis. Such an analysis assists the analyst in determining
whether the practice might violate the law by unfai¥i§ discriminating against consumers who do not satisfy the
underwriting guideline.
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It is important to remember that underwriting guidelines should not be analyzed in a vacuum. A second type of
analysis that can be performed is to review these guidelines in the context of actual policies issued or declined by
the company. The following are examples of the types of questions that can be asked when reviewing a policy.
Did the company:
e Refuse to sell a policy;
Charge a higher premium for the same coverage;
Offer different payment plans to different policyholders;
Refuse to sell a replacement value policy;
Require higher deductibles;
Exclude specific coverages; and/or
Offer different benefits for the same price.

In addition, different companies’ underwriting guidelines may be compared to develop an overview of some of
the significant features of the market as a whole. The following table shows one way that a state may compile the
information in underwriting guidelines for initial analysis. The table allows the state to quickly see Wi
guidelines are being used by which companies constituting what share of the market.

4

Example of Compilation of Underwriting Guidelines for Private Passenger Auto

Company A B C D
Group AA AA AA BB
Market Share 4.30% | 2.40% | 0.70%
Claims No At-Fault Claims | 3 Years
History
5 Years
7 Years X
1 At-Fault Claim 3 Years
5 Years X
7 Years
2 At-Fault Claims 3 Years
5 Years
7 Years 2 3
No Not-At-Fault 3 Years X
Claims
5 Years
1 Not-At-Fault 3 Year X X X
Claim
5 Years
2 Not-At-Fault
Claims
Prior No Prior Insurance, X X X
Insurance
Prior Nonstary X
Prior Liability X
Limi
50/100 X

100/300
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Conclusion

A review of underwriting guidelines is important since their use impacts both the availability and affordability of
insurance to consumers. Insurance data is critical in the review of underwriting guidelines, because the data can
show whether the underwriting guideline identifies a group of consumers for whom the costs of the coverage are
higher or lower than expected, or impacts one group more than another. A review of actual policies written or
declined will show how the company is actually using these underwriting guidelines in the marketplace.

As more states begin to rely upon other states’ regulatory functions, regulators will need to know which companies
are writing what (the types of coverage, the use of endorsements); when (are certain companies writing more or less
when the market is hard or soft?); where (are all markets being adequately served?); why (is a company suddenly
writing a new line it has little expertise in?); and how (the various agent distribution methods, Internet sales, etc.). A
review of underwriting guidelines can assist a state with answering some of these questions.

statistical modeling to more informal discussion and information-sharing about how to address speciye mal

problems. These can be categorized in various ways. For example, distinctions and comparisons can b
between quantitative (data-driven) and qualitative (event-driven) techniques and between macro (ek

E. Modes of Analysis Q
Market analysis can be conducted at a variety of levels, using a variety of techniques, ranging from rigor,
a

and micro (specific companies or issues) techniques. Below are brief overviews of a few of these app

1. Analysis of General Market Conditions
Analysis of general market conditions is important in fast-changing markets, such as the health etpliice with
its shifting mix of delivery systems; in markets with unique characteristics, such as regerse etl namics
in the credit and title industries; and in markets with a history of availability proble ertain liability
lines or homeowners insurance in some regions. Key factors to look for include:

Competitive pricing and availability of products: These are the traditional conCgas of macroanalysis,
since it is always essential to identify underserved markets and population rs evaluate how the industry
and the state can best work together to correct the situation.

New laws: Implementation of new laws, such as prompt-pay and pflie tection laws, deserves special

attention since passage of such laws generally indicates an import& 0 pr tection priority.

Emerging issues: Market changes, such as the expanding
and rating, often raise new consumer protection concerns

s and genetic testing in underwriting

2. Individual Company Concerns

At the individual company level, analysis can be broadened to 1 a number of other factors that may serve as
potential warning signs warranting further inquiryfAlthough some of these are unlikely to surface in any
systematic way outside of an examination, othe ill be readily available from reported data or common
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dses (in lines of business subject to rate regulation);
Company implementing severe undcigiting restrictions;
Company implementin claims pa;
Company experiencing r rowth in number of producers;
Company hiring produg
Increase in consumg
Producers taiyting
Unusual numbe

Major

ent sales force;

© 2006-2019 National AsS@piation of Insurance Commissioners 133



Chapter 8—Enhancing State Market Analysis

Company moving from one area of the state to another;

Introduction of new policy types;

Company submitting and/or using unusual policy language;

Excessive prerequisite conditions for claim payment;

Company getting into long-tail business hoping to build assets while waiting for lag in claims;
Company increasingly dependent upon one producer or managing general agent (MGA);
Agencies emphasizing production of business at the expense of sound underwriting;

Life or health company affiliated with questionable associations or trusts;

Company not cooperating with states on examinations or other regulatory review activities; and
Company writing new business funded by old business.

3. Global Objectives

Although the goal of a market conduct program is often perceived narrowly as identifying issues centered on
specific companies and bringing those companies into compliance, market analysis can also be an important tool
in programs directed toward broader market conditions. Some examples include:

Identify underserved and noncompetitive markets: Markets are typically defined by line and by Qo ray
location, perhaps the state or perhaps a more local unit. It is important to recognize that market operagion cafpal
be impacted by demographic factors, such as level of urbanization and income. For example, 2 ftomo
insurance costs are significantly higher in high-density, low-income areas, especially when thegg fa

accompanied by inferior transportation infrastructures and elevated crime rates. Consequently, insuri d
such markets less attractive. Particularly for private passenger automobile and homeowners ins ould
be collected in sufficient detail to enable regulators to adequately identify underserved or noncom arkets
Data should include exposure, premium and loss fields and also fields permitting idgntif plainant

and producer location, which can prove useful in identifying areas with a shortage
may also want to monitor health coverage by geographic location, tracking both the

availability medical services within various regions. If data aggregated by ZIP codghi , it can easily be
geographic levels,
such as county or metropolitan area, or by demographic characteristics, su i . Relevant statewide data
may also be compared to data from neighboring states, and market share ntrat®ns in different lines of
business within the state can be compared in order to gain insight into t
markets. In some states, detailed territorial information may be su?ect t
law may be unsettled as to whether this information can be disclose
market analysis information is confidential, regulators who 2
ways that disclose only aggregate, nonconfidential informafg

et protection or the state of the
. In jurisdictions where certain

cations
S

Monitor insurers’ use of territories, fire protection cla
Although territorial rating is not inherently inappropriate for as homeowners and automobile insurance,
significant variations in rates are understandably contggversial amigiig the consumers who pay the higher rates. It
is, therefore, essential to ensure that like risks are g treated alike and that the territories that are used have
actuarial validity. In theory, competitive markets wi ure that this is the case, but it is necessary to test whether
the theory is borne out by actual market condig® tates now have the means to adequately monitor the
actuarial adequacy and fairness of teggtorie p territories may lag considerably behind changing risk
characteristics associated with geograp 3 dfltion, territory structure may be driven more by marketing
than by risk analysis. Appropriate stati: s ologies should be developed and territories, once approved,
should be re-analyzed periodically.

other geographic rating mechanisms:
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Identify underwriting and rating variables that may have a significant disparate impact or are proxy
variables for prohibited characteristics: Some variables may serve to disproportionately deny coverage to
specific geographic markets and may also lack strong actuarial justification. Data could be collected in sufficient
detail to monitor the impact of specific variables across geographic areas. In some cases, a special data request
may be warranted if a reasonable cause for concern exists. Existing complaint data should also be monitored for
“refusal to insure,” cancellations and “premium and rating” complaints. To the extent possible, specific data
regarding the reasons for such actions should be collected.

Identify patterns of market behavior adversely impacting consumers, by line, company and geographic
area: Where possible, data should be geographically coded (for example, if appropriate, at the ZIP code level), so
that complaints can be normalized by the number of policies at specific locations. Complaints should be analyzed
by category; for example, claim handling issues (denial of claim, unsatisfactory settlement) and premium and
rating issues.

Monitor geographic areas and lines of business with significant business written through residual markets:

so unusual residual market concentrations are a clear indicator of availability problems. Once they & fo
further inquiry needs to be made into the reasons.

Analyze known problem markets to evaluate likely causes: Identify indicators that would shed on
sources of the problems and suggest promising approaches for corrective action.

Develop data sources and methodologies that serve as triggers for further market con
value of hindsight should not be overlooked. A key component of any analytical program i i
obtained, and the communication between analysts and examiners needs to run
companies have been identified, data collected on those companies should be comgred V
market to see what patterns can be observed and whether these patterns sugg e
indicators or second thoughts about indicators currently in use.

L 4

NS

© 2006-2019 National A: iation of Insurance Commissioners 135

By definition, residual market placement indicates the inability to find adequate coverage in the voluntary mark



136

© 2006-2019 National Association of Insurance Commissioners



Chapter 9—iSite+ Reports

Chapter 9—iSite+ Reports

The NAIC systems contain a variety of data related to companies and individuals operating in the insurance
industry. Insurance department personnel and NAIC staff may receive access to the NAIC databases through
iSite+. The reports in this chapter are confidential, for regulator use only. Several reports may require a role
assignment to the regulator user’s ID or specific permissions enabled in order to view and/or add report content.

In many of the reports described in this chapter, regulators can inquire about a company or individual and readily
identify which applications contain information about that entity. The NAIC also provides many sources of
market analysis information to state regulators. In particular, summary reports provide a variety of financial and
market conduct information. Most of these reports provide information related to a group of entities with similar
attributes (e.g., companies that write business in a particular state), rather than individual entities.

The following is not a list of all reports currently available on iSite+. A current, comprehensive listing of all
available iSite+ reports, their descriptions and how they can be used by regulators is available in the Index

Help Topics on iSite+. To obtain a history of iSite+ updates, click on Documentation on the Welcome ta
iSite+. &

Market-related reports can be categorized as follows: \
1. Market applications;
2. Market analysis summary reports; and 0
L 4

3. Other NAIC resources

1. Market Applications

1033 State Decision Repository

The 1033 State Decision Repository (SDR) application allows regulators to enter & 1033 decisions,
which state regulators have made for individuals who have requested to wgork e bushi®ss of insurance but
have been prohibited to do so by Section 1033 of the Violent Crime Controtghid L nforcement Act of 1994.
1033 waivers and denials which were previously located in the Special Activitic@Ratabase (SAD) were migrated
to the 1033 State Decision Repository on December 1, 2016. The SAD ase no longer functional as of
December 2, 2016. &

Complaints Database System (CDS)

The Complaints Database System contains information a
entities and producers. The information contained in this &
and should be used only as an indicator. There are four closed
entities and National Producer Numbers: closed copgplaint cou
closed complaint trend report and closed complaint jgfiex.

hsumer complaints filed against insurance
be submitted by states at varying times
er complaint reports available for selected
5 by code, closed complaint counts by state,

The Market Action Tracking System y
and results of examinations and oth actions. MATS allows for the calling of market conduct
arket actions, in addition to providing easy access to complete
d in the action. MATS can be used to view or update market actions for a

. Information in MATS is maintained for both ongoing and completed

information about the entities 1
specific entity or a number of
market conduct actions.
examinations, focused ing ically inquiries made of multiple market participants), and other non-
examination regulato@ginte ATS also provides notification of new and updated action information via
the Personalized Info : System (PICS).
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Market Analysis Prioritization Tool (MAPT)

The Market Analysis Prioritization Tool, released in 2006, expands upon the Company Listings by creating a
scoring system so companies can more easily be prioritized. MAPT utilizes key market and financial components,
from state and national sources, to generate weighted ratios on which the prioritization is based. Key market
regulation components used in MAPT vary by line of business. They include, but are not limited to: losses,
expenses and premiums, enrollments, regulatory actions, complaints, examinations and demographics.

Market Analysis Review System (MARS)

MARS is available to regulators for the purposes of tracking, recording and reviewing Level 1 Analysis and Level
2 Analysis done by other states, as defined by the Market Analysis Procedures (D) Working Group. In order to
submit data into MARS, a role assignment must be granted to the user’s Oracle ID.

Regulatory Information Retrieval System (RIRS)

\

The Regulatory Information Retrieval System contains records of regulatory actions taken by pa‘icipa Q

departments of insurance against insurance producers, companies and other entities engaged in the busigess
insurance.

Special Activity Archive PDF

The Special Activity Archive PDF consists of SAD records—other than 1033 waivers and d S an RA
actions—which were migrated from the Special Activities Database (SAD) as it existed QugiRe
and which were less than 7 years old based upon the SAD entry date. SAD had conf@
market activities and legal actions involving entities engaged in the business of infiran
participated in SAD. SAD was no longer functional as of December 2, 2016.

1033 waivers and denials which were previously located in SAD were o the'¥033 State Decision
Repository on December 1, 2016. FINRA actions that were in SAD are avai thr FINRA'’s Broker Check
public website.

NAIC staff will, on a yearly basis, remove SAD records that aremore rs’ old and create and post an
updated Special Activity Archive PDF on iSite+. Regulators are to searches of the data in the
Special Activity Archive PDF. The absence of data in th N Archive PDF is not conclusive
information that no market activities are or have been undg gelon owthat no legal actions have been taken

against an entity.
2. Market Analysis Summary Reports

CDS Closed Complaint Summary Index Report

e uSer the option to choose a grouping of U.S.-domiciled
AIC, with a designated line of business for a specific
also choose a comparison grouping of states, if desired.

The Closed Complaint Summary Indexgepon
insurers filing an annual financial sta t
state(s), premium year and complaint ye se

Life Policy Locator Report

concerning consumer requests to locate and identify individual life
f a deceased family member. This report is useful in determining the
ber of found policies and the insurer associated with the policy.

The Life Policy Locator repo
insurance policies and annuj
number of consumer geques
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Market Action Tracking System (MATS) Detailed Report

The Market Action Tracking System (MATS) Detailed report allows regulators to review a list of examinations
and other market actions based on business practices reviewed. The report allows for searching by domiciliary
state, action type, entered date, status of action, and nature of violations. The report also displays the company
name, NAIC company code and line of business.

Market Analysis Market Share Report

The Market Analysis Market Share report lists the market share and premiums for the past three years for
companies matching the line of business and state grouping criteria selected.

Market Analysis Profile (MAP) Demographics
The Market Analysis (MAP) demographic information is composed of data received from the various market

regulation applications. This data is submitted to the NAIC with updates and when a regulatory action or clog Q

consumer complaint is submitted. Market analysis demographics include the firm name, federaI‘mpl
identification number (FEIN) and the NAIC entity number.

the regulator having to manually retrieve the data from multiple locations:

Market Analysis Profile (MAP) Reports N\
The following reports pull data from other areas within iSite+ in order to create comprehensive reportgmwithout
e State-Specific Premium Volume Written—35 Years: This report is a summary of thagiigg o chedule

i ahor title annual
; & those reports

tO@he profile reports available
. It is limited to those

T report for a five-year period for those companies filing a property, life, hes
statement. This differs from the Schedule T report under “Financial Confifn
are national in scope and each report is for a single specified year;

e Modified Financial Summary Profile—S5 Years: This report is si
under “Financial Company Search” for the state of the user reques
companies filing a property, life, health, fraternal or title annual st

e Confirmed Complaints Index Report—S5 Years: This rep&t li ¢ infex, complaint share, complaint
count, U.S. market share and premiums written for the d any for a five-year period. The
complaint index report allows the user to select poli f including all policy types;

e Regulatory Actions Report—S5 Years: The Reg plation Retrieval System (RIRS) contains
regulatory actions taken by participating department ance. A summary of the RIRS information
appears below the identifying demographic igformation.SJie actions are listed in reverse chronological
order from the “Action Date;”

scaggomplaints report displays the number of complaints
ber based on various complaint codes (e.g., type, reason
entages of the number of complaint records considered
oid the reasons. There are percentages of the total number of
esents;

and disposition). The report a!

e Closed Complaint Code ary—S5 Years: The closed complaint code summary report displays the
number of complaing an entity or national producer number based on various complaint
codes (type, reaso psition). The report also displays percentages of the number of complaint
records cons ified (Jonfirmed) for the policy types and the reasons. There are percentages of the
total number o at each disposition type represents;
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e Market Action Exam Summary—35 Years: The Market Action Exam summary report displays a history of
examinations called through the Market Action Tracking system (MATS) for the stated company over a
S-year span;

e Defense Costs Against Reserves—5 Years: The defense costs against reserves report is available for
property and casualty companies. It contains data from financial statements related to defense costs
incurred by the company over a five-year span;

e Resisted Claims Against Reserves—35 Years: The resisted claims against reserves report is available for
life companies. The data comes from Exhibit 8, the Life Insurance Exhibit and Schedule F. It contains a
summarized table for each of the five years, as well as the percentage change from the previous year;

e Unpaid Claims to Incurred Claims—5 Years: The unpaid claims to incurred claims report is available for
health companies. It contains data from the financial statements related to incurred and paid claims by the
company over a five-year span. The data for health companies comes from the claims unpaid and clai
incurred schedules on the health financial statements; and
4
I

e Market Action Initiatives Summary—S5 years: This report provides regulators with a listi
where the action types were “Focused Inquiry” and “Non-Exam Regulatory Intervention” ass ed

the company and includes:
e Action name;
Managing lead state;
Participating state(s);

Line(s) of business;
Trigger(s);

4
Conclusion; and
Action type(s).

Market Analysis Review System (MARS) Reports

The Market Analysis Review System (MARS) provides four repogts to

data related to market analysis reviews: the Completed Reviews ggport,
Reviews Automatically Deleted report and Companies with Nagh '@& ’

ators in viewing and managing

open and closed actions, the most recent entry date

and the tot&! number of actions. This report is useful in
ATS to alert NAIC members of action calls.

determining which states/territories are actively using

Market Conduct Annual Statement (MCAS) Fild

The Market Conduct Annual Statemen Al tatus report provides the latest status for each company’s
Market Conduct Annual Statement fili state®&iid line of business. The companies listed on this report are
those doing enough business in a given state t&§ikely meet the threshold requirements for filing.

Market Conduct Annual Stateme CAS) Market Analysis Prioritization Tool (MAPT) Report

The Market Conduct Anni &lent (MCAS) Market Analysis Prioritization Tool (MAPT) report utilizes
MCAS data and fina@i ormation to generate a report of company ratios and rankings. The report
contains current year each of the MCAS elements and ratios as well as rankings for the last three
years.
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Market Conduct Annual Statement (MCAS) Ratio Summary Report

The Market Conduct Annual Statement (MCAS) Ratio Summary report shows ratios at the state level for each
state selected, at each of the relevant NAIC zone levels, and at the national level as well as the percentage of
change between the base year and the year prior to the base year. By displaying up to three years of ratios derived
from Market Conduct Annual Statement data, this report provides a way to examine trends at the various
geographic levels.

Market Conduct Annual Statement (MCAS) State Ratio Distribution Report

The Market Conduct Annual Statement (MCAS) State Ratio Distribution report uses data from the Market
Conduct Annual Statement to provide state ratios for each line of business. This report provides regulators with 1)
a distribution of the number of companies that fall into each of twelve ranges based upon their individual ratio
values; and 2) the state value that is calculated for each ratio using all the data from companies reporting in that
state. The aggregated company totals are entered into the ratio formulas resulting in the state ratio value.

Market Conduct Annual Statement (MCAS) Validation Exception Summary Report ’ O
The Market Conduct Annual Statement (MCAS) Validation Exception Summary report provide atlipo
errors by company found in the Market Conduct Annual Statement filing for the selected criteria.

Market Systems Participation Report

The Market Systems Participation report displays information regarding each state’s frequepg
accuracy of data submissions to the NAIC’s Market Systems. The report reflects infofigti

year is also included. \
Regulatory Information Retrieval System (RIRS) Summa; Firms and Indigidua ort

The Regulatory Information Retrieval System (RIRS) Summary—TFirms aj s report provides a listing
of entities and National Producer Numbers that have common regulatoryfictiogsglenicnts, such as the same action
state, a common penalty amount range or a common date range@8epa pols for firms and individuals are
available.

3. Other NAIC Resources

Personalized Information Capture System (PICS)

The Personalized Information Capture System (PICSJallows regulators to set up a customized notification system
for changes to the NAIC databases. When informat hanges within the scope of the profile a subscriber has

T vailable include company name change, group code
le, company scoring, IRIS results summary, key financial
e are also specific events designed for market conduct,
Oty action for producers licensed in a state and six various
Also available is an alert to notify a state when a producer has
hen an active resident license is already reflected in the State

events for tracking the status of examinatio
applied for and been granted a Qgsiglent license,
Producer Licensing Database (SP:
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State Producer Licensing Database (SPLD)

The State Producer Licensing Database (SPLD) is a database of state licensing and regulatory information
designed to aid states with the producer licensing process. The SPLD is a facet of the National Insurance Producer
Registry (NIPR), which is an affiliate of the NAIC that creates and maintains applications specific to the producer
licensing process. SPLD is a regulator-only database accessible through iSite+, and is not subject to the Fair
Credit Reporting Act (FCRA).

Uniform Certificate of Authority Application (UCAA) Summary Report

The Uniform Certificate of Authority Application (UCAA) Summary report lists UCAA applications that have
been submitted for either licensure expansion or corporate amendments. The UCAA process is designed to allow
insurers to file copies of the same application for admission in numerous states.

Specific Issuer—Schedule D Securities Summary Report

The Specific Issuer—Schedule D Securities Summary report provides a listing of all companies licesed 0

specified state that own a particular security.

Statistical Reports \\

The NAIC produces several statistical reports that summarize many types of insurance industry data@g use by
regulators, educators, financial analysts, insurance industry members, lawyers and statisticia egula®ts can
view an alphabetical list of all statistical reports published by the NAIC and download thesamaao ee from
StateNet; non-regulators can purchase and download statistical reports and all NAT@QD0 1s available to
non-regulators from the NAIC Store at https://www.naic.org/prod_serv_home.htm.4p

N
q\ﬁ
0\
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Chapter 10—Market Analysis Level 1 Questions

The following are the questions that are included in Level 1 Analysis in the NAIC Market Analysis Review
System (MARS). Level 1 Analysis questions are subject to annual review by state insurance regulators.

Operations

1. Has there been a significant change in the contacts for the financial annual statement, officers, directors
or trustees of the company as reported in the financial annual statements over the last three years?

2. Are you aware of any changes in the company’s organization, management or operations that might
change the way the company operates in the marketplace?

3. Has the insurer reported in its financial annual statements over the last three years that it has:
a. Been involved in or a party to a merger or consolidation, or;
b. Had any certificates of authority, licenses, or registrations (including corporate registration
applicable) suspended or revoked by any governmental entity, or;
c. Changed its state of domicile?

Financial Ratios Q\\

4. Review the company’s risk-based capital (RBC) ratios and Financial Analysis Solvepgy Too AST)
scores for the last five year period to determine whether financial results may have the ntiahito have
an adverse impact on the market conduct activities of the company.

a. Review RBC ratios for the last five-year period. Has the comp
action level events or has the RBC ratio significantly declined duri

b. Review total FAST scores for the last five year period. Are there a
FAST score or individual scores?

Regulatory Actions

5. Review the Regulatory Actions Report—5 Years, the Subst
summary information of these reports. Are there any re&l to!
concerns with any patterns in the origins of action SO!
listed in the Regulatory Actions Report—35 Years

ong reported of concern or are there
@i, disposition etc., of the actions

Market Action Examinations

6. Review the Market Actions Summary—35 Years repo the summary information of the report.
a. Have there been more than three exaifiihations entered in the last 12 months?
b. Identify and describe any examinai reported of substantive concern or concerns in the exam
triggers, types, areas, status, ol'ghe examinations listed in the Market Action Exam

Market Action Initiatives

7. Review the Market
report. Identify and
patterns in the lines o
Market Action Initg

mmary—>5 Years report and the summary information of the
ibe any initiatives reported of substantive concern or any concerns with
satriggers, action types, conclusions, etc., of the initiatives listed in the
—5 Years report.
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Premiums

P&C Statement Blank
8. Review the company’s direct written premium reported on a national and state basis.

a. Has the company’s direct written premium in any one jurisdiction increased or decreased by more
than 33% in any single year during the last five years?

b. For the state under review, has the company’s direct written premium for any of the top five lines
of business increased or decreased by more than 33% in any single year during the last five
years?

c. For the state under review, has the company’s direct written premium for the line(s) of business
under review increased or decreased by more than 33% in any single year during the last five
years?

Life, Accident & Health Statement Blank (when performing a Level 1 Analysis on companies writing long-term
care, review earned premium)

8. Review the company’s direct business reported on a national and state basis.
a. Has the company’s direct business for any line of business in any one jurisdiction in‘ease

decreased by more than 33% in any single year during the last five years?

b. For the state under review, have the company’s direct premiums and/or annuity cons 10 r
any of the top five lines of business increased or decreased by more than 33% in an eyl
during the last five years?

c. For the state under review, have the company’s direct premiums and/or annuity consi ons for

the line(s) of business under review increased or decreased by more than 33% y si year
during the last five years?

Health Blank L

8. Review the company’s direct business reported on a national and state basjs"
a. Has the company’s direct business for any line of business in ani¥one J@sdiction increased or
decreased by more than 33% in any single year during the 1 rs?
fo

b. For the state under review, have the company’s premiums W, of the top five lines of
business increased or decreased by more than 33% in any sinsle g the last five years?
c. For the state under review, have the company’s prenﬁu%o e line(s) of business under

review increased or decreased by more than 33% #pany during the last five years?

b4
U.S. Market Share \

9. Review the company’s U.S. market share info ¢state under review over the last five years.
Has there been a significant change in the compan girket share for the line(s) of business under
review over the last five years?

Loss and Expense Ratios

P&C Statement Blank
10. Review the company’s loss
line(s) of business under revi

a. For the line(s) of busineSs

company unus
trends in the co

ex] @ information on a national and state-specific basis for the
e years.

r review in all jurisdictions, are the loss and expense ratios for the
s compared to the industry averages or are there any unusual
’s loss ratios?

of business under review, are the loss and expense ratios for the company
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Life, Accident & Health Statement Blank
10. For individual and group accident and health, review the company’s loss and expense ratio information
on a national and state-specific basis for the last five years.

a. For the line(s) of business under review in all jurisdictions, are the loss and expense ratios for the
company unusually high or low as compared to the industry trends averages or are there any
unusual trends in the company’s loss ratios?

b. For the state and line(s) of business under review, are the loss and expense ratios for the company
unusually high or low as compared to the industry averages or are there any unusual trends in the
company’s loss ratios?

Health Blank
10. Review the company’s loss, administrative expense and combined ratio information on a national and

state-specific basis for the last five years.
a. For all jurisdictions, are the loss, administrative expense and combined ratios for the company
unusually high or low as compared to the industry averages or are there any unusual trends in the

company’s ratios?
b. For the state under review, are the loss, administrative expense and combined ratis fo

T
company unusually high or low as compared to the industry averages or are there any K

trends in the company’s ratios?

c. For the line(s) of business under review, are the loss, administrative expense and co rat

for the company unusually high or low as compared to the industry averages or thi
unusual trends in the company’s ratios?

d. For the state and line(s) of business under review, are the loss, administr exp and
combined ratios for the company unusually high or low as compared to thggmdus ages or

are there any unusual trends in the company’s ratios?

L 4
Resisted or Unpaid Claims \
P&C Statement Blank

11. Review the premium written, direct defense and cost containment nseSaid, direct losses incurred
and industry averages for the last five years on a national and state-spe sis.
t
S

a. On a national basis, are the direct defense and cost ¢ enses paid unusually high
when measured against premium volume and indptry are there any unusual patterns
with the direct defense and cost containment expens a ect losses incurred?

b. On a state-specific basis, are the direct defs 3 containment expenses paid unusually

ustiy averages, or are there any unusual

Life, Accident & Health Statement Blank
11. Review the summary information related t

a. On a national basis, are there any

the total claims for either the entire

for the last five years.
ual patterns in the amount of resisted claims compared to

the state of residence ec
c. For those claims dispo! f
regarding the reason cla re compromised or resisted?
Health Blank
11. Review the unpaid cldindginformation for the company over the last five years. Are there any
significant changesg a number of days of unpaid claims, claims unpaid, claims incurred or
the unpaid claims @ d claims expense ratio over the last five years?
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Complaints

12. Review the company’s complaint data:

a.

b.

Has there been a significant change in the CONFIRMED complaint index for the current year
plus four years?

Has there been a significant change in the COMPLETE complaint index for the current year plus
four years?

Review the Closed Complaint By Code—5 Year report and the Summary of the Closed
Complaint By Code—S5 Year report. Are there any areas of concern noted in these reports?

Market Conduct Annual Statement

13. Does your state participate in the Market Conduct Annual Statement?
If yes, did the company file a Market Conduct Annual Statement for the data year under review?
a.

Conclusion

Review the ratio and rank results at the state level for the state being reviewed. According to this

review, does the company have any areas of concern?
If yes, in what areas are the ratios and/or rankings of concern? ¢
Review the ratio and rank results at the national level. According to this review, d\

7)

company have any areas of concern?

If yes, in what areas are the ratios and/or rankings of concern?
Review the company ratio results by coverage type and compare them with the stafeatio S
by coverage type. Are there any coverage types that show particular concern?

If yes, what are the coverage types of concern?

Does any of the company data indicate a trend that causes concern?
Was the company identified as an “outlier” through analysis of tIggMH
Statement data? &

If yes, in which line(s) of business is the company considered an &

snduct Annual

14. What is your recommended next step?

146

Investigation is scheduled
Examination is scheduled

Incomplete review \
Direct contact with the company is scheduled L 4 \

Enforcement action is scheduled
We will contact the Collaborative Action I
regarding possible collaborative activity
We will proceed with another optiggh on the colitinuum of market actions (if known, please
explain the option to be used along the rationale description)

No further analysis is necessary

No further analysis this year, [ again next year
Level 2 Analysis is sc d

AD) of other states with similar concerns
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Chapter 11—Level 2 Analysis Guide

The Level 2 Analysis Guide is a guide to assist market analysts in performing a Level 2 Analysis of a specific
company. The Guide consists of 2 sections, Core Areas of Review and Additional Areas of Review. The core
areas of review are required for every Level 2 Analysis of a company unless there is a valid reason not to review a
particular area. The number and specific additional areas reviewed during a Level 2 Analysis of a company will
be dependent on many different factors, such as the line of business under review, the areas of concern identified
during earlier analysis, the rules and regulations of the jurisdiction performing the analysis and the company
itself.

Prior to beginning any additional areas of review, the analyst should identify which of the additional areas of the
Level 2 Analysis Guide should be completed based on the specific situation of the company under review and the
areas of concern identified via other levels of review. Identification of these key areas prior to starting the review
of any additional areas will help the analyst focus on the areas of concern and assist in obtaining and reviewing
the information necessary to complete a Level 2 Analysis.

During the course of completing a Level 2 Analysis of a company, the analyst may find information th@preq
the review of one or more areas not initially selected for review. If this happens, the analyst should ex t
scope of the Level 2 Analysis to include those areas of review not previously identified. The ana ay
want to do a Level 2 Analysis on related companies (companies under the same management or owpers if t
areas of concern for the company under review have the potential to be present in the related compan

Note: It is important for the analyst to be familiar with the line of business under review an
within the analyst’s state. The analyst should also be familiar with the rules/regulatigns axf
business under review, including any recent legislative changes that might affect &e b

analyst may want to review the applicable rules/regulations and general marketpldCe,infOiggationhi
business under review before beginning a Level 2 Analysis. \
of

In 2006, the Level 2 Analysis Ad Hoc Technical Group recommended the Level 2 Analysis
process. The automation of Level 2 Analysis was placed into production i system in December of
2008.

L 4

Core Areas of Review \"
Six core areas should be reviewed for each Level 2 AnalSis done(l a pany unless there is a valid reason

why a review of the area is not warranted. The six core a of reviewjire:
Consumer complaints;

Continuum activity;

Examinations;

Interdepartmental communications;
Market analysis; and
Regulatory actions.

Oy i i 0 1Dl

For each core area of review, the follo
where applicable potential resources to
review of the area.

e analyst with information about the area to be reviewed,
the Teview of the area and specific items to consider during the
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Area of Review: Consumer Complaints

Suggested Review

A detailed analysis of actual complaints filed with the insurance department by consumers against a company can
provide valuable information about the company and its business practices. It can also help pinpoint specific areas
of concern that may be having an adverse impact on consumers.

The analyst should review summary information about consumer complaints against the company for the line of
business under review for both the analyst’s state and other states. In addition, the analyst should also review the
complaint file itself for the complaints filed in the analyst’s state for line of business under review.

In cases where the complaint volume is significant, internal system reports can assist in identifying specific
complaint reasons that appear to be problematic. This should help the analyst to focus on reviewing only those

complaints that appear to stem from areas of concern.
For example, if a company received 1,000 complaints over the last year for the line of business unde‘evie»@

may not be possible to review all of the complaints. If a review of an internal system report summari
complaint reasons indicates that the most material area of concern is claim delays, the analyst may o s
specifically on those complaints that involve allegations of claim delays.

If it is not practical to review all of the complaints against the company for the line of business ynder r even
after narrowing the scope of complaints, the analyst may review a random sample of the comp filed)dgainst

the company, or a random sample of the specific type of complaint.
@ some of the

are available.

Note: Not all states currently produce summary reports that will allow the an&ls to
suggested review items. However, the analyst should review these items when the s

Specific Items to Look For

In reviewing summary information regarding consumer complaints thatgavo company for the line of
business under review, the following items should be considered:
1. Are there trends in particular areas of noncompliance, nuff®er o plafits, the origin of the complaints

S 1 is complaining, the geographic
mplaints, whom the complaints are

or areas of consumer concern? For example, are there any p
origin (zip code/county) of the complaints, the re
about, or the outcome of the complaints?

2. Does the data on iSite+ for other states indicate

or areas of consumer concern?

How long has any pattern or trend been occurring?

4. Are there any regulatory actions or market gfitduct examination findings in the analyst’s or other states
related to similar complaint patterns? If yes; the company been advised to correct the situation and has
it reportedly done so?

5. Do the complaint patterns ali
example, if 30% of the comp
review are usually claims relate
of the industry.

ilar patterri| of noncompliance, number of complaints

W

sty norms for the line of business under review? For
the insurance department for the line of business under
pect that the company’s ratio would be similar to the rest
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In reviewing specific complaints that involve the company regarding the line of business under review, the
following items should be considered:
1. Are there complaints of a specific nature related to a growing area of concern in the market (i.e. credit;
mold; underground storage tanks) even if the company is compliant with the laws?
2. Are there problems with specific vendors, adjusters, other company personnel, producers, providers,
networks or business segments?
3. How quickly and completely does the company respond to a complaint?
4. Are there complaints that involve a specific business practice of the company that may be technically
compliant with the laws but a questionable business practice?
5. Are there consumer complaints that involve a previously identified issue that the company has been
ordered to or agreed to correct? If yes, does the complaint stem from an incident that occurred after the
company reportedly implemented the correction?

Area of Review: Continuum Activity

Suggested Review

*

Insurance regulators have a broad continuum of market actions available to them when determind

appropriate regulatory response to an identified issue or concern. The continuum of market actions es

initiatives as office-based information gathering, interview with the company, correspondence a
an -

procedure reviews, interrogatories, desk audits, on-site audits, investigations, enforcement actions,
audits and voluntary compliance programs.
The NAIC Market Action Tracking System (MATS) database is used to track both c ations

and other significant market conduct actions not tracked in the Regulatory Informatioti@®d&irievalQystem (RIRS).
A review of the non-examination initiatives (focused inquiries and other non-exa: i gulatoly intervention)
related to the company contained in MATS may provide the analyst with useful info %t the company.

The analyst may also find it helpful to contact the originating state of a MARS, isi ¢ relattd to the company to
discuss the initiative in detail. However, the decision to contact a state direct i specific initiative is at
the discretion of the state performing the Level 2 Analysis.
Specific Items to Look For L 4
In reviewing a summary of non-examination initiatives invo, y, the following items should be
considered:
1. Are there a high number of MATS actions in
initiatives originating from just a few states, or are
company does business?
2. Have the number of market actions increased@*ecreased or remained the same over the last 5 years?
How old are the majority of the initiatives? ¢ the initiatives been concluded within the past 3 years?
4. Are the reasons for the initiatives similsg there any patterns of concern in the reason for the
initiatives?
5. Are the dispositions of the init
initiatives?

mpany? If yes, are the majority of the
ves spread across the states in which the

W

e there any patterns of concern in the dispositions of the

In reviewing an individual inigiatiye involvingpthe company (whether the initiative has been finalized or is
pending), the following items sh be considered:
1. How old is the specific initia as it concluded within the past 3 years?
2. Are the functional a r 11(s) of business currently under review covered under the subject of the
initiative?
3. Does the initr:

es that are similar to the areas of concern currently under review?
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4. Could the issues related to the initiative also manifest themselves in the analyst’s state and/or the line of
business or functional areas currently under review?

5. To what extent would the issues contained in the initiative have an affect on the consumers in the
analyst’s state (consider statutes, codes, Unfair Trade Practices Act, Unfair Claims Settlement Practices
Act, etc.)?

6. Are the issues contained in the initiative considered “repeat” issues in either the analyst’s state or other
states (i.e., was the company cited previously for violations related to the issues)?

7. Are the issues involved with the initiative isolated occurrences, or systemic in nature and likely to affect
an entire class of business and/or consumers in the analyst’s state?

8. Are there any regulatory actions or market conduct examination findings in the analyst’s or other states
similar to the issues involved with the initiative? If yes, has the company been advised to correct the
situation and has it reportedly done so?

9. Was the company required to implement a remedial action plan or take other corrective measures as a
result of the initiative that might address issues that have a potential impact on consumers in the analyst’s

state? If so, has the company reportedly implemented the action plan or reportedly taken the necessary

corrective measures?
10. Was the company required to refund restitution and/or interest because of the initiative? If $ is

amount a concern?

11. For issues that may have a direct impact on consumers in the analyst’s state, does the com| e e
appear to adequately address the areas of concern?

12. Has the analyst’s state received consumer complaints regarding the subject of the initiativ y S
the complaint stem from an incident that occurred after the company reportedly imple ed the
correction?

Area of Review: Examinations
Suggested Review

Examination reports that include a market conduct component and the ¢
reports can be valuable sources of information about a company. By revie
response, the analyst may be able to identify specific issues found during a that have the potential to
have an adverse impact on the consumers in the analyst’s state. The ana}fst Iso discover that a situation has
already been corrected by the company as a result of the examinati®h an o may not present an issue in the
analyst’s state that requires further investigation.

pons¢ to the examination

nyQes
the rts and the company’s

ac last five years. When readily available,
y company response to the report for

Review the history of the examinations called on the cog
review the most recent examination reports of the cd
examinations done by:

1. Analyst’s insurance department; and

2. Other state insurance departments.

pany ove
any and

In addition to reviewing recent examination repgas, i also be helpful to contact the market conduct area of
the insurance department that conducted,the . ould a review of an examination report raise concern

The analyst should also review information
It may also be helpful for t alyst to
examinations.

tact other states with pending examinations to discuss the

=d e company is available via the NAIC Market Action Tracking System
[ATS Detailed Report provides a history of examinations called through
v over a five-year period. It is important to note that MATS is an essential
{ states should ensure its high quality by taking care to accurately record all

MATS for the comp
resource for market re
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examinations. Analysts however, should not rely solely on the MATS reports, as the potential exists that all
examinations and any related actions might not be recorded in MATS for a variety of reasons. The analyst may
find it helpful to:

1. Cross check the MATS Detailed Report with the RIRS Action Report; and/or

2. Check individual state insurance department websites for recent examinations.

Examination reports and any company response may be posted on iSite+, available on the website of the
examining state insurance department or in the company files of the analyst’s insurance department. If an
examination report is not readily available, the analyst may be able to obtain a copy of the examination report by
contacting the state that did the examination. However, the decision to contact a state directly to obtain or discuss
a specific examination report is at the discretion of the state performing the Level 2 Analysis.

from just a few states? Or are the examinations spread across the states in which the comggny
business?

2. Have the number of examinations increased, decreased or remained the same over the last 5 :
. How many of the examinations were conducted within the past 3 years?
th

4. Are the examination triggers (statutory, complaints, market share analysis, etc.) similar?
patterns of concern in the examination triggers?
. Are the lines of business covered by the examinations the same or different?

Are the types of examinations (comprehensive, targeted, etc.) similar?
How many of the market examinations are currently open? How many ai€
closed with an order? How many were closed with an order and fine? ®

Specific Items to Look For
In reviewing a summary of examinations that involve the company, the following items should be considered:
1. Are there a high number of market examinations? If yes, are the majority of the examinations origine@

W

Now

In reviewing an individual examination report and the company response or a pendi
items should be considered where applicable:
1. How old is the examination/report? Was the examination conducted

2. Are the functional areas and line(s) of business under review cover nation/report?
3. Could the findings of the examination also manifest themselve t’s state and/or the line of
business or functional areas under review?

4. To what extent would the violations contained in the examirf@gon re ave an affect on the consumers
in the analyst’s state (consider statutes, codes, U g ctices Act, Unfair Claims Settlement
Practices Act, etc.)?

5. Are the violations contained in the examination€Qgort consid
analyst’s state or another state (i.c., was the companyited prgHiously for the violations)?

6. Are the violations isolated occurrences, or systemic re and likely to affect an entire class of

business? Could the cause of the violations hage implications that would affect consumers in the analyst’s

state?

Did the examination report include discu.

ed to be “repeat” violations in either the

e

y non-violation business practices of concern?
ment a remedial action plan or take other corrective
potential impact on consumers in the analyst’s state? If
e action plan or taken the necessary corrective measures

measures that might address i
yes, has the company reported
addressed?

9. Was a monetary penalty,imposed on
penalty a concern?

ompany as a result of the examination? If yes, is the size of the

© 2006-2019 National A: iation of Insurance Commissioners 151



Chapter 11—Level 2 Analysis Guide

10. For issues that may have a direct impact on consumers in the analyst’s state, does the company response
appear to adequately address the cited violations and/or areas of concern?

11. Was the company required to refund restitution and/or interest as a result of the examination? If yes, is the
amount a concern?

12. Has the analyst’s state received consumer complaints related to the findings of the examination? If yes,
does the complaint stem from an incident that occurred after the company reportedly implemented the
correction?

Area of Review: Interdepartmental Communications

Suggested Review

One of the 3 basic mechanisms for gathering information described within the Market Regulation Handbook is
the analysis of existing information that insurance departments already collect. The best way of doing this is to
survey and communicate with other units through a “Systematic Interdepartmental Communication Program” a;
outlined in the Market Regulation Handbook. This should be a process of formalizing and improving
communication between the analyst and other work units within the insurance department.

4
A discussion of the companies selected for a Level 2 Analysis should be included during intr: N
meetings. However, because the timing of regularly scheduled interdepartmental meetings may not b uct
to the timely completion of a Level 2 Analysis, the analyst may want to the contact other insuranc ar s
individually in between the regularly scheduled meetings regarding a specific company.
22 highly
el 2 Analysis

its should be
have about a

Establishing a ‘best practice’ to notify other areas of companies selected for a
recommended. States may find it helpful to notify all other units about companies se
and solicit information and documentation from these other units. In addition¥othe
encouraged to initiate communication regularly about any other companies or i
company as the issues/concerns arise.

(g

Note: A substantial amount of information will already be gathered by ot cas @ review for the Level 2
Analysis. The intent of this section is to capture information that is not a y ollected in other areas of
review.

Examples of sources of interdepartmental information not specifical [y Quitlingggf?other areas of the guide include,
but are not limited to:
1. Meetings with companies: Other sections of the igfirance defs
that the analyst may not be aware of. These mee
withdrawal from a line of business or geographical

other possible noncompliant areas;

2. Correspondence from companies: Other secf¥ns of the insurance department may periodically receive
correspondence from companies informin§{them of new products, marketing changes, discovery of
noncompliance in a certain area, etc.;

Outreach program(s): Some ingurang

melit may have meetings with companies
ated to the introduction of a new product,
I the analyst’s state, a systems problem, or

eneral market and specific companies; and

ests: Certain inquiries and/or grievances may not be handled by the area that
health care appeals or prompt-pay/provider grievances). Information
e gathered from other work units.

Other types of consumer
handles consumer complain
regarding these area
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Specific Items to Look For

In reviewing the interdepartmental communication section, the following items should be considered:

1. Meetings with companies: Has the section met with the company? If so, was the meeting requested by the
company or the section? What was the purpose for and outcome of the meeting?

2. Correspondence from companies: Has the section received correspondence from the company notifying it
of substantial changes that may have potential impact on the consumers in the analyst’s state? If so, what
markets are affected and how will these markets be affected?

3. Outreach program(s):

a. Have the “outreach” program employees met with any other governmental agencies regarding
insurance matters? If so, what was the nature of the meeting? What companies or market(s) are
affected?

b. Have the “outreach” program employees met with any insurance consumer groups? If so, what
was the nature of the meeting? What companies or market(s) were affected?

c. Have the “outreach” program employees received a high volume of calls related to a particular

insurance company or issue? If so, what was the nature and outcome of the calls?
4. Other types of consumer requests: ®
a. Have there been a high number of provider grievances or prompt-pay complaints receivedgga
h ¢

this company? If so, what was the resolution of the grievances?
b. Have there been any health care appeals received against this company? Of the
appeals received, 1) how many were upheld in favor of the insurance company,
were overturned in favor of the consumer, or 3) how many remain pending?

Area of Review: Market Analysis

Suggested Review L 4

Companies doing business in multiple states may have similar issues arise in t sta s such, the analyst
may not be the first analyst to identify potential issues with a company. Rdgica1 y recent Level 1 Analysis
completed by the analyst’s insurance department and/or another state for the an er review may provide
the analyst with additional information and/or insight related to the analys eve ysis.

In addition, the analyst may find it helpful to con
Analysis and/or Level 2 Analysis recently complated
state directly to discuss a specific analysjs is a % of the state performing the Level 2 Analysis.

ies are available in the Market Analysis Review System
(MARS), which can be accessed on 1 0 MARS is restricted to those people authorized by the
individual insurance departments. If the an: does not currently have access to MARS, the analyst must follow
his/her insurance department’s igternal proced for obtaining proper authority to access MARS.
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Specific Items to Look For

In reviewing the Level 1 Analysis completed by the analyst’s insurance department, another state, the analyst’s
own Level 1 Analysis of the company’s data for a similar state, or a Level 2 Analysis completed by another state,
the following items should be considered:
1. Does the analysis cover the same line of business of currently under review?
2. Does the analysis identify any significant issues that could have implications in the analyst’s state? If yes,
consider referring to the Market Actions (D) Working Group.
3. Does the analysis identify issues that are similar to the areas of concern currently under review?

Area of Review: Regulatory Actions

Suggested Review

Regulatory actions taken against a company can provide a great deal of information about a company. It i
important to note, that a prior regulatory action in and of itself does not necessarily mean that the compan
currently doing anything wrong. However, reviewing information about specific actions taken agginst Q
company, may allow the analyst to identify specific issues that may have the potential to have an advers

on the consumers in the analyst’s state. The analyst could also discover that the company as a result e al

in another state may have already addressed an area of concern identified by his/her analysis.

Review the history of the regulatory actions taken against the company over the last five years. eadily
available, review the details of recent regulatory actions taken against the company by:

1. The analyst’s insurance department; and

2. Other state departments.

In addition to reviewing the regulatory actions, it may also be helpful to contac n ent area of the
department that took the action should a review of an action raise concern regardyiy the any’s operations in
the analyst’s state.

The analyst should also review information about enforcement actions a ing within the insurance
department and are therefore, not yet recorded in RIRS.

ac against companies, producers and
ovides a S-year history of information on
position of the regulatory action.

Information about finalized regulatory actions is available via the Nx Information Retrieval System

regulators and states should ensure its high
> Analysts however, should not rely solely on the RIRS
s may not be recorded in RIRS for variety of reasons. The

reports, as the potential exists that all adjudicated a
analyst may find it helpful to:
1. Cross check the RIRS Action Report SMATS Detailed Report; and/or
2. Check individual state insuran

More detailed information about each regu action, such as a copy of the order issued by the state, may also
be available on the website of the state insurafi@e department that took the action or in the company files of the
ormation about a regulatory action is not readily available, the analyst may

to contact a state directly
performing the Level 2 Ana
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Specific Items to Look For

In reviewing the S-year summary report of regulatory actions against the company, the following items should be
considered:

1. Are there a high number of RIRS actions against the company? If yes, are the majority of the actions
originating from just a few states? Or are the actions spread across the states in which the company does
business?

2. Have the number of regulatory actions increased, decreased or remained the same over the last 5 years?

3. How old are the majority of the regulatory actions? Have a higher percentage of the regulatory actions
been concluded within the past 3 years?

4. Are the origins of the regulatory actions similar? Are there any patterns of concern in the origins of the

actions?
S. Are the reasons for the actions similar? Are there any patterns of concern in the reason for the actions?
In reviewing an individual regulatory action against the company (whether the action has been finalized or is
pending), the following items should be considered:
1. How old is the specific regulatory action? Was it concluded within the past 3 years? 7S
2. Are the functional areas and/or line(s) of business under review covered under the subjectgaf

s in the analyst’s

ediai@getion plan or take other
nsumers in the analyst’s
rtedly taken the necessary

gulatory action? If yes, is the

3. Could the findings of the regulatory action also manifest themselves in the analyst’s state an e
of business or functional areas being researched?
4. To what extent would the violations contained in the regulatory action have an affect on the c ers in
the analyst’s state (consider statutes, codes, Unfair Trade Practices Act, Unfair ams S ment
5. Are the violations contained in the regulatory action considered to be “rep®
analyst’s state or other states (i.e., was the company cited previously for thdriola
business? Could the cause of the violations have implications that would afffct cOfgum
state?
corrective measures that might address issues that have a potential i
state? If yes, has the company reportedly implemented the actigf’pla
8. Was a monetary penalty imposed on the company as a r
amount of penalty a concern?
sult of the regulatory action? If yes,
is the amount a concern?
10. For issues that may have a direct impact on consu: alyst’s state, does the company response
11. Has the analyst’s state received consumer cgaplaints regarding the subject of the regulatory action? If
yes, does the complaint stem from an inci that occurred after the company reportedly implemented

regulatory action?
Practices Act, etc)?
% in either the

6. Are the violations isolated occurrences, or systemic in nature and likely fi ; i
7. Does the regulatory action require the company to implement a

corrective measures?
9. Was the company required to refund restitution ag

appear to adequately address the cited violations and/o of concern?

the correction?

Additional Areas for Review

For a Level 2 Analysis, any areas of ional review done by the analyst of a specific company will be
dependent on many different factors, such as line of business under review, the areas of concern identified
during earlier analysis, the rul d regulations of the jurisdiction performing the analysis and the company
itself.
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The additional areas of review are:
1. Insurance Department Filings (Rates, Rules, Policy Forms, and/or Underwriting Manuals);
2. Dispute Resolution Activity;
3. Financial Analysis;
4. Financial Rating Agencies;
5. Geographic Analysis;
6. Human Resource Department;
7. Internet/World Wide Web;
8. Legal Information;
9. NAIC Bulletin Boards;
10. Other Governmental and Quasi-Governmental Agencies;
11. Producer Licensing;
12. State-Mandated Items (Reports, Data Requests, Surveys and Exhibits);
13. Trade Publications and Other Media Sources; and
14. Voluntary Accreditation/Certification Programs

For each additional area of review, the following provides the analyst with information about the grea to
reviewed, where applicable potential resources to aid in the review of the area and specific items to cgusi
during the review of the area.

Area of Review: Insurance Department Filings (Rates, Rules, Policy Forms, and/or Und itl
Manuals)

Suggested Review

Many states require companies to file and sometimes receive prior approval of rat&, ule
and/or policy forms before the company can use these items. For those states that h
review of the information on file with the insurance department can provide xluab
company and its marketing strategies.

ormation about the

It is important for the analyst to know the filing requirements that
guidelines and/or policy forms (e.g., file & use; prior approval, etc.) fo
beginning the review of this area. In addition, the analyst should a
business under review that would affect the company’s filings.

y t ates, rules, underwriting
iamof Dusiness under review before
ny laws specific to the line of

For those states that have filing requirements, the analys
insurance department. For those states that have prior 4
rate/form analysts involved regarding any concerns he/she m&:

eview the various filings on file with the
ements, the analyst should talk with the

Note: Not all states currently produce summary refdrts that will allow the analyst to complete some of the
suggested review items. However, the analyst shoul&view these items when the summary reports are available.

Specific Items to Look For

Vi company, the following items should be considered:
1. Has there been a significant chang€@a the number and/or types of filings being made by the company

high number
compliance and

stioned filings may be an indication of the company’s attitude toward
eeps up to date on compliance issues.
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4. s there a lack of filing activity by the company over the last 3 years where the marketplace for the line of
business under review is currently experiencing change? A lack of filing activity may be an indication
that the company is not keeping its filings up-to-date or keeping up with changes in the marketplace.

5. Are there filings currently under review for this line or with the company overall? If yes, does the
rate/form analyst or analysts reviewing the filings have any specific concerns about the pending filings?

6. Are there any pending filings related to a growing area of concern in the market (e.g., use of credit in
underwriting/rating, coverage for mold, etc.)?

7. Are there consumer complaints related to the filings (specifically any evidence that the company is not
complying with filed rates, forms or utilizing appropriate guidelines to cancel or nonrenew coverage,
etc.)?

8. Are there any regulatory actions or market conduct examination findings of concern, in the analyst’s or
other states related to the company’s filings?

9. Are any areas of concern identified through Level 1 Analysis problematic in the company’s filings?

a. Rates: Do any of the recent filings by the company contain rate increases or decreases that are not
in line with the industry average or current norms for the line of business under review? Is the
company requesting rate increases or decreases for a specific territory or block of business that
could be a source of concern for the line of business under review? ®
b. Underwriting manuals: Do the procedures/provisions of the company’s underwriting man
comply with the laws applicable to the line of business under review?
c. Policy forms: Has the company made any recent filings that introduce new or unusu
language (including any language that may be unusually restrictive) that could be a
concern for the line of business under review?

al P
ce

Area of Review: Dispute Resolution Activity
Suggested Review L 4
Many states have formal dispute resolution processes (such as external rgyiews independent review

organizations or IROs) available to its consumers to assist in resolving
resolution processes are those processes in addition to any complaint resoluti oce ailable to the consumer
via the insurance department. A review of the information related to the i rmal resolution processes
by consumers of the analyst’s state that involve the company can gfovi aluable information about the
company’s business practices.

cossues. These formal dispute

Note: Not all states currently produce summary reports
suggested review items. However, the analyst should revig

all he analyst to complete some of the
when the summary reports are available.

Specific Items to Look For

In reviewing information about the activity of the co
analyst’s state, the following items should be consi

1. Has there been a sharp increase or decregagai

2. Are there any trends of concerp, i
dispute resolution processes?

3. How does the number of cases pany compare to the industry averages or with the number

any in any dispute resolution process available within the

umber of cases filed against the company?

if so, do e company have a high number of adverse decisions compared
to the industry average o h the number of adverse decision for companies of similar premium volume,
lives insured and/or market ent?

5. For managed care p, ere company is required to file a grievance report with the state, do the
patterns in t @ iews requested move in the same direction as the number of grievances

received?
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Area of Review: Financial Analysis

Suggested Review

There may be a correlation between significant financial risk for a company and a firm’s market behavior.
Currently, the relationship between financial indicators and market behavior has not been studied in any rigorous
or scientific way. Analysts should therefore exercise caution when interpreting financial ratios. Analysts should
seek the counsel of a financial analyst in those instances where summary ratios indicate financial stress, to
determine what, if any, implications for market behavior might be indicated.

Numerous summary financial ratios and other financial information are available on iSite+. This information
includes:
1. Analyst Team Summary Report;
2. Handbook Summary (last annual and most recent quarterly summary);
3. Financial Analysis Solvency Tools (FAST);
a. Annual/Quarterly Scoring System—Summary Totals Report;
b. Company Profile Report; and
c. Insurance Regulatory Information System (IRIS) Ratios
4. Information Systems Questionnaire (ISQ);
5. Analyst Team Summary Report; and
6. Company Summary Report (if further detailed information is required).

Analysts not trained in financial analysis should not attempt to formulate conclusions about the
company on their own. After reviewing the summary indicators and ratios, an ¢
department’s financial division should be consulted. If it appears that a company Sf
analyst should formulate specific and explicit conclusions about how a speciﬁc’o 8

might impact market behavior. When formulating such conclusions, the financi s
within the context of all other available market -related information.
Analysts should, however, have some familiarity with the basic financi 1 e tools. The following

e
resources for the appropriate line of business are available from the NAICg#ebs teNet/NAIC Publications
Online/Financial Analysis and Receivership):

stressed, the
Al impairment

1. Financial Analysis Handbook; L 4
2. NAIC Scoring System; and
3. Using the Insurance Regulatory Information Syste

Specific Items to Look For

In reviewing financial information for the company, the follow1 s should be considered:
1. Analyst team summary report: Has the compgy been designated Level A (highest priority) or B (elevated
priority)?
2. Handbook summary: Did the handboo
one area, or in total? If so, wh;

eport return a high number of “yes” responses for any

3. d the annual or quarterly summary report ratios indicate
es (for P&C, for example, RBC, Profitability, Leverage, Asset &
4. vulnerabilities or systemic IS problems that might have implications for
s, what areas of possible concern were identified?
5. 1 stress indicated by IRIS ratio outliers? If yes, what areas (e.g.,
iquidity and Reserves)?
6 d by the financial data that would raise concern for market behavior? If so,
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Area of Review: Financial Rating Agencies

Suggested Review

It is common for a company’s compliance and/or marketing strategies to change when there is a change in the
company’s rating by one or more of the five principal rating agencies. The analyst should review the company’s
financial rating from one or more of the main financial rating agencies to determine if there is a possible
correlation between the company’s rating and market regulatory practices.

Review rating history for the last five years and the most current analysis of the company provided by one or
more of the following financial rating agencies:

1. AM. Best Company: The A.M. Best Company has been rating insurance companies since 1900. The
objective of A.M. Best’s rating system is to evaluate the factors affecting the overall performance of an
insurance company and to provide its opinion as to the company’s relative financial strength and ability to
meet its contractual obligations. Ratings are available at www.ambest.com;

2. Fitch Ratings: Fitch Ratings was founded as the Fitch Publishing Company in 1913. Fitch’s ratg
evaluations are qualitative and quantitative and provide two basic types of ratings—insuregyfinan

strength ratings and issuer and fixed income security ratings. Fitch Ratings are availx

www.fitchratings.com;
3. Moody’s Investors Service: Moody’s Investors Service was founded in 1900. Moody’ ran
ic

financial strength ratings reflect its opinion as to an insurer’s ability to discharge senio
claims and obligations. Ratings are available at www.moodys.com;

4. Standard & Poor’s: Standard & Poor’s has been rating bonds since 1923 and insu
claims-paying ability since 1983. Standard & Poor’s claims-paying ability rating 2 nt of an
operating insurance company’s financial capacity to meet its policyholder ob
its terms. Ratings are available at www.standardandpoors.com; and

5. Weiss Ratings, LLC (formerly TheStreet.com): In 2006, Weiss Gr
TheStreet.com. In 2010, TheStreet.com sold the insurance and bank rafj
Weiss’ financial strength rating indicates its opinion regardi
commitments to its policyholders under current economic c¢ ions
WWW.weissratings.com.

s baClpto the Weiss Group.
rer’s ability to meet its
ings are available at

Note: The amount of information available free of charge varies M ¢ mghgency. It is recommended that
the analyst check with other areas within his/her insurance departme de e if the information is currently
being maintained elsewhere in the agency. For example 44c claggarea of many states may already be
subscribing to the one or more of the services.

Information about rating changes for individual companies ca found in news articles of the various trade
publications that may currently be available within the ana state insurance department. In addition,
information regarding company ratings from A.M. B ay be available through the NAIC library.

C

Specific Items to Look For

In reviewing the rating history and any (ddijtid
the following items should be considere
1. Has the company’s rating change the last 5 years? If the company rating has changed, is there
anything of concern in the rationale be the rating change?
2. Is there anything of conc&¥&in the most recent rating rational provided by the rating agency?
3. Is there anything of conce the operations areas of any additional information about the company

ation about the company available from a rating agency,

4. Is the compa watch list for potential change in its rating? If so, why was it placed on the
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Note: Ratings from each agency should be reviewed independently. Each rating agency uses its own rating
methodology to rate a company. Therefore a cross comparison of the ratings between agencies would not be
appropriate.

Area of Review: Geographic Analysis

Suggested Review

Some states collect personal lines data by ZIP code, county, or other sub-state level of geography. This data may
be put to good use for market analysis. Additional analytical value can be realized by merging insurance with
census data, vehicle registration data obtained from states” DMVs, and a DOI’s own internal data, including
complaints and agent appointments.

ZIP code data can be aggregated into larger geographic units, such as metropolitan statistical areas (MSAs), or
areas with common demographic features. For example, the analyst might want to examine all poorer urban area;
In some instances, the use of larger geographic units is necessary to ensure that results are credible.

Areas of potential review for a geographic analysis include, but are not limited to:

1. Underserved areas: Analysts should review the Market Regulation Handbook (Chapter 8
State Market Analysis) for information on how to identify underserved or non-competitiv
evaluating geographic based rating variables (such as automobile insurance rating territorie he
not a formal and comprehensive analysis is produced, the analyst should have a good warking ledge
of which areas of the state exhibit affordability and availability problems.

Useful indicators include market penetration ratios, residual market share, average |
location, complaint rates, and other indicators of market structure and performancé
that score highly on a multitude of these indicators might be candidates for a designati Ciserved”:
1. Spatial business patterns: Assess a company’s market share across diffe are the state, including
underserved areas. Examine such patterns through time;

2. Underwriting and rating variables: Identify any likely relation: be spatial patterns and
underwriting and rating variables employed by a company. Rati rrit ear the most obvious and
direct relationship to geographic patterns, but there may well §¢ nongmeographic variables that possess
geographic implications; L 4

3. Agents per capita: Calculate the number of agents per 10, resj (or homes or autos). Select a

e inferences. ZIP codes are unlikely to

el of service and adherence to obligations
by a company. Again, ZIP codes are probably too sma Support credible inferences based on a single

not indicate anything untoward about a company’s
etcd within the context of an analyst’s total knowledge
al scrutiny. Analysts should be able to formulate explicit
practices and a market outcome prior to initiating any

business practices. Rather, such patterns, w
about a company’s market conduct, e
and logical connections between parti
heightened regulatory scrutiny.

Census data can be downloaded the website of the Bureau of the Census (www.census.gov), or purchased on
other storage media. In some instanC&uthis data can be obtained in a form that is relatively ready for use. If not,
the raw summary file datagfa : loaded and the necessary information extracted at the appropriate
geographic level, fro S % o ZIP code to county, etc. A good introduction to data available from the
2010 census can be D w.census.gov/201 0census/.
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Vehicle registration data should also be obtained from the state DMV where possible.
Specific Items to Look For

In reviewing geographic data, emphasis should be placed on overall patterns across a variety of indicators and the
following items should be considered:

1. Underserved areas: are there areas of the state that score highly on a variety of indictors? For example, do
some areas exhibit elevated premiums, high rates of uninsured vehicles or homes, few available agents,
high complaint rates, and so forth?

2. Market share: Are there dramatic market share differences for the company in different areas of the state?
Have there been any significant increases or decreases over time in some areas, compared to the statewide
market share?

3. Agent location: Do geographic patterns of agent location suggest anything about the company’s business
strategies?

4. Complaint rates: Are there geographic areas where complaint rates are unusually elevated? If so, what
appears to be the cause of such complaints?

5. Rating territories: Are there any identifiable geographic patterns in territorial rating factors? Do&ss r:
across territories indicate that premiums are commensurate with losses?

6. Underwriting and rating variables: Can underwriting or rating variables account for observe
so, does a company employ atypical variables or factors that are not well understood o
supported? Might such variables be applied in an arbitrary and capricious manner? If so,
may warrant additional scrutiny.

7. Loss ratio: Loss ratios, or losses expressed as a percent of premium, are an indicator o

of coverage is commensurate with risk. Analysts should identify whether there are s

loss ratios across geographic areas, and determine whether such patterns mighi@ginficate @groblem with a
are cdasistently and
10 at an area is

ollar than average).
arged. In the event
sidies exist, whereby an

significantly lower than the statewide average in a geographic area
comparatively over-charged (policyholders receive less “return” per
Conversely, consistently high loss ratios indicate that an area is systggnati
that either trend is found, an analyst should try to determine wheth
over-charged area in effect subsidizes an under-priced area.

Depending on the line of business or the presence of unpredict@ple r@dhic losses, loss ratios may be
subject to significant random fluctuations from year to year. Analyst@ghould fore assess trends over a period
of several years. An examination of loss ratios over 3, 5 or e ¢ appropriate.

Analysts should try to determine whether patterns have
structures, other aspects of rating plans, catastrophe loading
marketing practices.

systemic origin, such as territorial rating
nderwriting criteria, or other business or

Area of Review: Human Resource Departififat

Suggested Review

When possible the analyst may also w o C h the Human Resource Department for his/her insurance
department as it may have useful inforfigion regarding a company. For example, the Human Resource
Department may have noticed glarge number @ applications to the insurance department from employees of a
specific company. An influx o mes or applicants from a single company could be a sign of stress and/or

change at the company.
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Specific Items to Look For

In checking with the Human Resource Department about the company, the following item should be considered:
1. Has there been an influx in the number of resumes or applications to the insurance department from
employees of the company? If yes, are the resumes or applications being submitted coming from a
specific functional or geographic area?

Area of Review: Internet/World Wide Web

Suggested Review

The Internet/World Wide Web (the web) makes a lot of information available on virtually any topic imaginable. It
can be a very useful tool and the analyst can learn a great deal about a specific insurance company. However, the
amount of information can itself be a problem. It can be overwhelming, especially to those that are not proficient
in navigating the web successfully. Nevertheless, finding relevant information about a specific insurance compan
can be easy if the analyst is able to search the web in an effective and efficient manner.

¢

It is important to note that much of the information gathered for other areas of review for the Level 2
will be collected via the web. However, the information collected in this section relates to items not
other areas of review. For example, the web contains a large variety of information about le
Information found on the web regarding legal activity that involves the insurance company under Teiew
be considered in the Legal Information area of review, not this section.

Information located on the web related to the company not covered in other areas inclydes i c

1. Company’s website;

2. Agent websites; and L 4

3. Other independent websites. \
The company’s website may contain a wealth of information related to th itselt"and its history. It is
common for a company to post information about the company’s mission ore Qsiness and its affiliates.
Many companies also post items such as its annual report, news releases em nt opportunities with the
company. Reviewing the company website may also give the analyfl ins on the company’s marketing

strategies, distribution system, business territories and product mi

about the company under review.
e wihat types of business the company is
in which the company is operating.

A review of agent websites may also provide a great de
Reviewing a sample of agent websites may help the a
marketing, the extent of the company’s agency system and

Independent sites that contain information about the company ma lude quoting services or anti-company sites.
Anti-company sites are those sites that attack theffbmpany, perhaps set up by an aggrieved employee or
consumer. A review of these sites may provide th lyst with additional information about the company that
may not find elsewhere and it may help the analystide otential areas of regulatory concern.

As noted above, the web can be ove e analyst can easily spend hours “surfing” the web for
information only to turn up little or no ation about a company. As such, it is important to develop
skills that allow the analyst to quickly locatc@gformation about the target company.

It is also important that the ana evelop skills on how to evaluate the information that is found. Because so
much information is available, an use anyone can write a re, information of the widest range of quality,
written by authors of the wig e uthority, is available. Excellent relevant sources of information exist
right along side the gnost ¢ it is important that in addition to reviewing the information the analyst
evaluate the source.
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The University of California — Berkeley has a very good online tutorial program about the web that provides
general information about the web itself, how to perform effective efficient searches and how to evaluate the

information presented.

This tutorial is found at Attp://www.lib.berkeley.edu/TeachingLib/Guides/Internet/FindInfo.html.

Specific Items to Look For

In reviewing information available about the company via the web, the following items should be considered:

Company Website

1. Are there any recent (within the last 2 years) new releases by the company regarding the insurance
company itself and/or the line of business under review that are noteworthy? If so, explain.

2. Does the Annual Report highlight any area of concern for the company? If so, in what area and what is

the concern?

change in product offerings, etc. that are of concern? If so, in what area and what is the concern,

4. Does the company provide links to individual agent websites? If yes, do these agents

information regarding the specific insurance under review on his or her website?
Are there consumer complaints against the company regarding the company’s website?
6. Does the company allow an individual to get quotes or apply for insurance online? If yes:

ol

3. Are there any proposed or recent changes in company structure, management, mergers or acquisitiD

a.  What sort of information is requested from the consumer?

b. Is any of the information collected considered to be personally identifiable in tion
by the applicable privacy rules and regulations?
c. Does the information presented comply with the applicable advertisin{iy oulations?

7. Does the website contain a privacy statement or privacy policy? ®

8. Does the company post current job openings on the website? If yes, are aj
openings for a specific functional area or in a particular location?

Agent Websites

1. Do individual agents maintain information regarding the specific i

website? If yes:

a.  What sort of information is presented?

77

W\

ered

b. Does the information presented comply with the appifable a;
c. If the information provided appears to targ u vulnerable group of consumers, such

as senior citizens, does the information 3
either statute or regulation, or common
consumers?

d. Is the agent representing just the company u
unrelated companies and is informggon about

agent’s website?
2. Are there any consumer complaints against"§he company that involve an agent’s website and the

company?

Other Independent Websites—Quote S

1. Does the company allow third-

review? If yes,

a. What sort of in
b. Is any of the in
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tion is requested from the consumer?

es and regulations?
nresented comply with the applicable advertising rules and regulations?

iation of Insurance Commissioners

view? Or does he/she represent additional
ese other companies also contained on the

uoting services to provide a quote for the line of business under

n collected considered to be personally identifiable information covered
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Other Independent Websites—Anti-Company Websites
1. Did the analyst find any anti-company websites? If yes,
a. Is the subject matter on the website related to the line of business under review?
b. Are there consumer complaints against the company regarding the issues noted on the website?
c. Do the allegations seem credible and warrant further investigation?
d. Is there any reason to suspect that a competitor might be sponsoring or assisting the website?

Area of Review: Legal Information

Suggested Review

Pending legal activity that a company is involved in may be an indication of potential issues with a company that
may have an adverse impact on consumers in the analyst’s state. Investigating the legal activity involving a
company may alert the analyst to litigation that may adversely affect the company’s financial situation and may
eventually have an adverse impact on the consumers of the analyst’s state.

Check to see if there is any legal activity of concern involving the company under review using some ofall o
following resources:

1. Insurance department staff responsible for this area; \
2. State-specific court system accessible via the Internet; and

3. Miscellaneous Internet sites that collect/maintain information about litigation, such as:
a. https://'www.lawyersandsettlements.com/;
b. https://www.ama-assn.org/litigation-center,
to .

c. LexisNexis (https://www.lexisnexis.com/en-us/gateway.page)—provides 3
public records and business information; including tax and regulatory
or CD-ROM formats; and

d. Westlaw (https.//legal.thomsonreuters.com/en)—a legal research s Vides access to a
collection of statutes, case law materials, public records, and o leg sources, along with
current news articles and business information.

t tl st check with other areas
re in the agency. For example,
ervices and depending on the
ay be possible for the analyst to

Note: LexisNexis and Westlaw are fee-based services. It is recommende
within his/her agency to determine if access to either service is availab
the legal department in many states may already be subscribing% on
terms of the contract between the state insurance department and the
obtain access to the service at little or no additional cost to t

Specific Items to Look For

In reviewing information regarding legal activity involving the ¢ ny, the following items should be
considered:

1. Is the company involved in any significant tion that could affect its financial condition?

2. Was the litigation noted in the managemeas ion or in other areas of the financial statement?

3. Is the subject of the litigation related siness under review?

4. Does the subject of the litigati pact on the policyholders in the analyst’s state?

5. Is the litigation a class action su at the state or federal level? Has the class been certified?

6. What state, county court or federal ict court is involved?

7. Are there consumer co i company regarding the subject of the litigation?

8. Is the conduct alleged in litigation an area for which the company has been fined or cited on market

conduct exams in the analys

9. If known, is the co mpuig to settle the litigation or defending the suit?
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Area of Review: NAIC Bulletin Boards

Suggested Review

The NAIC maintains market-related electronic bulletin boards to which members of the boards may post and
receive messages regarding specific companies and/or issues. The two market regulation-related bulletin boards
are the Market Regulation Bulletin Board and the Market Analysis Bulletin Board; both bulletin boards are
available on iSite+ and on StateNet.

The Market Regulation Bulletin Board is an electronic forum designed for state market conduct regulators to
communicate global issues, concerns and information about entities engaged in the business of insurance or the

specific rules/laws that help to govern the industry.

The Market Analysis Bulletin Board is an electronic forum designed for state analysts to communicate issues,

questions, concerns and information about the market analysis process.
A review of these bulletin boards for postings regarding the company under review may provigle us@

information about the company that the analyst may not otherwise discover. Postings regarding indfgid
companies may be found by logging on to the desired bulletin board and using the search function &
postings related to a specific company.

Caution: There is no uniform method used by the members of the boards for identifying a spegific ¢ ny by
name. As a result, a single company could appear on the boards in multiple postings each with a'@ghtly Sitferent
name. This can make it very difficult to search for postings for a specific company.

To ensure that as many references as possible to the company are found, the alﬁy t to try several

different versions of the specific company name when querying the boards. The a ay >0 want to use a
shortened version of the company name or the generic group name for the compﬁ er query. While this
t

method will produce more false hits, it will help ensure that all possib related to a company are
unearthed.

To help reduce the problems associated with inconsistent use of companyfia; individuals posting to the bulletin
boards are strongly encouraged to include the 5-digit NAIC compar’c d ostig when ever possible.

d

Note: To access either bulletin board, a regulator must be ber of the board which the regulator

wishes to access.
Specific Items to Look For

In reviewing postings about the company from either letin board, the following items should be considered:
1. Are there any recent (within the last 2 s) postings regarding the insurance company that are
noteworthy? If yes,
a. Are the functional area
posting?
b. Does the posting identi
Could the issue(s) present
extent would thgissues contai
state?

siness under review covered under the subject of the

t issues that could have implications in the analyst’s state?
the posting manifest itself in the analyst’s state? If so, to what
in the posting have an affect on the consumers of the analyst’s

c. Are there areas of ¢ or need for further review identified in Level 1 Analysis that are the
subject of a p

% te received any consumer complaints regarding the issue raised in the
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Area of Review: Other Governmental and Quasi-Governmental Agencies

Suggested Review

The review of information collected by other governmental agencies and quasi-governmental agencies may
provide the analyst with information about a company and related activity involving the company not found
elsewhere.

Other governmental and quasi-governmental agencies that may have relevant information about a company,
include, but are not limited to:
1. U.S. Securities and Exchange Commission (SEC);
U.S. Securities and Exchange Commission (SEC): The SEC oversees the key participants in the securities
world, including securities exchanges, securities brokers and dealers, investment advisors and mutual
funds. The SEC is concerned primarily with promoting the disclosure of important market-related
information, maintaining fair dealing and protecting against fraud. The SEC website (www.sec.
provides information on publicly held companies, as well as on entities licensed to sell securi
products. The SEC’s Electronic Data Gathering, Analysis and Retrieval (EDGAR) database preggides Q

public access to corporate information, allowing the user to research a company’s financia 1nf
rmSeH0-

and operations by reviewing registration statements, prospectuses and periodic reports filed
K and 10-Q.

Documents that may be helpful to the analyst regarding a particular company include:

a. Annual and quarterly filings (Forms 10-K and 10-Q), which can provide additi€al infétation
about the company’s structure, management, products and distribusg a detailed
management discussion of the financial condition and operating result

b. The 8-K report, which contains information if a company has undtfgone™ hange such as
change in control or bankruptcy.

These reports can be lengthy and some information may have en reviewed in a Level 1
Analysis. The analyst may wish to only review these records if: Le Analysis of financial
information and/or the Management Discussion and Analysis 0 ompany's NAIC Annual

Financial Statement identifies areas of concern or need for furthefrevi

2. U.S. Centers for Medicare & Medicaid Services (CMS);

addressed private health insurance coverage of me
mastectomy reconstructive surgical benefits.

ealth, maternity and newborn and post-

In states that have standards that substagt form to or exceed these federal standards, or in states
that otherwise enforce the federal £ te insurance regulators have primary enforcement
authority for companies. For t b not have such standards, CMS enforces HIPAA and the
related amendments.

In states in which CMS,is responsible®pr enforcement, CMS has assumed many of the responsibilities
undertaken by state ins iri
reviewing company polic s and business practices, performing market conduct examinations, and
imposing civil mone; ics, ¥rnecessary, for violations of HIPAA and the amendments.
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3. Financial Industry Regulatory Authority (FINRA);
FINRA is the largest non-governmental regulatory organization for all securities firms doing business in
the United States. FINRA was created through the consolidation of NASD and the member regulation,
enforcement and arbitration operations of the New York Stock Exchange. The consolidation, which was
announced on Nov. 28, 2006, and approved by the Securities and Exchange Commission on July 26,
2007, became effective July 30, 2007.

FINRA'’s chief role is to protect investors by maintaining the fairness of the U.S. capital markets. FINRA
is responsible for rule writing, firm examination, enforcement and arbitration and mediation functions,
along with all functions that were previously overseen solely by NASD, including market regulation
under contract for NASDAQ, the American Stock Exchange, the International Securities Exchange and
the Chicago Climate Exchange.

FINRA is involved in registering and educating industry participants to examining securities firms;
writing rules; enforcing those rules and the federal securities laws; informing and educating the investin;
public; providing trade reporting and other industry utilities; and administering the largest disp,

resolution forum for investors and registered firms. V'S

FINRA takes disciplinary actions against firms and individuals for violations of NASD a
securities laws, rules and regulations; and the rules of the Municipal Securities Rulema oa
Information about disciplinary actions taken by FINRA is available via FINRA’s B Chi t
www.finra.org/BrokerCheck.

The Joint Commission is a not-for-profit organization that sets the standards h care quality

is measured and evaluates the quality and safety of care for health s. The Joint
Commission maintains an accreditation program under which health care i Srare reviewed at
least once every 3 years to determine if it meets or exceeds the Joint Co tandards and quality
expectations. A list of Joint Commission accredited organizations results are posted in the

Quality Check section of the Joint Commission website at www.joint
5. Better Business Bureau (BBB); and
The BBB is a voluntary system of regional BBBs. The “»
are members or nonmembers of the BBB and makes R
information filed by consumers with the BBB) availgPic

rmation about companies who
orts on companies (complaint

Complaint information on companies is genera
complaints received by the BBB on a given compal
companies with more complaints, information is brok{yut by nature of complaint (service, sales,
refunds, contracts, billing) and type of resolfion (resolved, company made good faith effort to resolve,
unresolved, no response, etc.). In some es, government action information, such as multistate
resolution of national problems is indicatgg

Note: It is important to note (at a 3B report does not necessarily indicate that there are no

problems, only that complaints n afSsed by this voluntary system.
6. Other State Agencies/ rtments/Diisions.
a. Securities;
b. Banking;
c. Consumer tetwon;
d. Labog and
e.
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Other state insurance departments not primarily engaged in regulating insurance, that may share joint
regulation of certain activities of a company may provide additional information to the analyst. These may
include departments regulating financial institutions and securities, the state insurance departments for
consumer affairs/protection, the state attorney general and the state department of labor.

Specific Items to Look For

In reviewing SEC filings that involve the company, the following items should be considered:

O

1. Does the annual filing highlight an area of concern for the company? If so, in what area and what is the
concern?

2. Are there any proposed or recent changes in company structure, management, mergers or acquisitions,
etc. that are of concern? If so, in what area and what is the concern?

3. Are there any significant changes in the marketing of the line of business under review for this company?
Is the company expanding or limiting marketing?

4. Has the company changed product offerings and if so, will this change impact the line of business under
review?

5. Are there any 8-K filings for the company and if so, what change is indicated and is this of con

6. Are there any significant lawsuits discussed in the 10-K filing that have not been previously n‘(g"
analyst? If so, are the lawsuits in areas of concern to the analyst’s state?

7. Is there a pattern demonstrated in the management discussion information and financial dat WO
raise concern for market behavior? If so, in what way?

In reviewing enforcement actions taken against the company by CMS or market conduct exé@ginatiorh®f the

company done by CMS, the following items should be considered:
1.

168

2.

Are there any recent (within the last 2 years) CMS enforcement actions a
noteworthy? If yes, &
a. Are the functional areas and/or line(s) of business under review cov,
CMS enforcement action?

npany that are

¢ subject of the

b. Does the CMS enforcement action identify any significant jssues coula®have implications in

the analyst’s state?

c. Does the CMS enforcement action involve issues that are similal he areas of concern currently

under review?
d. Does the CMS enforcement action highlight an afpa o
area?
e. Has the analyst’s state received any cons
CMS enforcement action?

Are there any recent (within the last 2 years) CMS
a. Are the functional areas and/or line(s) of U
examination report?

r the company? If so, in what

s regarding the issue(s) raised in the

act examinations of the company? If yes,
afss under review covered under the CMS

b. Does the CMS examination report tify any significant issues that could have implications in
the analyst’s state?

c. Does the CMS examination r | sues that are similar to the areas of concern currently
under review?

d. Does the CMS examin I ight an area of concern for the company? If so, in what
area?

e. Has the analyst’s state recet any consumer complaints regarding the issue(s) raised in the

© 2006-2019 National Association of Insurance Commissioners
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In reviewing disciplinary actions taken against the company by FINRA, the following items should be considered:

1.

Are there any recent (within the last 2 years) FINRA disciplinary actions against the company that are
noteworthy? If yes,
a. Are the functional areas and/or line(s) of business under review covered under the subject of the
FINRA disciplinary action?
b. Does the FINRA disciplinary action identify any significant issues that could have implications in
the analyst’s state?
c. Does the FINRA disciplinary action involve issues that are similar to the areas of concern
currently under review?
d. Does the FINRA disciplinary action highlight an area of concern for the company? If so, in what
area?
e. Has the analyst’s state received any consumer complaints regarding the issue(s) raised in the
FINRA disciplinary action?

In reviewing information about health care organizations used by the company’s PPO or HMO network(s), the
following item should be considered:

1.

Does the network use health care organizations accredited by the Joint Commission? If yes, V'S
a. What percentage of the network’s health care organizations is accredited?

b. Is there a wide variety in the types of health care organizations accredited?
c. Are the major health care organizations in the network accredited?

In reviewing information from the BBB about the company, the following items should be considered:

1. Does the information highlight an area of concern for the company or the product liné@gder ref@w? If
S0, in what area?

2. Are areas of concern or need for further review identified in Level 1 Analys of information
available? If so, what are the areas of concern? 9

3. Are there complaints about the company and/or the line of business under re rep to BBB? Does

a review of iSite+ and state-specific complaint information show similar ar@is o ?
In reviewing information for the company from a non-insurance regula or i-regulatory entity, the

following items should be considered:

1. Does the information highlight an area of concern for the compgiiy orthe Product line under review? Is
so, in what area? 2

2. Are areas of concern or need for further review identified if{eve ysis the subject of information
available from the entity? If so, what are the areas o

3. Are there complaints about the company and/or t inesSWinder review reported to entity? Does
a review of iSite+ and state-specific complaint irf% similar areas of concern?

4. Has the entity taken any sort of administrative actio company? If so, what was it for and does
it affect the consumers in the analyst’s state?

Area of Review: Producer Licensing

Suggested Review

A review of the state’s producer licensin
about the company’s producer licensing
licensing data, the analyst may pbe able to ide
strategies or focus that have the p

© 2006-2019 National A

ta pany over the last 3 years could provide valuable insight
ity and its marketing focus. By reviewing the state’s producer
trends that may signal changes in the company’s marketing
tial to have an adverse impact on the consumers of the analyst’s state.
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For example, a large increase in the number of new producers appointed to represent the company in the last year
may be an indication that the company is preparing for a major marketing campaign to increase sales within the
analyst’s state. On the other hand, a large increase in the number of producers being terminated by the company
may signal a significant reduction in the amount of business the company plans to write in the analyst’s state or a
total withdrawal from a particular market.

A change in the types of appointments being made by the company could also be of importance. For example, if a
company has recently begun appointing producers for a specific line of business it historically has not had
producers for, this may indicate that the company is gearing up to start writing a line of business that it has not
written in the past.

Note: Not all states require that a company appoint specific producers to represent the company. In addition, those
states that do require an appointment may not require the company to appoint a producer for a specific line of
business. Finally, those states that do require an appointment may not capture the appointment/termination
information in such a manner that will allow the analyst to complete some of the suggested items. However, the

analyst should review these items when the summary reports are available.
Speci *
pecific Items to Look For

1. What type of agency relationship does the company have (e.g., direct writer, indepe agents,
exclusive agents)?

2. Has the company appointed or terminated an unusual number of producers in the lag
If yes, are the appointments and/or terminations for a particular line of busine$&§

3. Are there any producers representing the company that are the subject of @onsu
closed or pending?

4. Are there any producers representing the company that are the subject { re
finalized or pending?

5. Has the company terminated producers for cause?

years?

In reviewing information about the producer licensing activity for the company, the following ite uld
considered:
n
0

i aints, whether

actions, whether

Area of Review: State-Mandated Items (Reports, Data Requesgs, s and Exhibits)
L 2

Suggested Review

Many states require companies to file various reports,
department. A review of the information provided in the
review can provide valuable information about a company.
be limited to:

Grievance reports;

Market Conduct Annual Statement (MCAS
Prompt-pay reports;

ZIP code reports; and

Premium comparison surveys.

a reque
nandated

surVeys and exhibits with the insurance
ms related to the line of business under
ed under this area would include, but not

R B
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Specific Items to Look For

It is important for the analyst to identify all of the specific mandated items applicable to the line of business under
review. Once the applicable items to review have been identified, the following should be considered in the
review of mandated items:

1. Did the company’s response or data deviate from the norm? Did it deviate from prior years’ data? If so, in
what way?

2. Was there follow-up with the company on any specific areas of concern? If so, what was the outcome?

3. Have any issues been identified that the company has been advised to correct? If yes, has the company
reportedly corrected the issues?

4. Are there any regulatory actions or market conduct examination findings of concern related to the
mandated item in the analyst’s or other states?

S. Are there any consumer complaints related to a specific issue previously identified through a mandated
filing and reported corrected by the company? If yes, does the complaint stem from an incident that
occurred after the company reportedly implemented the correction?

6. Grievance reports: When the company is required to file a grievance report, do the patterns in the nu
of complaints received move in the same direction as the number of grievances reported ovewe 1
years?

7. Market Conduct Annual Statement: If the company must file the MCAS in other states, are stigglar
areas where the company data is outside the norm? Was there follow-up with the company t st
on any specific areas of concern? If so, what areas and what was the outcome?

Area of Review: Trade Publications & Other Media Sources

Suggested Review

4

Trade publications and media sources inform regulators about emerging issues a er atory concerns.
Reviewing articles and information from other readily available media sources ale analyst to potential
issues that could adversely impact consumers in the analyst’s state.
Review trade publications and other media sources for pertinent informati & e company. The various
media sources may include, but not be limited to:
1. Agent/Company newsletters; L 4
2. Local/National media:
a. Newspaper articles (Wall Street Journal, € 0s e, National Underwriter, A.M. Best,
American Banker, Kiplinger’s Personal France, etc
b. Print advertisements (Magazines, direct buses, etc.); and
c. Television (News, “Dateline,” “60 Minutes,
3. News wire on myNAIC—accessible to regulators with a AIC login ID and password,;
4. KPMG—KPMG provides audit, tax and advi services:
a. KPMG Institutes, a network dedic to helping organizations and their stakeholders identify
and understand emerging trends 2 To access, go to www.kpmg-institutes.com/; and
b. KPMG Global M&A Insuri lefters, an electronic monthly newsletter focused on
transaction activity arf{ tren to the global insurance industry including news and
analysis about the tren in adlines. To view global mergers and acquisitions insurance
news, go to http.//www.kp om/Global/en/industry/Insurance/Pages/mergers-acquisitions-for-
insurers.aspx;
5. www.findarticles.com;
6. www.insure.com;
7. Internal clipping foldg: tes maintain internal folders for companies that contain press clippings

© 2006-2019 National A
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8. LexisNexis (https://www.lexisnexis.com/en-us/gateway.page)—provides access to legal, news, public
records and business information; including tax and regulatory publications in online, print or CD-ROM
formats; and

9. Westlaw (https://legal.thomsonreuters.com/en)—a legal research service that provides access to a
collection of statutes, case law materials, public records, and other legal resources, along with current
news articles and business information.

Note: LexisNexis and Thomson Reuters Westlaw are fee-based services. It is recommended that the analyst check
with other areas within his/her agency to determine if access to either of these services is available elsewhere in
the agency. For example, the legal department in many states may already be subscribing to one of these services
and depending on the terms of the contract between the state department and the service, it may be possible for
the analyst to obtain access to the service at little or no additional cost to the insurance department.

Specific Items to Look For

In reviewing information from trade publications and other media sources regarding the company, the follow;}
items should be considered: 'S
)

1. Are there any recent (within the last 2 years) publications regarding the company and/

business under review that are noteworthy? Is so, explain.

2. Does the publication/report highlight an area of concern for the company? If so, in what are

3. Are areas of concern or need for further review identified in Level 1 Analysis the subje recent
publications?

4. Are there any proposed or recent changes in company structure, management, mg
change in product offerings, etc. that are highlighted in any publications?

5. If the company contracts with independent agents, do any producer trade pblicas
company in a way that if of concern or would require further review?

6. If an article references alleged misconduct is the conduct alleged an area hi e Company has been
fined, been the subject of prior regulatory action or cited on marl t exams in the analyst’s or

sitions,

reference the

other states?

Area of Review: Voluntary Accreditation/Certification Prografis

Suggested Review

the Potential of providing regulators with
quire companies to actively monitor their

The growing use of voluntary accreditation/certification
important information about a company. Many of these Of
compliance practices and take appropriate corrective action: essary. This information may provide the
analyst with insight regarding a company’s commitment to estae ng and maintaining a culture of compliance
designed to continually improve its market conduct aff?compliance practices. It can be considered as one relevant
indicator of compliance with related state statutes a ulations.

ograms h@
nizations

view, check the website of any applicable voluntary
ny participates in a voluntary accreditation/certification
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Specific Items to Look For

In reviewing information regarding the participation of the company in a voluntary accreditation/certification
program, the following items should be considered:
1. Does the company participate in a voluntary accreditation/certification program? If yes,
a. How long has the company participated and when was it last accredited or certified?
b. Does the company use the accreditation/certification in its marketing materials (letterhead,
advertisements, brochures, website, etc.)? If so, is the use of it in its marketing materials
appropriate?

Note: Access to the NAIC systems noted above (regulator-only myNAIC, iSite+, StateNet, MATS, RIRS, MARS,
etc.) is restricted to those people authorized by the individual insurance departments. If the analyst does not

currently have access to any of the systems, the analyst must follow his/her insurance department’s internal
procedures for obtaining proper authority to access the needed system.
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