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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
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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 III—FORWARD
How to Conduct Market Conduct Examinations

An effective market conduct examination program incorporates four basic elements: (1) a system for scheduling
examinations; (2) examination procedures tailored to the nature of the regulated entity’s operations; (3) timely,
action-oriented reporting of examinations; and (4) cooperation and coordination among the jurisdictions with
regard to conducting market conduct examinations.

This volume will provide the examiner with:

A brief introduction and history of market conduct examinations;

A description of various types of market conduct examinations;

Classification, qualifications and compensation of market conduct examiners;

Guidance on using standardized data requests in performing market conduct examinations;

How to schedule, coordinate and communicate market conduct examinations with a regulated entity;

An overview of sampling methodology;

Automated examination techniques; and &
Guidance on writing an examination report. \
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
specific procedures and guidelines. To effectively use this handbook, it is recommended thatgach j

jurisdiction and those that do not. This handbook is designed solely to provide assis : ction in
developing effective and consistent methodology. It does not reflect policies or proge
implemented by any jurisdiction. It is not intended that market regulators apply a
regulation process beyond the laws of their respective jurisdictions. To the ext
encouraged to follow the standards established in this handbook. The text
procedure or policy of a given jurisdiction only after it has been adopted
handbook by an agency to accommodate the specific requirements of its own
as a failure of that agency to implement adequate examination or other maghms re ign procedures.
It is also important that each jurisdiction communicate to its marf®t re s tI intent and scope of its market
fCtion’s market analysis, market
conduct initiatives and regulatory responses are to be cop : hat standards and criteria are to be

analysis of complaint data and trends in a specific line O a jurisdiction may wish to focus upon a
regulated entity’s compliance with a limited number of key ¢ s of a particular state regulation. Specific
e to sharpen the jurisdiction’s focus on its

Beginning with the 2018 edition of t SWation Handbook, the subject matter of the handbook is
restructured and divided into four volufies;

e Overview of market regulation
What is market analysis;

dbook is to combine interrelated chapters into the broad categories outlined
ith functional guidance to support state insurance department market

above and to provide
surveillance actjyvities.
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Updating the Market Regulation Handbook

This handbook is updated and released on an annual basis. Updates to the Market Regulation Handbook that are
adopted periodically during the year by the Market Regulation and Consumer Affairs (D) Committee will be
posted on the NAIC website. Instructions for accessing the updates on the NAIC website are located at the front
of the most recently published Market Regulation Handbook.
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Chapter 12—Examination Introduction

A. Background

History

The market conduct examination process began in 1969 as a new form of examination, first in Illinois, followed
in 1972 by Missouri and New Hampshire. The McKinsey report, funded in 1973 by the NAIC, pointed out that
financial examinations were too lengthy and too infrequent to prevent insolvencies. In fact, there were many
financial examinations that did not prevent an insolvency, but rather, provided only a post-mortem on how the
company “went under.” The McKinsey report suggested that a new examination format be developed, one that is
more frequent and timely. The NAIC A6 Subcommittee adopted this concept in 1974 with the hope that these new
examinations would help to either impede and/or prevent company failures.

In 1979, the U.S. General Accounting Office (GAO) released a report titled, “Issues and Needed Improvements in
State Regulation of the Insurance Business.” Among the criticisms in this report, the jurisdictions were cited
failing to systematically analyze complaint information, to use complaint information in the examination pro

to exchange complaint information and to make complaint summaries available to the public.

In response to this report, the jurisdictions, through the NAIC, established various task forces and su

which were charged with reviewing the criticisms of the GAO and recommending the appropriate @gti
to “repair” these problems. In 1981, the EX3—Market Conduct Surveillance Task Force was created charged
with “studying and making recommendations regarding efficient use of state resources in itori
market conduct performance with respect to both ongoing monitoring activities and examinatigns.

but rather,

The focus of these new examinations would not be “macroscopic” as are finaggia @
= management

microscopic to geographic area, process or line of business. This new examination@oulciy
errors of small impact initially, but with possible damaging long-term effects.

Early on, it became evident that the jurisdictions needed to develop a m of ng the complaints they
received, and also of comparing those complaints to complaints received anowier jurisdictions. Issues
discussed by the NAIC task forces included the development of a databa: w the Y@ sdictions should report the
data, how to compile and analyze the data, the development of a garke by jurisdiction and by line and
the development of a complaint index by the use of market share and@@mpiaint sfiare.

In time, many jurisdictions developed market conduct exagfiati These programs would come to rely
upon the complaint information. The 1989 minutes of €& NAIC reifhct that “[TThe development of an online
complaint database of all lines of insurance readily acceSi§
competent scheduling of market conduct examinations. [ 1sdictions are to adequately monitor the

marketplace and sales abuses, the NAIC must give high priority ¥ the implementation of such a database.” By
mid-1991, the NAIC Complaints Database System (§9S) was available.

=

Constant improvements and revisions
important role that market conduct exa

One of the early mandates for regulators was
complaint database helped to fill# void. In the 1989 minutes, a commissioner was quoted as saying the “NAIC
needs to address issues of public bons and the demonstrated lack of trust that the consuming public has for the
insurance industry.” The need :
accurate and clear communig
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Market Conduct Examiners

An insurance department must establish minimum educational and experience requirements for all persons
(professional employees and contract staff) involved in market conduct examinations that are commensurate with
the duties and responsibilities of the position. The insurance department should adopt a policy requiring the
professional development of staff through job-related post-secondary courses, professional programs, continuing
education courses and/or other training programs. Persons involved in market conduct programs may need to be
periodically evaluated by the insurance department to ensure that job duties and responsibilities are being
conducted in a professional manner.

Various jurisdictions have examiners that are either insurance department employees, self-employed, exclusively
or primarily as insurance examiners, on a contractual basis with an insurance department, or employees of a firm
engaged exclusively or primarily as an insurance examiner, on a contract basis with one or more insurance
departments.

The Examiner-in-Charge (EIC) is responsible for managing the examination, functioning as the coordinator with

the company, and along with other examiners that complement the EIC’s skills. The examination team shoyf<
have the appropriate expertise to ensure it is capable of fully conducting an efficient examination. This Jeans ‘
example, that at least one team member has claims expertise and one has underwriting expertise, etc. lg so

lines of business it may also be useful to have an advertising/sales and contract language expert e

examination team. For managed care examinations it may be useful for one team member to have e icnce
health care management or managed care. As a reminder, the focus of any level of a program shoul@bhe u
function of that examination team and not necessarily the number or skills of examiners.

A market conduct examiner may obtain on-the-job training from the assigned EIC and g 1 miners.

amincgmust also have
specialized knowledge of specific lines of business. This knowledge may come €pom Puh pbyment in the

Specialization in marketing, product development, underwriting, clajgns
development and rating methodology are all vital parts of conducting a
industry changes, so must the examiner. The examiner must become knowledg&ale
through continuing education programs about a wide range of complex pgfCess

, policy language
ion. Furthermore, as the
remain knowledgeable

()

Since 1989, the NAIC has offered education programs to its membe statefiSsurance department staff. In late
2006, the NAIC Insurance Regulator Professional Designatig g s launched. Designed to provide state
nal ‘gfowth through completion of specific
on recognizes a regulator’s expertise in

educational requirements, the NAIC-sponsored profes
insurance regulation.

Four NAIC designations are available: Associate Pr
Insurance Regulation (PIR) Senior Professional in
Insurance Regulation (IPIR). Additional informatj
available at www.naic.org/education_designatj

nsurance Regulation (APIR), Professional in
urance Regulation (SPIR) and Investment Professional in
he NAIC Insurance Regulator Designation Program is

The Insurance Regulatory Examiners as recognized the designations of Accredited Insurance
Examiner (AIE) and Certified Insurani miner (CIE) as an indicator of an experienced market conduct
examiner. The course of study to be comple or these designations approaches the course work of an MBA
with an insurance emphasis, ta n a self-study basis. There are two paths available in both the AIE and CIE
designations: life/health and prop sualty. Regardless of which path is taken, courses include business law,
accounting, management, busj at (emphasis on sampling techniques), economics, product development

and marketing methods.
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To earn an AIE, an applicant must successfully complete the required course work under a single education path,
be an IRES General member in good standing, and meet specific employment and experience requirements. To
earn a CIE, applicants must have previously earned (or meet the educational requirements to earn) an AIE under
either the Property-Casualty Educational Path or a Life-Health Educational Path, complete the required course
work following the same path taken to earn the AIE, be an IRES General member in good standing, and meet
specific employment and experience requirements. Regulators and insurance industry professionals may also
obtain a Market Conduct Management (MCM) or Advanced Market Conduct Management (AMCM) designation
from IRES by successfully completing its designated MCM and AMCM courses.

Specialized functional areas that an examiner must be cognizant of include sales and advertising, market
distribution, underwriting, rating, statistical coding, claims management (including adjusting) and, in managed
care, appeals processes, service areas, sales methods and provider relations. A competent examiner needs to
obtain a great deal of expertise in many areas.

As with all industries today, there is an increasing need for and use of computer applications. ACL, for example
is a valuable asset for market conduct examiners. However, the use of this and other computer programs is o
applicable if there is a thorough knowledge of the line of business being examined, as well as an undcr%ndin
the correct variables that can be used in order to obtain the files needed for review.

Examinations \
Some aspects of a market conduct examination can be accomplished at an insurance department{Qhil S

cannot. An examiner will often need to delve deeper into what is actually occurring in the marketpla nd one
way to do this is through an on-site examination. On-site reviews provide a means to ascertain
actually underwriting its risks, and may detect other underlying problems. The examiner g
identify these practices, and not rely upon how the company says they are underwrit
their business. o

While conducting an on-site examination, the examiner will be able to, throu of "sampling, review
policies issued and declined, review claim handling practices and directly ow afid why specific cases
were handled as they were.

or dwell on an individual
nother side to that allegation.
ut licensing or confusion about
teQutrols over its products and processes.
s ch leads to an increase in consumer

Critics of market conduct examinations often allege that examinations a;
problem rather than a company’s general business practices. Thdpe is,
Technical issues—such as carelessness in the use of policy forms or

which rate plan to use—could indicate that a company has 4
Such business practices could, in turn, lead to consumer g
complaints, which can trigger the need for a market cond®

Noncompliance that generates complaints about policy languagg treatment or policyholder service can lead
to major management concerns, as well as finagial insolvéncy. While identifying potential “problem”
companies, a market conduct examination and an ulting corrective measures can also reverse bad practices
and help companies compete properly.

B. Scope
An effective market conduct examinatio am incorporates four basic elements: (1) a system for scheduling

examinations; (2) examination procedures tai to the nature of the examinee’s operations; (3) timely, action-
oriented reporting; and (4) coope n and coordination among the jurisdictions.

J sponsibilities is to evaluate compliance by insurers and other regulated
entities with statute s. The major market conduct examination areas are: (1) company
operations/managem handling; (3) marketing and sales; (4) producer licensing; (5) policyholder
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An examination can be most effective if it focuses on general business patterns or practices of an examinee. While
not ignoring random errors, the market conduct examinations should concentrate on an insurer’s general practices.

Examination of underwriting, policyholder service, claims, marketing and sales, producer licensing and complaint
handling is conducted to determine factually what the company is engaging in as a business practice. The findings
of the examination should be reported in a factual, unbiased manner, and should be written in a form that relates
directly to statutory and regulatory standards or requirements. The examining state’s insurance commissioner will
then decide what action, if any, is appropriate.

The incidence of unlawful market practices varies considerably by line of business, class of risk, marketing
approach and geographical area. For example, misleading advertising is more likely a problem in some lines than
in others. Rating errors are likely to be more prevalent for a complex line of business, such as commercial multi-
peril policies, than dwelling fire policies. Claim practices may reflect the influence of a particular regional claims
manager and, therefore, be a local rather than a company-wide problem.

In examining a company’s market practices, primary reliance is placed on information developed by the s
members who process complaints and perform complaint analysis, who review and approve rates @d po!
forms, who regulate producers (agents and brokers), information from other jurisdictions and other ingica
(e.g., financial examinations).

An insurance department is also concerned with ensuring that a climate of competition continues
the insurance marketplace. A jurisdiction’s unfair trade practice act prohibits practices that involve
trade, or practices tending to foster monopoly—such as unfairly discriminatory underwriting prejgices
federal antitrust law applies to other industries. Improper activities of this type should i i
branches of a regulated entity in those phases of operations where such practices coul

4
Each jurisdiction should exert every effort to ensure that market conduct examinatio
efficient and meaningful manner. Insurance regulators realize that if the syste
function effectively, cooperation among jurisdictions is important. Althou
examining company practices in its own jurisdiction, to avoid duplication of
developed, interstate cooperation is important. Whenever an examination i sch
that conducts business in more than one jurisdiction, the jurisdiction 1 mination is encouraged to
share its findings with other states in accordance with the provisiofp of t k.

regulation is to
n is responsible for
make use of information

The NAIC has developed and continues to expand its electrg
facilitate the sharing of information between jurisdictiog
enhance the effectiveness of market conduct examifiQy
examination schedule and findings with other NAIC memb®&
System (MATS).

ijurisdiction is encouraged to share its
se of the NAIC Market Action Tracking

MATS allows market conduct examiners and analyd§i\to communicate schedules and results of examinations and
other market actions. MATS allows for the calling of et conduct examinations and non-examination inquiries
and market actions, in addition to providing cafy tO@omplete information about the entities involved in the
action. MATS can be used to view t actions for a specific entity or a number of entities.
Information in MATS is maintained 2 and completed market conduct actions. Market actions
captured in MATS are: comprehensive , targeted examinations, focused inquiries (typically inquiries
on-examination regulatory interventions. MATS also provides

ing System (FEETS), which became available in July 2011, allows
state insurance regulators tq¥ he progress of individual and group financial examinations. While MATS
ding combined (market and financial) examinations, FEETS is used
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C. Overview of Examination Methods

Many jurisdictions perform some type of a market conduct function or examination procedure. The common
element among all jurisdictions performing market conduct examinations is an evaluation of compliance with the
jurisdiction’s requirements for consumer protection. However, the types of examinations being performed and the
definition given to market conduct varies from state to state.

The content and method of examinations appear to be guided more by each jurisdiction’s approach to marketplace
involvement, rather than from some form of traditional market conduct method. The ultimate goal of a market
conduct examination should be to identify and correct an insurer’s operating practices that are in conflict with
contract provisions, state laws, rules, regulations, or upon orders of the commissioner. Contract provisions or
other actions by an insurer generating consumer dissatisfaction or complaints that are not addressed in state laws,
rules or regulations should be noted for potential legislative action. Subjects regularly included in an examination
are operations/management, complaint handling, marketing and sales, producer licensing, policyholder service,
underwriting and claims.

Issues such as proper and prompt payment of claims, fair application of underwriting standards aggl trut
presentation of all policy provisions are also common areas of inquiry. A jurisdiction’s market conduct figgeti
may include examination of these areas, either separately or combined. A jurisdiction’s approa: t
conduct may also be dictated by the extent of its resources. Full comprehensive examinations, limited- tar,
examinations and the full range of variations in between are all effective regulatory tools.

The Insurance Department Resources Report-Volume One, an annual survey of NAIC me
provides data regarding staffing; budget and funding; examination and oversight; ins rs; and
consumer services and antifraud. This state-by-state comparative report contains an g ahable statistics
that includes the size of budget and staff, annual budgets, revenues collected, nurf@er of s nd producers,
and the number of consumer complaints filed. The IDRR survey of 2017 data reve. at
mini
act ex

an 70% of all
jurisdictions perform market conduct reviews or examinations. Market conduct re utilized by more

than half of the jurisdictions. Jurisdictions may also use financial exami c miners or part-time
market conduct examiners, who often also perform other functions as part o insuiiggce department’s internal
staff. Due to various forms of resource limitations, permanent full-time tcC personnel are not always
utilized. .

The best approach to adequately monitor the insurance marketplace utile combination of standard tested
market conduct procedures in such a manner that recognizf® i ’s own special needs and concerns.

There is no substitute for competent, well-trained, fullfime ma cotiduct examiners. It is essential that
ers particularly need sufficient current
: s at the planning stage of the examination
and, if necessary, to adjust examination procedures in respo » new developments. This handbook, while
stressing this goal, is designed to be of assistance tgf2ll jurisdictions and levels of personnel involved with the
market conduct process.

The use of computers enhances an examiner’s o petform sampling, record examination findings, produce
a report of the findings and expedite edures. Access to the NAIC databases and use of email
allows for the transfer of information, 2ol access to insurers’ financial and market data. Numerous
information systems are available, inc arket Action Tracking System (MATS), which provides
summaries of market action findings that can"@ehance examination procedures. The NAIC supports the use of
audit software programs that cai ¢ a dramatic impact on improving the productivity, efficiency and accuracy
of the examination process.
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D. Confidentiality

The issue of confidentiality is significant in the successful execution and completion of any examination
performed by a state insurance department. Subject to a state’s examination law, an examiner has the authority to
view regulated entity information. In the course of examining a regulated entity, an examiner reviews, or has the
opportunity to review various types of information, e.g., policyholder, applicant, claimant and insured nonpublic
health or financial information and proprietary company data.

The work papers an examiner creates and maintains during an examination may be considered confidential, if
they contain or are based upon confidential data. It is therefore essential that not only examiners, but all insurance
department regulators involved with an examination treat confidential regulated entity data, examination work
papers and other work products created during the examination process as confidential documents, pursuant to

their state requirements.
Definition of Confidentiality
For the purpose of this handbook, confidentiality can be defined as “the nondisclosure of certain informatj

except to authorized person(s) and the prevention of unauthorized access, use and distributi(‘ of Q
information.”

Scope \
The broad term “information” can be defined as any and all data in any format, whether maintained xa

computer or other electronic device or media. Confidential information may be provided to tors in
written format, electronically, or even verbally. Examiners need to be aware of the format in conidential
information is presented, and take necessary precautions to prevent unauthorized access, duction

and distribution of that information.

L 4
Examples of Confidential Information
Ultimately, state law and federal law will designate what materials are considgied coiidential. Examples of
-
d

confidential information relevant to insurance regulators include, but are not

e Third-party information (e.g. underwriting files and claim files) pr
being reviewed by department of insurance personnel or a third-
behalf of a department of insurance, including regulated entity
work product;

e Regulated entity proprietary information (e.g. compa
underwriting guidelines, internal audits, self-evalug
membership programs etc.); and

e Documents or other records created, produced, o8
information between state insurance department pers¢
regarding the review of a regulated entity. This type of c€
representatives of other state insurance depar{ients.

regulated entity that is
r performing services on
ient communication or attorney

manuals, marketing materials,
e plans, best practices organizations

ny

disclosed to examiners and exchanges of
ding department attorneys and examiners
Nunications may include communication with

What Makes Data Confidential?

The type of data under review by an
Many jurisdictions have either promu
similar statute or law, which sets forth

Law on Examinations (#390) or created a substantially
provisions of documents, including work papers, created,
urance commissioner or any other person in the course of any
e report, Gce adopted and with the passage of the required time period,
the underlying work papers remain confidential. The Market Conduct
esses this issue and specifically references the confidentiality of
the market analysis process. However, not all states have adopted the
NAIC models and yiti ers need to be aware of applicable state statutes, rules and regulations

% e considered confidential under federal and/or state law.

market conduct actions. Altho
becomes public, under the Mo,
Surveillance Model Law (#69
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Federal privacy rules issued under the federal Health Insurance Portability and Accountability Act (HIPAA)
address confidentiality of protected health information, which includes information regarding the past, present, or
future physical or mental health or condition of an individual; the provision of health care to an individual; or the
payment for the provision of health care to an individual. Examiners should be familiar with HIPAA and how it
impacts the conduct of examinations.

The confidentiality of information related to substance abuse and chemical dependency treatment is protected by
section 543 of the federal Public Health Service Act, and its implementing regulation, 42 CFR, Part 2. The federal
Gramm-Leach Bliley Act, (GLBA) which became law in 1999, was enacted to ensure that financial institutions
protect customers’ nonpublic personal financial information. Even individuals who are not technically
“customers” of an insurance company, for example, individuals who have completed and submitted an application
for insurance but were denied coverage, are also protected under GLBA.

In addition to these federal laws, many states have enacted state privacy laws (informed consent laws) that place
further protections on privacy of health information. Examiners should not only review all applicable federal
laws, but also review applicable state laws, which may be more restrictive than the provisions contained in fed
law. In addition, examiners should note that the provisions contained in state informed consent la\“ and
federal HIPAA law do not prohibit state insurance department access to a regulated entity’s records.

Examiners need to also be aware of what circumstances (if any) data can be disclosed to third

example, confidential information regarding abuse, neglect, or domestic violence may only be difglose r
specified circumstances.
Maintaining Confidentiality

An examiner and all other state insurance regulators to whom confidential informati€ entrusted, have
an ongoing obligation to maintain the confidentiality of nonpublic personal infordtion§ovidediby a regulated
entity’s applicants, insureds, policyholders and claimants.

Proprietary company procedural manuals, marketing materials, underwrify lines, ¥nternal audits, self-
evaluations, compliance plans, best practices organizations membership a tc. may be considered
confidential by the regulated entity, and the examiner also has a duty to preven rized disclosure of such
materials.

The pre-examination packet or coordinator’s handbook provided t re entity prior to the onset of an

res for maintaining the confidentiality
anti provisions in this fashion ensures
mented and provides for consistency of
dings will ultimately be based.

examination should outline state insurance department policj
of documentation reviewed during an examination. Prov}
that state insurance department confidentiality procedur®
the handling of examination work papers, upon which the ex¢

Level of Confidentiality
Examiners should be aware of applicable state an§iffederal confidentiality statutes, rules and regulations, and
referral of any questions regarding confidentiali ment of insurance counsel is encouraged.

o
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General Guidelines for Maintaining Confidentiality of Data

The following guidelines for maintaining confidentiality of data apply to examiners, state insurance department
personnel and third-party contractor(s) performing services on behalf of a department of insurance. These
guidelines include, but are not limited to:

184

As part of the examination process, examiners should be mindful not to disclose, publish or disseminate
confidential information and agree to use their best efforts and take all reasonable steps to protect such
confidential information from unauthorized reproduction, publication, disclosure or distribution. If state
law addresses confidentiality of examination work papers, it is generally not necessary to enter into
confidentiality agreements between insurance department employee examiners and the entity being
examined. Any requests to enter into such agreements should be reviewed by insurance department
counsel. In the event a contract examiner is being utilized, insurance department counsel should review
applicable law and any contracts to determine the best course of action for protecting the confidentiality
of regulated entity information.

Examiners should be aware that it may not be appropriate to discuss, either verbally or in a writte
fashion, details of specific areas of an examination with any regulated entity representative. Inappropri
discussion with individuals not authorized to receive sensitive information may have a harmﬁwiffcc

the company and on the examination itself. When in doubt, an examiner should exercise discre'\

contact a member of senior management when discussion of sensitive information is necessa

Applicable state insurance department information security policies should remain in effect nu
accessing state insurance department computer resources or company information systems any
remote location;

—

Examiners should ensure that hard copies of all confidential data obtained 1
secure from unauthorized access. All physical copies of work papers®draft
examination should also be kept in a secure environment. Examiners sho
limitations regarding access to other types of sensitive information,
medical test results (e.g. HIV and other laboratory test results)
regarding mental health, alcohol and substance abuse and treatment
medical records and records relating to sensitive information unde , with access granted to a
limited number of individuals. In any case, with any on-site exgffiin; department of insurance or
the Examiner-In-Charge (EIC) should request a room witfa lo at inimum, locking file cabinets
to store confidential information;

ed entity are
¢/course of an
Of any statutory
as rmation concerning
o dormestic violence, and
iners should maintain

k

iting access to all forms of electronic,
inated via hard drives, laptops, personal

Limiting unauthorized access to confidential dg
verbal and written confidential information stor®
computers, electronic mail, the Internet, network se Phone communications (both land line and
cellular), facsimile machines, photocopiers, scanning ces, digital images and videography, and
electronic equipment, such as peripheral meffa read/write storage devices (CDs, diskettes, flash drives,
memory sticks, thumb drives, etc.);

ansinission of confidential or sensitive data via any of the
dequate encryption of data is required and secure access

Examiners should assume that
above methods is considered

During an examination,
which will no longer be u

a” dod 0 be destroyed should be disposed of in accordance with the document
hed by the state; and

destruction pgaced
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e When an examination is completed and the information required to be retained under the particular state’s
retention laws has been properly saved and secured, all electronic hardware used in the course of the
examination, including hard drives, laptops, personal computers, voice messaging systems, facsimile
machines, photocopiers, scanning devices, digital cameras and audio/visual recording devices and
peripheral read/write storage media (CDs, diskettes, flash drives, memory sticks, thumb drives, etc.)
should be sanitized so that recovery of confidential information is not feasible.

Privilege

There are instances where examiners may request data and have procedures and laws in place to protect the
confidentiality of the information; however the regulated entity resists providing the information claiming a
“privilege.” Information that is privileged is generally not subject to the discovery process in court proceedings,
nor can it be subpoenaed; however, if the information is not protected and is disclosed to someone, the privilege
may be waived. These privileges are established by common law, statutes, court rules and judicial decisions.

Some privileges which may be asserted include:

e Attorney-client privilege: Protects the actual communications between the client and lawyer and o
extends to information given for the purpose of obtaining legal advice or representation. The igfprma

preparation of legal theories, planning of strategy, and recording of mental impressions.
Subpoena, 622 F.2d 933, 935 (1979); and

e Self-critical analysis or self-evaluative privilege: A more recent common 14® anc
privilege designed to protect qualifying internal self-evaluative documen
parties. Self-critical analysis can be broadly defined as any critique by $ pers r entity of its own
operations, policies, or processes. Note: “The Privilege of Self-Crij sis,” 96 HARV. L. REV.
1083 (1983). Many courts have refused to acknowledge the privileg ve ied different criteria for
determining when it protects the self-evaluative documents.

If the regulated entity cites a privilege as a reason to deny access ®cert org requested by the examiner, the
a

examiner should request the entity’s position in writing and consult iate insurance department legal
staff.

E. Disclaimers

This handbook was designed primarily as a guideli
procedures for performing market conduct exami
required to be implemented by any jurisdiction. To
standards established in this handbook. The te
jurisdiction only after it has been ad pencCy. Deviations from this handbook by an agency to
accommodate the specific requirement{of 4

for re agencies to use in developing their own
ons. It does not reflect policies or procedures that are
xtent possible, jurisdictions are encouraged to follow the

mination techniques are constantly changing in order to effectively
urance products, methodologies and marketing techniques. Regulators are
vle new examination techniques and tools with other jurisdictions and with

regulate specialized insurers
therefore encourage sha
the NAIC.
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Chapter 13—TYypes of Examinations

Market conduct examinations can be conducted on the following types of insurers: life, accident and health, and
property/casualty insurance companies, as well as health maintenance organizations, health service corporations,
third-party administrators, title insurers, statistical reporting agencies, affiliates, producers and all other entities
licensed by the insurance department. These examinations are conducted to ensure (1) equitable treatment of
policyholders; and (2) compliance with applicable statutes and regulations.

While market conduct examinations can fall into several categories, most are defined by variables such as the
reason, scope and method of conducting the examination. Most jurisdictions have established procedures for
when to perform an examination, as well as for the type of examination that is necessary, based upon the needs of

the department and the marketplace.
A. Types of Examinations
Routine Examinations
Certain jurisdictions have statutory requirements that examinations be performed at regular interval,&e' he
e
0

conjunction with financial examinations or separately. Examinations performed on a regular basi
problems unrecognized through the usual indicators. Routine examinations usually allow for a min

days’ notice for the preparation of materials by the company. If circumstances dictate that greater ogless tice
is required, discretion should be permitted to the jurisdiction in charge.

Comprehensive Examinations

Comprehensive examinations are full-scope examinations that generally involve a rej f a Company’s

business practices. A comprehensive examination would include a review of the comgany )/ management,
complaint handling, marketing and sales, advertising materials, licensing, policyhold = _ufiderwriting and
rating, nonforfeitures, policy rate and form filings, claim handling and other state-spegf¥ic ents.

Additional or alternative areas may be included for an examination of a com|] co ting business in specialty
areas; for example, health insurance entities. An examination of a health ins y ai%d include a review of its
grievance procedures, network adequacy, quality assurance and i ementy@provider credentialing and
utilization review practices. 7S

Target Examinations
Target examinations are a focused examination reviewing
practice, such as underwriting, marketing or claims. Pr
examination.

1f18@ne of business or a specific business
inations are another example of a target

Target examinations are specific as to the area of con oe called by any jurisdiction at any time, with
or without notice to the insurer as circumstances digifite. In the event of a target examination, it is recommended
that a review of the company’s current complaints, ‘gawell as a review of its operations/management area be
conducted.

Limited-Scope Examinations
Limited-scope examinations usually inv: It ¢ examination methods available other than, or in addition
to, the traditional on-site market conduct exa tion.

Examples of a limited-scope exa ion are as follows:
e Interrogatories—A cQim

submitted to the confp
by a review iy 0
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order to obtain information. Verification of the information is accomplished
during an on-site examination.
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e Re-examinations or compliance examinations—These types of examinations confirm compliance with a
previously issued order of the director/commissioner or other administrative action and serve to verify
that the company has initiated corrective actions for adverse findings detailed in a prior examination
report.

e Desk examinations—Used as a means of follow-up on an issue found during an examination that did not
rise to the level of a clear violation, but still caused the insurance department some concern.

e Small company examinations (small is defined as county mutual companies, fraternal organizations or a
company that has written a predetermined premium volume)—An opportunity to review a small
company’s practices when the expense and time required for a traditional examination might not be
warranted. Because of the potentially smaller field sizes, this is an opportunity to use ACL and other
computer programs to conduct portions of the review.

B. Examination Sequence

Initial Examination

An initial examination is the first time a jurisdiction has conducted an examination of an entity4uit
examinations are also used to identify the examination of an entity where a significant amount of ti s la
since the jurisdiction previously examined the company.

Subsequent Examination
A subsequent examination indicates that the entity was previously examined by a jurisdiction. termgis most
commonly used by states that conduct routine examinations.

Re-Examination L4
Re-examinations are follow-up examinations that are based on specific issues. Re- re often shorter
in duration than an initial or subsequent examination. The focus of re-exami etermine company
compliance with previous market conduct examination report recommendati r inistrative orders.

C. Jurisdiction of the Examination

Examinations are also categorized based on whether there are% 0 re gates involved in a coordinated
examination.

Single State Examinations
Most market conduct examinations are single state exain is the name implies, there is only one
jurisdiction involved in the examination.

Multistate Cooperative Examinations

The concept of zone examinations has not traditio been considered relevant for market conduct purposes.
The reason generally given is that although a ¢ . be solvent in all jurisdictions, if found solvent in any
one jurisdiction, the market behavior i e (g thin one) jurisdiction can significantly vary from behavior
present in another jurisdiction. In addi tion has its own statutes and regulations that vary widely,
thus making zone examinations usually 1

Q

While these concerns remain t
and practices, are similar from j
agree to perform multistate

ny of the d€fined unfair trade acts and practices, as well as unfair claims acts
iction to jurisdiction. These similarities may form the basis for the states to
way examinations utilizing common agreed-upon standards. Such an
upon which other jurisdictions could reduce the scope of additional
such examinations.
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There are times when several jurisdictions have a joint interest in the market performance of a company and their
collective concerns may be best met through a cooperative examination of that company. In such a multistate
cooperative examination, it is not relevant which zones may be involved. The jurisdictions participating may
agree to prepare a single joint report or prepare separate formal reports for each jurisdiction.

Multistate cooperative examinations may also be inappropriate when a company’s behavior is specific to one
jurisdiction. A multistate examination may also be inappropriate when the laws specific to one jurisdiction or a
few jurisdictions require extensive interpretation by the regulating authority in order to be functionally evaluated.

D. Method of Examination

There are a variety of ways an examination can be conducted by a state. A typical examination may include one
or more of the following methods.

On-Site Examination
On-site examinations are conducted on the premises of the company. Most of these types of examinations
conducted at an insurer’s home office or at the location where the records under examination are storedfinc
ide
c

examiner(s) conducts most of his/her work at the company location, the company is required to provi 0
site for the examiner(s).

Examinations are conducted at any location of the company where the policy or claim recor
Members of an examination team frequently may be required to complete portions of an examingtion a other
than the home office or branch sites of the company.

Desk Examination
Desk examinations are examinations that are conducted by an examiner at a locdo
premises. Desk examinations are generally performed at the insurance departmen;
providing requested documents for review.

This type of examination can be used when a jurisdiction wants to ensure a ¢ ny dequately responded to
an examination report or where the examination is extremely narrow in itgysco company conducts their
own examination according to guidelines and standards provided byf’the ing jurisdiction. Once the
company completes the examination, it is reviewed by the examiling jiqa#iCtio)). If the examination results are
not satisfactory or do not appear reliable, another examination metho y b, aged.

E. Lines under Examination

The lines of business under examination may also a defining examination. A company that engages in
multiple lines may be examined in all or a portion of the lini business in which it writes; for example,
personal lines only versus the company’s commercialftsiness.

In addition, there are several types of specialg inations that review lines of business that are not
“traditional.” Premium finance companjgs, s brokers, statistical agents and third-party administrators
are all examples of specialized lines of (usine
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F. Use of Hierarchical Description

An examination type will be reasonably precise if the user identifies the examination with a descriptive phrase
from each of the six areas in this chapter. This creates a hierarchical description of the areas of an examination,
describing the types of market conduct examinations that could be conducted by a state.

Selection of Type + Exam Sequence + Specialty Area (LOB) + Scope + Jurisdiction + Method. Some examples of
usage of hierarcharical descriptions are noted below:

\

Type Selection Routine Target Target Target
Exam Sequence Subsequent Initial Initial Follow-up
Specialty (LOB) P&C Health Title Life
Scope Limited (Undwr) Limited (Clms) Comprehensive Limited (Undwr)
Jurisdiction Single state Single state Single state Multistate
Method On-site Desk On-site Combination
4 \< »
0\< '
4 \o. ’
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Chapter 14—FExaminer Classifications, Qualifications and Compensation

A. Classifications

Classifications of Examiners

The following classifications are recommended (depending on staff levels):
e Associate Examiner;

Insurance Examiner;

Senior Examiner;

Examiner-in-Charge; and

Administrative Examiner

B. Qualifications Q
Examiners Generally O

It is recommended that an Associate Examiner, Insurance Examiner, Senior Examiner, Examiner-in‘harg
Administrative Examiner shall be:
a. An insurance department employee; \
b. Self-employed, exclusively or primarily as an insurance examiner, on a contract basis with ran
department; or

c. An employee of a firm engaged exclusively or primarily as an insurance examiner, 0 a co t basis
with one or more insurance departments.

Associate Examiner
It is recommended that an Associate Examiner shall be an entry-level examiffr wit

qualifications for Insurance Examiner.
Insurance Examiner
It is recommended that an Insurance Examiner shall have completed at least f th&gight courses required for
certification by the Insurance Regulatory Examiners Society (IRES) ligi old the designation of
1
(

yet met the

Accredited Insurance Examiner (AIE); or meet the non-curriculum condfio uircd by the IRES accreditation
program to be eligible to hold the title of AIE or Certified Insurarf® Exaiyd ), including but not limited to
IRES experience requirements, IRES continuing education requ ent, pliance with IRES Code of
Professional Conduct and Ethics and payment of IRES fees magatenance of continuing certification.

Senior Examiner
It is recommended that a Senior Examiner shall be certi surance Regulatory Examiners Society
(IRES) as eligible to hold the designation of Accredited In ce Examiner (AIE) or Certified Insurance
Examiner (CIE); or meet all conditions required by ti#?IRES accreditation program to be eligible to hold the title
of AIE or CIE, including but not limited to IRE erience requirements, successful completion of required
IRES curriculum, IRES continuing education regy compliance with IRES Code of Professional Conduct
and Ethics and payment of IRES fees relating narice of such continuing certification.

Examiner-in-Charge
It is recommended that an Examiner-in-
Society (IRES) as eligible to h
required by the IRES accreditati

C) shall be certified by the Insurance Regulatory Examiners
the designa of Certified Insurance Examiner (CIE); or meet all conditions
rogram to be eligible to hold the title of CIE, including but not limited to
IRES experience requirements, suc I completion of required IRES curriculum, IRES continuing education
requirements, compliance WigfIis of Professional Conduct and Ethics and payment of IRES fees relating
to maintenance of such cont ification. An Examiner-in-Charge must be a Senior Examiner and have the
responsibility of overSQ exany site of an examination.
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Administrative Examiner

It is recommended that the Administrative Examiner must have the qualifications of an Examiner-in-Charge and
have the responsibility of overseeing more than one team of examiners concurrently. Additional responsibilities
may include, but are not limited to, examination scheduling, identifying target examinations, pre-examination
conferences, review and approval of examination reports, ensuring compliance with examination requirements,
review of company response to report recommendations, handling rebuttals, coordination of market conduct
functions with other divisions and jurisdictions and handling personnel matters.

C. Minimum Qualifications of Multistate Examiners

It is recommended that an examiner shall only be eligible to participate in a multistate insurance examination if:
employed or contracted with an insurance regulatory agency; have at least two years of insurance regulatory
examination experience; and preferably be certified as either an Accredited Insurance Examiner (AIE) or Certified
Insurance Examiner (CIE) by the Insurance Regulatory Examiners Society (IRES).

D. Conflict of Interest for all Examiner Classifications

No examiner shall either directly or indirectly have a conflict of interest or be affiliated with the mgnagef@gut
or own a pecuniary interest in any company subject to examination. This statement should not be tru

preclude an examiner from being a policyholder or claimant under an insurance policy; a grantor of e
similar instrument on the examiner’s residence to a regulated entity, if done under customary te e
ordinary course of business; an investment owner in shares of regulated diversified investme ;ora
settler or beneficiary of a blind trust into which any otherwise impermissible holdings have be hese
conflict of interest guidelines shall not prevent the occasional use of independent profe nsulting
purposes. *

E. Examiner Compensation \

Regulators may access suggested examiner compensation information a et Regulation Handbook,
Handbook Updates and Reference Documents link on the StateNet home T xaminer compensation
information is in the Market Regulation Handbook Reference Documents ion 0 eb page.

Non-regulators may access the examiner compensation informati& Alg@VAccount Manager web page at
https://www.naic.org/account_manager.htm. \

Salary
The rates posted on the above-referenced web page are s
jurisdiction governing salaries and expenses of insurance exarts
be prepared by the jurisdiction employing or contractipg the exa
this policy.

and shall be subject to provisions in any
ccessary exceptions or clarifications should
°rs and should be consistent with the intent of

the examination is initiated and terminating upon
participation therein and to include actual travel time. If
nthorized. If a motor vehicle is used, travel time allowed
ffles per day. To determine travel time for an examiner who
a minimum of 400 miles, which results in the number of travel

The daily rate is to be computed beginning
completion of the examination or the eypmi
air travel is used, only one day’s trave(iti
shall be computed at the rate of not les
uses a motor vehicle, divide actual mileage
days.

No salary charge shall be mad, which examiners are absent (except as noted in the paragraph above),
provided the company is opgff’] orimal transaction of business.

business, it is recommen at salary shall be allowed for that particular day.
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Expense Reimbursement
Expense reimbursement is to be computed for the time beginning when the examiner is to report for duty and
terminating on completion of active participation and is to include travel time.

If the examiner is assigned to an exam and available for work on any day that the company has closed for
business, it is recommended that expense reimbursement shall be allowed for that particular day.

Expenses shall be paid on a basis consistent with the per diem rates prescribed by the Office of Governmentwide
Policy (OGP) for reimbursement of subsistence expenses during official travel. These rates for the following
expense categories are published annually by the U.S. General Services Administration (GSA). Insurance
departments may obtain these rates at www.gsa.gov.

Lodging;

Reimbursement should be on the basis of actual expense (receipts required) or consistent with guidelines
accepted by the supervising jurisdiction.

Meals;

Reimbursement should be on the basis of actual expense (no receipts required) or consvnt
guidelines accepted by the supervising jurisdiction.

Travel; and \
To Site
(b) ac

Reimbursement should be on the basis of (a) airfare costs (receipts required); o to site

mileage traveled, using the current Internal Revenue Service per mile rate.
Q re reasonably
Travel Frequency

It is recommended that travel reimbursements be authoriz the €@pminer’s domicile every
other weekend. Expenses will be paid based on t sse irfare or mileage. This
reimbursement is made in lieu of the per diem allowang?. It iglmderstood that the travel will be
done with a minimum amount of work time lost.

On-Site
Reimbursement shall be provided for local travel, including rent’ r
appropriate.

Incidental.
Reimbursement should be on the basis of actua cikonsistent with guidelines accepted by the
supervising jurisdiction.

Payment of Expenses
Payment of examiner expenses and supporting docuifientation for examiner expenses will be in accordance with
the laws and fiscal procedures of the examiner’s honigurisdiction.
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Chapter 15—Standardized Data Requests

This chapter provides guidance to market conduct examiners and promotes the use of standardized data requests
during market conduct examinations. Examiners should also consult the guidance offered in the Market Conduct

Uniform Examination Outline, which is in Chapter 16—Scheduling, Coordinating and Communicating.

The intent is to establish a set of standardized data requests that all states can use for uniform examinations. The
standardized data request layouts and the fields contained within are subject matter and/or line of business
specific. They include a brief description of the data the standardized data request intends to gather and a list of
possible uses for the data submitted. The type and scope of examination will determine which standardized data
requests and data fields should be requested.

The following parameters were taken into consideration during the development of standardized data requests:

e An examiner can add fields that are specific to business in their state. The examiner should inform the
company of additional requests and give the company a longer time period to provide the data;

e The companies are not required to maintain each field named in the standardized data requests.
examiner should review the actual data request with the company prior to the creation of any d*a ile
order to determine which fields the company can or cannot provide. For fields that cannot ed,
the company and examiner need to determine the best way for the examiners to obtain the a

needed;

e The fields are designed to mirror information normally kept in specific fields on the compan
system. They were not meant to gather information that is kept in “memo” field
company may keep the amount of the claim payment in a numeric field specifica
purpose, but would keep all of the adjuster’s notes on how the adjuster arrivefpat fiat unt 1n a memo
or notes field. Because information contained in memo fields cannot be eagjly p 1 can be quite

large, this data should be reviewed during the actual examination and not dguestiy
request;
ile fo

e The fields selected are intended to enable the examiner to break dgw:

m)] €r

mpling or perform

he claim feature code so
that it would be broken down into the different feature code populationS§g.g.. Hrst-party vs. third-party)
and sampled; or a file of commissions paid would be review 100 percent licensed and
appointed compliance testing; and

e The fields may also be used for completeness testing.
examinations differs from testing conducted for fig
will normally try to compare to the financial S
results of these tests can be inconclusive. Othe placed into the data request to help the
examiner feel comfortable that the file is accurate & ¢. These types of fields would include the
NAIC company code, state, policy effective date or poliiacption date.

iations. The market conduct examiner
inccWBtate Pages are not usually audited,

Standardized data requests were developed to helpgfiless experienced examiner get started. At the top of each
sample data request is an explanation of what the requ&@is and how/when to use it.

A. Standardized Data RequestsiSD
What is an SDR?
The SDR is a list of fields that ¢ used to obtain data from a company for regulatory purposes. The data fields

contained in the SDRs are not tory” fields. Rather, they are suggested fields to enable state insurance
regulators to gather informatj 1!
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The SDR:
e Provides a list of suggested individual fields to give an examiner a starting point for requesting data for an
examination;

e Assists with uniformity of requesting data from companies;

e Is not an “end-all, be-all” list. It does not cover all areas (especially topics such as privacy or medical
malpractice, where electronic data requests are a new arena). An SDR should be considered a working
document; and

e Is not intended to replace a file review. Due to the limitations of SDRs and the data files produced in
response to SDRs, policy, claim or complaint files may need to be reviewed to adequately assess a
company’s compliance with a state’s laws and regulations.

How Do I Use A Standardized Data Request (SDR)?
The following is a step-by-step guide to using an SDR, once a company has been selected for examination:
o Identify the line of business to be reviewed;
e Define the areas to be reviewed;
e Determine the examination period and the scheduling time frame; L 2
e Designate the standards and tests that will be utilized; and \
L]

e [Language and provisions in company forms may require a higher standard t cable
state’s rules and statutes (e.g., a life and annuity company ma higher
minimum/guaranteed interest rate than required, and a property/cas@y ay have a
longer grace period or window for accepting past due premiums th‘ req %

e Determine the records from which the data will be derived:

e Policies issued or applications taken; and
e Reported/Paid claims or denied claims;
o Identify fields needed to determine populations and samples or 100 p tc iance:

e Policy number (for identification purposes);
e Application, effective, paid or denied date (to dete
period);
State (also used to verify that correct data was
Producer number (to quantify results by prog
Plan code (to determine business type andép
e Reason code (for determining populatio
e Optional additional fields:
e Names (to easily verify that correct sample files &
e Insured; and
e Beneficiary;
Interest rates;
e Amount paid,
Underwriting; and
e Riders; and
e Endors
e (Claims;
°

Review applicable rules and statutes:
e Individual state;
e  Multiple states; and
the aj ¥
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e Fields needed to cross-reference or join tables:
e Policy number (to join the claim record with the policy record);
e Insured ID (to verify completeness of data files); and
e Producer number or department of insurance ID on business and claims lists (to determine
producer identity);
e Determine the layout of the data request:
e Customize the data request to the company;

Separate data requests by company systems; and
Separate requests by various areas to test;

e Provide the company with specific instructions or parameters for each SDR and field requested:

Be aware that a company may interpret the SDR or its fields differently from a previously
examined company; and

Be clear about what data the examiner is specifically seeking. For example, if the
examiner is gathering information on replacements, clearly specify whether the company

e Provide the company with data specifications. Each data request is laid out in a basi®stuc

should provide data on replacements where the company is the existing insurer,
replacing insurer or both;

containing:
Field Name—This field offers an abbreviated descriptor of the type of. be
requested in eight characters or less;
r 0

Start—This field indicates the placement of where each field begins in the
data request. This is a suggested number that can vary depending on
provided. If the company does not capture a field, they will move ongda.the
Length—This field suggests to the company how long thé GQL be. This is a
suggested number that can vary depending on the data propded. % an be altered,

but should be adjusted only after discussion and agreement W ainy;
s

e Be sure the company knows to adjust the field 1 ceded and not to just
cut off data because the company runs out gro,

Type—This suggests to the company the proper fo fo information in a given
field, i.e., alphanumeric (both letters and numbezs), (numbers only) or date
[MM/DD/YYYY]. Generally, data fields should¥nly he nuificric if a calculation is to be
performed on them; 3

Decimals—This is only used with numeri€fields tells the company how many

decimal places should be in the num
Description—This field provide
and if specific layouts are neede@
should contain a “yes or no” response
End of record indicator—This field shd
indicate where the record en

anation of what each field should contain
, it may specify whether a particular field
a date format of [MM/DD/YYYY]; and

ontain a value for each record in a table to

e Provide a cover page with instructi clevant to the entire examination:

© 2006-2019 National A

Company to be exami
Examination pegod,;
Applicable sta
Data submissio
Data submission fo
Contac n at the insurance department; and
Due dat ta requested,;
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e Determine how the right information can be obtained:
e Maintain communication with the company;
e Compliance contact (person responsible for coordinating the examination);
e Systems contact (person responsible for pulling electronic data); and
e Financial contact (person responsible for completing the annual financial statement);
e Schedule a meeting or conference call to discuss; and
e Definition and submission guidelines;
e Fields and workarounds; and
e Supporting documentation;
e Code lists; and
e Paper documents;
e Determine how to present questions (critique forms).

Where Are the NAIC Standardized Data Requests Found?

Regulators may access NAIC standardized data requests adopted by the NAIC Executive (EX) Comupittee
Plenary via myNAIC at the Market Regulation Handbook, Handbook Updates and Reference Docum“::#s i
the StateNet home page. The standardized data requests are in the Market Regulation Handbo e C
Documents section of the web page. Non-regulators may access standardized data requests adopted b N
Executive (EX) Committee and Plenary on the NAIC Account Manager wi p
https://www.naic.org/account_manager.htm.

ersonal
ommercial

Revisions to the combined Producer, Commission and Complaint SDR, combined Property a
Lines SDR, combined Life and Annuity Insurance SDR and the combined Propert{is ;
SDR were adopted in 2006 by the Market Regulation Handbook (D) Working Gggup G %
and Consumer Affairs (D) Committee. The Credit Life and Accident and Health SR@, wa g
Market Regulation Handbook (D) Working Group in 2006. The Title Insurance Nﬂ nple Letter were
adopted by the Market Regulation Handbook (D) Working Group in 2008&, In , revisi¥ns to the combined
Property and Casualty Commercial SDR were adopted by the Market uct mination Standards (D)
Working Group. A health reform-related SDR and corresponding definitions e adupted at the NAIC 2015
Spring National Meeting.

Updated stand-alone Producer, Marketing and Sales, Commissio int standardized data requests
(which replaced the combined NAIC Producer, Commissiong int Standardized data request adopted in
2006) were adopted by the NAIC Executive (EX) Commit ary 192017.

The combined Life and Annuity SDR adopted in 2006 ed by new stand-alone life claims, life
declinations, life in force and life replacement standardized quests which were adopted by the NAIC
Executive (EX) Committee and Plenary in 2017 apg new stan®*alone annuity claims, annuity new business
declinations, annuity in force, annuity payment, githdrawal and surrender, annuity plan code and annuity
replacement standardized data requests, which were ad@gted by the NAIC Executive (EX) Committee and Plenary
in2018.

At the time of publication of the 2019 &@®n rket Regulation Handbook, there are 20 standardized data
requests adopted by the NAIC:

1. Producer Data Request;

2. Marketing and Sale Request;

3 Commission Data R«

4. Complaint Data

= 2 onal Lines Data Request;

6.

7.

8.
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9. Life Replacement Data Request;

10. Annuity Claims Data Request;

11. Annuity New Business Declinations Data Request;

12. Annuity In Force Data Request;

13. Annuity Payment, Withdrawal and Surrender Data Request;
14. Annuity Plan Code Data Request;

15. Annuity Replacement Data Request;

16. Property and Casualty Commercial Data Request;

17- Health, Long-Term Care and Medicare Supplement Data Request;
18. Credit Life and Accident and Health Data Request;

19. Title Data Request and Sample Letter; and

20. Health Reform-Related Data Request and Definitions.

The NAIC updates standardized data requests periodically. When updated standardized data requests are adopted
by the Market Regulation and Consumer Affairs (D) Committee, they are made available to regulators on the
Handbook Updates web page, which is located on StateNet at the Market Regulation Handbook, Handb
Updates and Reference Documents link. Non-regulators may access updated standardized data requc‘s on
NAIC Account Manager web page at https://www.naic.org/account_manager.htm.

77
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Chapter 16—Scheduling, Coordinating and Communicating

A. Company Selection

Company Selected

Each state should develop a standard planning process for its market conduct examinations based upon statutory
examination requirements, market analysis, participation with multistate actions and unusual circumstances that
require immediate investigation or examination. Consideration should also be given to developing a standard
planning process for the continuum of market actions, other than examinations, especially for regulatory
responses that are more in-depth than inquiring about a single issue. A state will apply the criteria that it has
established for calling examinations to the information developed from the standard planning process, in order to
determine which insurers should be examined. An examination call sheet and supporting documentation should be
collected at this time. Regulators may also refer to the items listed in the Market Conduct Uniform Examination
Outline in Section R and the Reasons for Examination in Section S of this chapter.

Internal Data Requested from Insurance Department

Prior to an examination being approved, specific information should be compiled from the various sectilhs wi
the insurance department. Examples of this information include licensing (insurer lines i
producer/agency appointments); consumer complaints (number and types of complaints); market re
compliance history; rate and form filings; and financial analysis and examination. A notice (e.gy, V1
should be sent to the sections informing them that an examination of the company will commence a

any other relevant information. '’

Justification of Examination
If not otherwise documented in the NAIC Market Analysis Review System (W),
prepared by summarizing all relevant data used to determine the necessity of the
examinations, a call sheet should be prepared—along with the examination plan

submitted to the appropriate insurance department personnel for approva@giiThe osed examination
memorandum is approved, disapproved or returned to staff with instructions ta ditional information.
et

Development and Monitoring of Examination Plan or Continuum of s Plan
A well thought out and documented plan provides guidance fog the (kanad n team or employee (whether
ordj

contracted resources or employees are used) and the insurer’s exa$ 10 tor alike. An examination plan
T

01!

may include a primary document that is shared with the exa: ntal document to provide further
guidance to the examiners. The primary document may, atogpinto the pre-examination packet or
examination coordinator’s handbook.

The primary examination plan should address the following, agplicable:

o  Clear identification of the entity or entities to bggexamined, WiCluding locations or regional offices;

e Stated objectives for the examination that fgflow justification for calling the examination or performing
the continuum of market actions;
Estimated time frames and allowances th
Budgeted expenses for examin
Estimated travel, lodging and
Estimated incidental or adminis nd supplies directly associated with the examination;

A list of factors that gould potentialifycontribute to increased examination costs, such as delays in
responding to examiner: nforeseen compliance matters;
e In the case of examinations, xplanation of expense reimbursement and invoicing process;

to each broad functional area being examined;

19 In cases of routine ex
the planning stages of the
should be obtai i

inati formation may be solicited from the various insurance department sections during
subsequent to the examination call letter being issued; however, the information
encement of any field work.
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e [favailable, a brief discussion of potential ways to reduce examination costs, such as conducting portions
of the examination through secure electronic data processes; and

e Contact information and procedures for addressing questions, concerns or appeals about the examination
or response process, examination or response plan, or subsequent examination-related invoices.

The supplemental examination or continuum of market actions planning document for the examination team or
applicable examiner should be designed to focus the process on the specifically targeted areas of review. The
materials provided with the supplemental document are likely to include more investigatory materials that
constitute confidential investigatory materials and examination work papers. As such, the supplement should be
treated accordingly. It should include:
e Directions relating to which Market Regulation Handbook examination standards should be incorporated
into the examination;
e Market analysis-related materials that offer insight into the nature of any issues or concerns to be
examined;

e Directions for accessing appropriate reference documents, bulletins, legal opinions, etc. &

Additional considerations are appropriate for those states using contracted examiners. Prior to ente! 1N
agreement for contracted services, it is important to consult with department of insurance legal staff t i
what applicable state requirements apply, such as “request for proposal” and contract bidding, tio d
monitoring. Additionally, it is important to verify that use of contract services meets with depargaent o ance

e If not otherwise provided, work sheets and guidance for relating state-specific laws and regulations
examination handbook standards; and

contract examination team to address the following issues:

e Provisions relating to confidentiality, data protection, ownership of examinati® aners, and other
relevant matters such as drug-free workplace rules that may have oth]::Qi cluded in the
contract;

e Instructions for preparing billing invoices, including supporting docus ation. G is generally a best
practice to obtain detailed documentation of time and expense reim efigfor audit purposes. Practices
may vary by state, but it is generally important to provide sufficien merition to regulated entities

required to reimburse examination expenses. That permits the late ity to maintain sufficient

documentation for its internal and external audit purposes;

e Timing for presentation of invoices and billings. In genCr: freghent invoices along with more
frequent and detailed presentation to regulated eptitic ir reimburse expenses improves
communication;

e Guidance for expense reimbursement allotment
established by Continental United States (CON

‘nd travel, i%luding frequency of travel, such as those
r Government Accounting Office (GAO)

standards;
Guidance relating to whether holidays, sick legaze and travé@time are to be reimbursed; and
e Provisions for communication and prior roval of any anticipated cost overruns or proposal for

alterations of the examination work plan.

B. Scheduling Examinations

1. In determining priorities; @ relative significance of the following indicators should be evaluated:
a. Statutory examin! i
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d. Rate and form review;

e. Market share analysis;

f. Examination findings from previous market conduct examinations;

g. Information from the commissioner of another jurisdiction;

h. Reports and analysis from NAIC information systems, including the Regulatory Information

Retrieval System (RIRS), Complaints Database System (CDS), Financial Analysis and Solvency
Tracking System (FAST) and email;

i.  Financial analysis and IRIS ratios;
j-  Information from other external sources;

k. Changes in the control environment; V'S

n. Findings from previous financial examinations.

1. Pre-admission; \
m. Market Conduct Annual Statement; and 0

When scheduling examinations, consideration should also be given to period

el agen of domestic
rket. In these

insurers, even in instances where the domestic insurer is not active in 4pe dd
instances, a multistate examination should be considered.

2. Document an explanation of the basis for calling the examination.

3. Review of current and previous examinations (examination history specified company or
companies as found in the Market Action Tracking System (MA
C. Scope of Examinations \m
There are various market conduct areas, which may be 45 2 examination. These include, but are not
limited to:

1. Company Operations/Management;
2. Complaint Handling;

3. Marketing and Sales;

4. Producer Licensing;

5. Policyholder Service

6. Underwriting and Ratin d

7. Claims
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The areas to be covered by the examination (e.g., underwriting only or claims only), the line(s) of business, as
well as the time period under review must be clearly defined. The location of the examination must be
determined—e.g., corporate headquarters or regional offices. The scope should include a preliminary estimate of
timing and costs.

D. Selection of Examiner-in-Charge (EIC) and Team

The EIC is the on-site supervisor of the examination team. The examination team may be comprised of one or
more examiners in addition to the EIC. When selecting the examination team, states should match examiners’
areas of experience to the appropriate examination.

E. Estimating Time Requirements

In estimating time requirements examiners should:

1. Identify the subject area(s) of the examination in terms of the lines of business to be covered and t
functional area (e.g., marketing and sales, underwriting, claims, etc.).

L 4

2. Identify the specific survey to be performed for each line of business; i.e., the steps to be iedQput

collect the necessary information. Consideration should be given to the recordkeeping s o

company so that adjustments can be made in examination procedures to accommodate the data’piessin’
methods of the company as long as the integrity of the examination is not compromised.

3. Estimate the size of the field, obtain the data and determine the sample size for each surv

4. Estimate the length of time required for the examination. A final examination
of the duration and cost of the examination, should be completed by the EICag so0tjg ble.

15

Final adjustments should be made within the first two weeks of the examinggibn mmunicated to the

company. The examination plan needs to reflect actual field discoveries as ity and availability of data,
the level of the company’s cooperation, the location of the data, etc. As th ina matures, the EIC may
need to adjust the examination plan. The company should be notified of a an the justification.

F. Calling the Examination *

All jurisdictions are encouraged to utilize the NAIC Mar]
market conduct examinations, in addition to focused j
Once the triggers, subject area and estimated duration hav®
be entered and announced (called) via MATS. MATS is availat

Trading System (MATS) for announcing
on-examination regulatory interventions.
ed, a market conduct examination should
gulators only.

MATS allows market conduct examiners and analystifto communicate schedules and results of examinations and
other market actions. MATS allows for the calling o ket conduct examinations and non-examination inquiries
and market actions, in addition to providing ea ~ omplete information about the entities involved in the
action. MATS can be used to view t actions for a specific entity or a number of entities.
Information in MATS is maintained | and completed market conduct actions. Market actions
captured in MATS are: comprehensive argeted examinations, focused inquiries (typically inquiries
made of multiple market participants), and non-examination regulatory interventions. MATS also provides
notification of new and updated Qgtign informati®n via the Personalized Information Capture System (PICS).

Insurance departments are epggura log examination information using MATS for market conduct
examinations conducted o f entities. It is particularly important to include all single state
examinations, regar that other jurisdictions can coordinate their own examination efforts and

avoid the unnecessary inflltaneous separate examinations by multiple jurisdictions.
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The Financial Examination Electronic Tracking System (FEETS), which became available in July 2011, allows
state insurance regulators to follow the progress of individual and group financial examinations. While MATS
provides historical information regarding combined (market and financial) examinations, FEETS is used
exclusively for financial examinations.

G. Notice of Examination Reported to MATS

Examinations need to be entered into MATS no later than 60 days before the expected date of the on-site
examination. Exceptions to this rule are examinations that are called to respond to more immediate concerns.

1. Notify Domiciliary State (MATS PICS event subscribers will automatically be notified. Not all regulators
subscribe to PICS.)

2. Notification to Company

a.

© 2006-2019 National A

Timing of Notice—At least 60 days prior to the examination date, a notification letter should b
sent to the company. This letter should specify the necessary information and arrangem
referenced in Subsection (b) that follows. &

If the company demonstrates a clear need for additional time to prepare for the N
additional time may be granted prior to the commencement of the examination. ot
periods need not be followed if: (1) there is reason to believe that advance notifi@gtion e

company might result in the destruction of important records; or (2) the interest of po olders
or claimants would be prejudiced by delaying the examination of company reco

Content of Notice—The notification letter should advise the c8
information and arrangements (Some states may include this ifPthe 10

coordinator’s handbook or pre-examination packet.):
1. The scope, intent and period to be covered by the exar& estimated start and
ed

end date. The duration of the examination may be ad upon on-site conditions.
If it becomes necessary to change the starting date, t mp
change;

2. The legal basis for examination and cost and billiig urcs;

hould be notified of the

3. Arrangements for receiving copies of rel@ant nyyrocedural guidelines, manuals,
policy forms with notice of approval, advertiy Is, producers’ records, renewal
material, methods used to solicit bug 1 ired consumer complaint register and
any other pertinent data;

4. Requests for data that require lez

he following
examination

clop—e.g., claims runs, loss and expense
ratios (acquisition, administrative ane t), policy runs, licensed producers runs—
or any alternate and/or appropriate methi&igfot isolating records, if necessary;

5. Office space, supplies and eqfffpment required to conduct the examination;

6. A request that the compan; ond to the notification letter and furnish the name of its

examination coordinator

7. t, and the procedures by which companies can report
and resolve problems which may develop related to

8 m expects to utilize audit software during the examination, the
fication to the company of the intent to use the audit software.

relative to the installation procedure should accompany the notification

9: on packet or examination coordinator’s handbook provided to the

ty prior to the onset of an examination should outline state insurance

iation of Insurance Commissioners 205
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H. Company Identifies Examination Coordinator(s)

Prior to the commencement of the examination, the company must identify company personnel who will have the
authority and responsibility to respond to the criticisms of the examiners, as well as provide additional
information as needed.

The company responds to appendices/other requested information received. The company is instructed to respond
to the insurance department by a specified date with answers to various questionnaires or interrogatories

contained within the preliminary pre-examination packet or examination coordinator’s handbook, as well as
provide any other requested information by the date specified.

I. Examination Audit Plan Drafted
1. A state shall determine the phases and/or standards of the examination that are to be reviewed. An
estimate of the amount of time required to conduct each phase of the examination should be made, wi
the understanding that additional time may be necessary depending upon the findings of the examinati
4
2. The type of information to be included in an audit plan is as follows:
a. The scope of the examination; \
b. The justification for the examination (summarized);
c. The lines of business to be examined;

d. Company procedures to be examined/omitted and the reasons for dgin

e. A time estimate for completing the examination; and \
f.  An identification of factors that will be included in the billi
3. Determine the type of report to be prepared—either one by test or '&ion.
J. Initial Examination Team Meeting, Including Conf¥ t%anal)

States that use contract firms must determine goals, restrictj urcdpoversight and billing procedures. It is
recommended that the insurance department meet with team prior to the team going on-site. To
the extent possible, instructions provided to contractors shd \ared with the company.

K. Pre-Examination Contact

Under ordinary circumstances, the EIC will contas e company coordinator prior to the beginning of the
examination and make all necessary arrangg contact may be by telephone, a letter or a pre-
examination visit. It is during this pre-gfamir act that the workspace, data requests, necessary supplies,
office equipment and other examinat
arrangements to begin the field portion aation.

L. Pre-Examination Proc es

1. Insurance Departme
a. The EIC of

d ew
| cQiled examination should, prior to the examination, review the following:

e iition reports with related correspondence directive to the company and the
a esponse, if any;
tion from other jurisdictions applicable to the examination;
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3. Information available from the NAIC, including the following, should be reviewed:
e Examination Jumpstart Reports;

Regulatory Information Retrieval System (RIRS);

Complaints Database System (CDS) and the Complaint Index Report;

Market Action Tracking System (MATS); and

Financial Analysis and Solvency Tracking System (FAST).

In addition to the above information, sharing of audit software applications designed for
specific uses or entities should be accomplished through the use of the NAIC File
Repository.

4. Consumer complaint records to determine any recent trends in the number or nature of
complaints;

5. Producer licensing information; and
6. Rate and form filings.

b. The EIC should contact other department supervisors to develop additional information,
guidelines for the examination. Necessary authority (e.g., warrant or subpoen% for
examination should also be secured.

c. To the extent that any of the information requested is available in the insurance en
office, it may not be necessary to obtain such information at the company office.

2. Pre-Examination Visit or Telephone Call
In addition to the notification letter, it is advisable to provide further detail T&gh Dy prior to the
commencement of the examination. This additional communication can W®acco dShrough a pre-
examination visit, telephone call or combination of both. The purpose o e nation visit or
telephone call includes:

a. Discuss the examination process and expectations with ficial$” responsible for the
areas to be examined and the designated company coordinato,

b. Review the company recordkeeping and computer syfiem: en normal market conduct
procedures, which may require modification to adjo hddata processing methods of the
company and to avoid unnecessary costs to the cofifgany. ompanies that do not maintain
hardcopy files, those files must be accessg C e Ray Tube (CRT), micrographics,

i Hab

imaging, microfiche or any other med of duplication to hardcopy if the
examiners so request;

c. Request copies of previous examinations and in audit reports;

d. Determine other branch locations, h handle business within the jurisdiction that may impact
the examination;

e. Arrange for security
office supplies and equir

g space for the examination team, along with required
0 conduct the examination;
f. Review materials requested in&p notice; and

g. Discuss working ho nd travel arrangements.
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3. Instructions to the Examination Team
a. The EIC should contact all examiners scheduled for the examination and convey the following
information:
1. Name and location of company;
2. Date and time the examination will begin;
Specific instructions concerning the conduct and purpose of the examination and the time
period under review;
Name of designated company coordinator;
Scope of the examination;
Administrative issues, including working hours and travel arrangements;
Develop an audit trail procedure for the examination; and
Organization of work papers.

W

00! F Y Iy (o o

b. Prior to the start of the examination, the EIC should communicate with other members of the
examination team to:

1. Discuss all pre-examination findings and familiarize the examination team members w4
pertinent information developed, V'S

2. Outline each examiner’s assignment to be completed during the examination;

3. Receive input from the examination team as it pertains to ideas or su iorigpfor
successful completion of the examination;
4. Discuss maintenance of working papers to provide a record of all si0

co
supporting analyses and data. The working papers should include:
e  Summary of conclusions and the analyses that support them;
e Factual support for the analyses, including detailed e dicating

individual file data; and
e Screen prints where media is electronic; L 4

5. Emphasize properly documenting work papers and e hons.
document exceptions with the use of critique forms and gfotoc
P ent
d

and materials. Examiners should review insuran
proper “chain-of-custody” for evidence, when
administrative, criminal or additional civil actions;

e dl1

6. Examiners should be aware of requirements fi
e.g., alcohol and drug abuse medical recof@s.

t jurisdictions
of appropriate files
idelines concerning
ptions might involve

of confidential materials;

M. Data/Files

Data Requests Are Provided to the Company

Detailed instructions for data requests should be provi pre-examination packet or examination
coordinator’s handbook. States should utilize the uniform data sts or inform the company that they will be
supplying alternative data requests. The request shouil clearly state the file type, format and medium. Examples
of data requests are policy types by policy number ali}issue date; claim types by claim number and date received;
commissions paid by name, date and amount; T oggitracts by name and effective date; and policy forms by

type and first date of use.

Data Received from the Company
Upon receipt of the completed data request: examiner should validate the data. File selection may take place
in advance of the examination tggm’s arrival or &pon arrival at the examination location. The EIC may instruct the
company, prior to arrival or up ival, of the files to be pulled or reports to be provided when the on-site
examination has begun.

EIC Reviews Appenglices/(
The EIC should revi

additional information ne

@ uested Information
mpagdy’s responses to the questionnaires and/or interrogatories and request any
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Samples Determined
Depending on the circumstances, the examiners will use company-provided printouts, ACL or other methods
necessary to select the files for the sample or census review.

N. On-Site Coordination

1. Once the examination team has arrived on-site, the EIC should take the opportunity to introduce the
examination team members. The EIC should explain the examination process to the company coordinator.
The EIC should inform the company at this time if the examiners have any special needs or additional
requests.

2. The EIC should notify the chief examiner of the start of the examination and report any changes or
developments resulting from the preliminary meetings with the company’s representatives.

4. The EIC shall be responsible for the efficient conduct of the examination and supervis&l\

3. The EIC shall be responsible for timely progress reports, including adverse findings, to the insuranc
department and to the company, as may be advisable. 0

examination team.

&

0. Request for Information

When an examiner perceives a violation of a statute, regulation or policy provision—or di
underwriting, claim or producer licensing error—the company will be provided a gyri
explanation of the error or a written acknowledgment of the error. This form js c© erred to as a
criticism or a “crit” sheet. The criticism and the company’s response bec<§l

documentation. The company is allowed a specified time period to respond.

1. Summary of Findings

Upon completion of the file reviews, the examination team p es rt of their findings. The
examiners should share the summary of findings with the gmp

2. Final Examination Team Meeting

Upon completion of the field work of the exa should offer to conduct an exit meeting
with the company to discuss significant findings,“@gplain thefflext steps in the examination process and
allow the company to present any outstanding concers g 2IC should not re-argue the findings of the
team at this time.

P. Communicating with Company Manageigent

1. The EIC should ensure that comhunig @
2. The EIC should encourage an inc SHILO
personnel.

3. The EIC should mak

company personnel is clear, concise and to the point.

mmunication between the examination team and company

car to company personnel that requests for documentation and other
i timely manner.

communication with company personnel is well documented.
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The EIC should deal directly with the company examination coordinator, but not allow this arrangement
to restrict the examination process or excessively shield key personnel with whom examiners need to
communicate.

The EIC should explain to company personnel that the timely completion of the examination depends on
communication and cooperation.

Only through open communication between the examination team and company personnel will both parties be
on the same page, thus leading to a “no surprises” wrap-up or exit conference.

Q. Post-Examination

Post-examination procedures may vary according to state examination laws or administrative procedures and
requirements.

1.

210

Wrap-Up or Exit Conference

A wrap-up or exit conference is initiated by the examination team at the completion of the
examination. The company’s management personnel should be included in this con
examination team will summarize its findings and discuss issues pertinent to the report. The
exit conference can be accomplished face-to-face, via teleconference or via written form.

The EIC should advise company personnel of the resolution process utilized by er ifsurance
department. The process should include the following:
a. Process used to draft the report;

4

b. Timetable necessary for submitting the report to the company; and \
c. Timetable designated for the company’s review of the repo \

Drafting of the Examination Report

accordance with NAIC market conduct examination repo delg and include a summary of all

findings of the examination. See Chapter 19—W;
examination reports.

ation Report for guidance on writing

The examination team will prepare the initial draft of tirepo at of the report should be in
i
&

Review of the Examination Report

The report should be submitted to the insuragf® department and reviewed by designated personnel of the
department.

Company Review and Acceptange of ¢
The report is sent to the compa
The timetable given to the compan
necessary for resolution

a. A formal letter o

b. A statement tions on developed issues;
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c. A letter signed by each company director acknowledging the contents of the report, where
required; and

d. Any other information or acknowledgment specifically required by state statute.
5. Informal Conference on the Report

If all issues relating to the report are not mutually agreed upon, the company may request an informal
conference with the insurance department. This conference should be held at the insurance department’s
office.

6. Formal Hearing on Report

If problems relating to the report continue to exist (following the informal conference), a formal hearing
should be held to resolve any issues in the report.

disposition may include one or more of the following items:

a. No further regulatory action;

b. Re-examination referencing issues noted in previous examination report; 0
c. Consent order;

d. Agreement or order of stipulation; ’\

e. Payment of a monetary penalty; and &

f \

7. Regulatory Action V'S O
Final regulatory disposition will be determined by the insurance department, not the &\

Waiver of right to a hearing.

8. Distribution of Report and Final Regulatory Action 3 %

A copy of the report should be forwarded to thg anc ssioner of the domiciliary state.
Examination results should be entered into appro dataPase. Additionally, final (adjudicated)
actions should be entered into the appropriate NAS

9. Post-Examination Questionnaire

The post-examination questionnaire is desiggtd to aid in the final evaluation of the examination team. It
is important that the coordinator identi es as they arise and provide feedback that improves the
examination process. The questionnai b&Rompleted by the company’s examination coordinator
at the conclusion of the eyfimina work. It may be included in the pre-examination
packet/examination coordinats or mailed to the company at the conclusion of the
examination. A sample post-exa ion qucstionnaire is included at the end of this chapter.
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R. Market Conduct Uniform Examination Qutline

1. Examination Scheduling
a. [Each state shall prioritize examinations.

1. Each state shall establish criteria for calling a market conduct examination. (See Section
S of this chapter for an example of items that may be considered.) States shall establish a
priority or weight for each of the criterion being considered.

2. Each state shall prepare a schedule of examinations and select a person responsible for
developing and maintaining the schedule. Exceptions may be made when an examination
is called as a “no-knock” examination; and

3. The trigger or reason for the examination shall be maintained in the examination
documents, preferably the work papers.

b. States shall utilize the NAIC Market Action Tracking System (MATS).
1. As soon as scheduled, each state shall enter the examination into MATS, which i
administered by the NAIC;
2. Each state shall adopt a system for ensuring proper implementation and mainggnanc

the MATS system;
3. Regulators are encouraged to subscribe to the MATS Personalized Inform: CapQuee
System (PICS) events.

c. Each state shall follow a timetable for entry of examinations into MATS.
1. Examinations shall be entered into MATS no later than 60 days before xpegicd date
of the on-site examination. Exceptions to this rule are examginati a alled to
respond to more immediate conditions.

4

2. Pre-Examination Planning
a. Internal planning by states on companies selected for examinatio
1. Each state shall develop a standard planning proc a f the ‘items reviewed may
have been used in the examination priority process a y b e the basis for the pre-
examination planning. In addition to the items fo in mination scheduling, the

following information may be considered:
Information from prior examinati®

L] S
e NAIC databases;
e Internal database, such as th int ;
e Discussions with other igftirance depgment personnel;
e The financial statement;
e Interview with the company; &
e Information received fsom other stites’ examinations.
2. The plan should be mainta in a manner that may be incorporated into the work
papers.

3. At the end of
of the examin

ess, the state shall determine the phases and/or standards
ore attention; the phases or standard that require average

ination time allotted; and
ed emphasis: Smaller samples, review may be limited to procedures only,
iced scrutiny and examination time allocation.
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4. Each state shall prepare an examination work plan prior to the examination. The work
plan or planning memorandum shall include:

The scope of the examination;

The justification for the examination;

A time and cost estimate; and

An identification of factors that will be included in the billing.

b. Each state shall develop a system to announce the examination to the selected company.

1. The announcement of the examination should be sent to the company as soon as possible,
but in no case not any later than 60 days before the estimated commencement of the on-site
examination. The announcement notice should contain:

e The name and address of the company or companies being examined,;
The name and contact information of the Examiner-in-Charge;
The date the on-site examination is expected to begin;
The statutory authority for the examination;
The identification of items that will be billed to the company, if any;
A request for the company to name its examination coordinator; and
Additional information may be requested at a later date.

c. Each state shall develop a preliminary examination packet or examination
handbook that should be sent to the examination coordinator as soon as possible, buiig no Cdse
not later than 30 days before the estimated commencement of the on-site examigtion.

1. The preliminary information shall contain the following information:
e  General instructions;
The scope of the examination;

The materials requested to perform the examjnation’;
Standardized data requests; \
Requirements for accommodations and supplies;:

Time and cost estimates;

Travel information;
Specific instructions regarding samplingf’co ications with the company and
other pertinent information;

Location of on-site examination;

e  Security arrangements; an
e Billing procedures.

d. Standardized Data Requests.
1. States shall adopt a standardized data est. The standardized data request will be
broad, and states may chooseffiot to use all fields.
2. If a state deviates from the dardized data request, it will notify the company of the
deviation and may w; additional time for the company to provide the
information.

3. Examination Procedures
a. The state shall conduct a
personnel to clagify expectatio

examination conference with the company coordinator and key
rior to the commencement of the examination.
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b. The state shall develop a system for exchanging information with the company that advises them
of the errors and other problems developed during the examination. The system could consist of
“crit” sheets, summaries, or both. Any form of communication concerning errors should include
the following information:

1. Record numbers or other identifying factors;

2. The examiner’s statement of the problem or error and, if relevant, the applicable law
and/or standard; and

3. A request for signature and comment from the company.

c. Each state shall develop a procedure for document handling, including the removal of original
documents to a location other than the state insurance department. To address the issue of
confidentiality, original work paper documents shall remain at the state insurance department,
especially if the examiner is a contracted employee of the state department.

d. States shall use the NAIC sampling guidelines or develop their own scientifically based samplin,

program.
1. All sampling methods should be random;
2. If using a method other than the NAIC sampling guidelines, the method shall 1& e
confidence levels, tolerable error rates and include extrapolation; and
3. All sampling methods shall avoid pre-selection; however, stratified sampling i weds

(See the Sampling Chapter of this handbook for further discussion.)

e. Each state shall offer to conduct an exit conference at the end of an exa ion. Mlie exit
conference should offer the following:
1. The examination status and proposed findings;

2. The report process; and ¢
3. An explanation of any post-examination billing. \
4. Examination Reports
a. The states shall utilize a standard format found in the Mar Handbook, to include
the following:

1. Title page;
. Table of contents; L
. Salutation;

2

3

4. Foreword;

5. Scope;

6. Executive summary;
7. Results of previous examinations;

8. Pertinent facts of the current examinatio
9. Summarization; and

10. Appendices.

The examination repo
utilized to the compan

test or by exception. States shall report the method
of the report.

respond with comments to the state within 30 days;

department has 30 days to informally resolve issues and prepare a final
i/ there is a mutual agreement to extend the deadline); and

ompany has 30 days to accept the final report or request a hearing.
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c. The states shall include the company’s response in the final report. The response may be included
as an appendix or in the text of the examination report. If it is not in the final report, the report
should indicate that a response is available. The company is not obligated to submit a response.
Individuals involved in the examination should not be named in either the report or the response,
except to acknowledge their involvement.

d. States shall publish examination reports as public documents where allowed by law. States should
publish examination reports on the insurance departments’ websites. States shall develop a
process for releasing examination results to the public. A press release may be used.

e. States shall devise an enforcement strategy; specifically, the role of market conduct activities in
that effort. The primary role of examiners is to be fact-finders when determining compliance,
which can then be used by the insurance department to determine sanctions or fines. An
enforcement strategy should have a system in place to differentiate between willful actions and
inadvertent ones, and consider appropriate administrative resolutions, whether financial or non-
financial. States should also want to consider a methodology for determining the amounts
fines, based on a host of criteria—the size of the company, the company’s market sharg, whe Q

the problems have been corrected and any host of mitigating or aggravating circumstancesgSta
should also be certain to communicate the basis of any assessed penalty.

f. Each state shall establish a follow-up examination process.
S. Reasons for Examination

1. Complaint Index—States should review complaints to determine where §
departments may develop an index for each company measuring the Rimb

e laints to that

company’s market share by premium volume.
2. Recent Complaints—An increase in recent complaints filed again: in ce company may suggest
concern. In order to address those complaints, an examination neCgsary in order to obtain

remedial action.

3. Market Share—Due to its volume of premium, the practic& a culdyinsurance company can impact
a large number of consumers. If the state needs to review a paigula@iigfc of business or particular type of
ore volume.

goan issue during an examination which
A market conduct examination may occur
simultaneously with a financial examination. aminers may incorporate the findings of the

market conduct examiners into the financial gfamination report.

5. Information from Other States—Find;
whether the same or similar pragsi
other states to participate in a

6. Legal Request—An insurance dep ent’s legal division may discover an illegal practice(s) which
warrants further discov ough an exdmination.

pany may change its product mix, resulting in a significant change in
as not adequately managed for such a change, it may not have the expertise
consumers. An examination may address problems before such problems
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Principals Involved—The state may become aware that individuals have had a past history of regulatory
noncompliance. The NAIC maintains information systems identifying suspect individuals and associated
past regulatory actions. An examination can identify improper activity prior to its impact on a large
number of consumers.

Information from Statistics—States may maintain several databases. For example, Missouri law requires
the reporting of certain information, such as financial statements, premium volume and amounts of claims
paid categorized by ZIP code, malpractice claims, etc. Statistical tests evaluate aberrations that may
necessitate further discovery by means of an examination. Many states participate in the Market Conduct
Annual Statement (MCAS). General information and additional detail regarding MCAS may be found on
the NAIC website https.//www.naic.org/mcas_main.htm.

Policy Approval Suggestions—A policy analyst may note a trend in policy form filings that may
necessitate further discovery by means of an examination.

Request of the Director/Commissioner—The Director/Commissioner may ask for an evaluation of ce
practices or certain products. &

Result of Last Market Conduct Examination—Based upon a review of the findings a
examination, the state may determine the need for further review.

Industry Suggestion—Insurance company personnel may bring to the state’s attention agarticul ctice
or product that may need a further evaluation.

Member of Group Being Examined—Typically, many insurance companies 0 an umbrella
holding company sharing the same personnel and similar operational manrg ent: gf¥xamining one

/]
insurance company, it may be more cost-effective to review several compang in e same group.
Periodic: Length of Time Since Last Examination—The mere passa ti ithout an examination, in

conjunction with other factors, may indicate the need for an examinat

a

o

New Operation: Never Examined or Under New Manage‘ent the shift in business practices
described above, a new company or a new management tea ot hive the expertise to properly and
fairly treat its consumers. An examination may addressgs of iiie problems become widespread.

Re-Examination: Understanding at Time of St
examination’s resolution, the examined compan
mitigating circumstance created the cited noncomplid e company may indicate that it is now in
compliance. In order to verify that remedial ggtion has oC@urred and that the company has accomplished
full compliance, the state may perform a se¢gild examination.

ome cases, during the negotiation of an
rance department will agree that some

Evaluation of New Law—The state m
and the effectiveness of recentlg®na

aligpxamination in order to determine the compliance with

c
Media—States may receive inft ion
evaluation.

fOugh a news broadcast or trade journal that prompts further

© 2006-2019 National Association of Insurance Commissioners
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T. Market Conduct Examination Pre-Planning Checklist

Company Name:

NAIC Company Code: NAIC Group Code:

Company Home Office Location:

Examination Site Locations:

I. COMPANY SELECTION

Complete | Date Completed | Examiner(s) | Due Date | Task

1. Company selected

2. Justification

3. Internal data request &

4. Scope of examination

5. Examiner-in-Charge (EIC) and team na

6. Anticipated duration determined

Ol gog g o

II. COMPANY NOTIFICATION

Complete | Date Completed | Examiner(s) | Due Date | Task

0

0

O

O

0

ded to appendices received

III. EXAMINATION TEAM

Complete | Date Completed | Examiner(s) | Due Date

1. Examination audit plan drafted

. Initial team meeting—contractors (optional)

3

re-examination contact

4. Pre-examination visit (optional)

Ogg| o).

5. Completed all necessary travel arrangements
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IV. DATA/FILES

Complete | Date Completed | Examiner(s) | Due Date | Task
] 1. Data requests sent to company
(] 2. Data received from the company
] 3. EIC review of appendices/other requested
information completed
| 4. Samples determined and sent to the
company
V. EXAMINATION STAGE
Complete | Date Completed Examiner(s) | Due Date | Task

1. Request for information (crits)

2. Interim conferences 3

3. File sampling

4. Summary of findings

5. Final examination team meeting

Ogooigig

6. Offer to hold exit meeting

218
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U. Market Conduct Examination Checklist

Company Name

NAIC Group and Company Code
State Certificate of Authority Number

© 2006-2019 National A

iation of Insurance Commissioners

Examination
v' | DATE INITIAL | DESCRIPTION
] /I . Examination Commences
[ Y S Examination Site Review by Section Chief
[ A Examiner-in-Charge (EIC) Weekly Report Week 1
I A EIC Weekly Report Week 2
o | /7 | EIC Weekly Report Week 3 P
[ Y A EIC Weekly Report Week 4
0|/ | EIC Weekly Report Week 5
0|/ /7 | EIC Weekly Report Week 6
[ Y S EIC Weekly Report Week 7
O |/ /7 | EIC Weekly Report Week 8
0|/ /7 | EIC Weekly Report Week 9 7S
I S EIC Weekly Report Week 10
[ A EIC Weekly Report Week 11
0|/ /7 | Examination Field Work Completed
Post-Examination
v | DATE INITIAL | DESCRIPTION
[ A
0 A
o/ |
O/ |_
I A R
O/ /r |
O/ |
O|_/7 7/ ‘
Sxnirat
ol 7 7 @ to Approve, Reject/Reopen, Hearing
L] /1 ‘ af’Report to Examinee with Director/Commissioner’s Order
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U. Market Conduct Examination Checklist, cont’d

Company Name
NAIC Group and Company Code
State Certificate of Authority Number

] ] Update NAIC Market Action Tracking System (MATS)
] ~/ /| | Company Directory Affidavits Completed and Received (within 30 days of receipt of
final report)
Billing and Copies
DATE INITIAL DESCRIPTION
L Billing Completed Month 1
] Billing Completed Month 2
o Billing Completed Month 3 &
o Billing Completed Month 4

~
~

|
|
|
|

~
~

|
||

Insurance Department Staff Copy
Insurance Department Staff Copy #2 (if more than one office)

Market Conduct Book Copy
State of Domicile Copy
~ NAIC Copy L 2
~ Other Interested States’ Copies \

~
~

|
|
|
|

Circulation \
Examination File Copy 0

~
~

|
|
|
|

~
~

N
]

|
|

~
~

|
|
|

AN
|1l
| |

DODODO0O000000 0000 <
|
N
|

N

| |

RN

" 4
8
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V. Post-Examination Questionnaire
<Date>

<Name>

<Title>

<Name of Company>
<Address>

<City> <State> <ZIP>

Dear <Name>:

RE:  Post-Examination Questionnaire
<Examination #>
<Name of Company>

The (State) Department of Insurance has recently completed a market conduct examination of your comgany.
attached Post-Examination Questionnaire is designed to give us your perception of our performan :ﬁ

recent examination of your company. It will allow us to evaluate our current procedures, as well &
improvement that should be mutually beneficial.

I appreciate you taking a few moments of your busy schedule to complete the questionnaire. As coo tor for
that examination, your insight into the professionalism and efficiency with which the examinati as cdiducted
would be helpful. Please be assured your responses will only be shared with the Director’s eam. To
assure confidentiality, return the form to my attention with “Personal and Confidentia & the envelope.
Please return the questionnaire to my attention at (State) Department of Insuran&, 2745, 444 State
Avenue, Anywhere, State 55555-3456 by <Date>. Thank you.

Very truly yours, \K
X. Sammy Nation, CIE @

(Market Conduct Chief Examiner) L 2
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Post-Examination Questionnaire

Market Conduct Examination Evaluation
<Examination #>

<NAIC> <Name of Company>

<Date>

Examiner-in-Charge

Participating Examiners:

1. Did the materials provided prior to the examination provide sufficient information to allow you to adequately
prepare for the presence of the examiners? [ ] Yes | No
Comments

2. Did the pre-examination conference help in facilitating the examination process? [ ] Yes[ | No \
Comments

3. Did the examiners observe company restrictions on non-smoking areas? [ ] Yes[ | No
Comments

4. Did the examiners observe proper working hours, dress codes, use of parking N) facilities and
any other company procedures (security check-in, security check-out are, maintenance, etc.) that

5 € i
you asked to be observed? [ ] Yes[ ] No
Comments
. . . N
5. Were the examiners punctual in attending to their duties? [_] Yes{@lNo

Comments

siderate and ethical manner

ctc.)? [ ] Yes[ ] No

6. Did the examiner properly use the resources of the comp
(examination-only use of telephone, copy equipment, compt
Comments

7. Were the examiners professional in deme ance when on the job? [ ] Yes[ ] No
Comments
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Post-Examination Questionnaire

Market Conduct Examination Evaluation
<Examination #>

<NAIC> <Name of Company>

<Date>

8.

10.

11.

12.

13.

14.

Were the examiners positive in manner, helpful in the response to your questions, and courteous and
respectful in their contact and communications with you and your staff? [ ] Yes[ | No
Comments

Were the examiners properly directed and supervised by the Examiner-in-Charge so that the examination was
as orderly as could be expected? [_| Yes[ | No
Comments

Did the examiners appear to you to work efficiently on the files sampled? [ ] Yes[ ] No V'S
Comments

Were sufficient documents requested and retained at one time so as to remain busy at all times?

[JYes[ ]No

Comments

Did the examiners appear knowledgeable in the lines of business reviewed and 44 the @-I rocedures
performed? [ Yes[ | No
Comments

Have you benefited from the examination performed by the examiners?
Comments

Other constructive criticism you wish to offer (use additi N ed):

Questionnaire completed by:

© 2006-2019 National A
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Chapter 17—Sampling

A. Purpose of Sampling

The systematic investigation of files is an integral part of market regulation. While it is rarely feasible to review
all files of an examinee, the examination must nevertheless produce credible judgments about all files. For
example, a judgment might assume the form of “claims processing errors for all claims in the state of ‘x” during
period ‘y’ exceeding ‘z’ percent,” even though all claims in a given state cannot reasonably be reviewed.
Fortunately, it is not necessary to review all claim files in a given state to make such a judgment: applied
statistics, a branch of probability theory in higher mathematics, provides an answer through sampling. It is
important that both market conduct examiners and market analysts understand and properly apply sampling
techniques. This chapter focuses primarily on sampling as it relates to proportions or percentages, although the
same concepts generally apply to other statistics. For ease of reference, the term “regulator” will be used to refer
to all insurance department staff who may use sampling.

Done properly, sampling permits valid generalizations or inferences about a wider population because
statistical properties governing the production of samples are known, via abstract mathematical ﬂ) ab
0

theories, as well as countless empirical experiments and observations. The principles of sam
conceptually difficult; indeed, they are very nearly intuitive.

1n

For example, the probability that the toss of a fair coin will result in “heads” is known to be 5. A

tosses, the proportion of tosses resulting in “heads” will be very close to 50 percent. If the i
percent, one would likely reject the idea (or “hypothesis”) that the coin is indeed fair, thus
inference? about the underlying process based on a sample. Because the coin has igg
generalization based on the sample (of 100 tosses) is that fuzure coin tosses will glso
ratio of head and tails. Of course, the inference could be wrong: in a tiny fraction o
produce only 30 percent heads. But because the probability of this occurrence is r xd only happen in
0.002 percent of cases if the coin were really fair), one feels confident in making@fudgmeipTime and resources
spent investigating the coin can be further reduced by reducing the sampl , O ber of coin tosses, from
100 to 50. After 50 tosses the probability of 30 percent heads is .87 percent, e cawstill be highly confident

that the coin is unfair given the result.

. a valid
e a balanced
1 fair coin will

Sampling is governed by the same principles of probability as thos? e toss:

context, the probability of selecting
ierefore, sampling must be random. The
echniques are generally unknown, and

1. The probabilities of the underlying process must
any given file from the entire population mus
relevant probabilities associated with non-rando
generalizations about a population from which the
probability (or confidence) of being correct.

statistical “bias.” Significant bias will 4
could manipulate coin tosses ig@such
that the coin is unfair would b

t one outcome is more likely than another, the inference
, the sampling process was “biased,” or non-random.

ility of being correct. Rarely is the process the other way around, whereby a
roposition. This is because failing to reject a hypothesis at a probability of ‘x” does
with a probability of 1-x. Even an unfair coin will produce 50 percent heads some
eads does not affirmatively establish that the coin is fair, even though the hypothesis

statistical test affirmati
not indicate that the h
times, so that an outcome o
that “the coin is i
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3. Inferences from samples are never made with certainty, but only with some known and calculable
probability of being correct. This probability is called confidence. After 50 tosses of a coin resulting in 30
percent heads, the coin can be declared unfair with a confidence of 99.13 percent (or 100 — 0.87).

4. The level of confidence is largely dependent on the size of the sample. Inferences about a coin can be
made with greater confidence after 100 tosses compared to 50. A confidence level of 95 percent or greater
is generally accepted by most professions as sufficient to support conclusions. In some instances, a 90
percent confidence level may be acceptable; however, for regulatory purposes, a 95 percent confidence
level is the initial acceptance sample size recommended.

5. Inferences are made only about the population from which a sample is taken. An inference that one coin
is not “fair” does not indicate that all coins are not fair.

These principles do not mean that errors found in a non-statistical sample are not errors, but it does mean that
great care must be exercised to not suggest that the errors are representative of any broader population or process.
Random sampling is universally recognized in all regulatory venues as a valid science. Findings based upon n
statistical sampling methodologies may be subject to legitimate challenges when the jurisdiction attemp‘to a

a resolution without being able to show that the errors are representative. For example, it is unlikely that agg co
would accept generalized findings based on improper sampling procedures. \
This chapter is designed for the non-technical reader. Technical details that may not be of concern @ythe 1
reader can be found at the end of this chapter. The discussion in this chapter is confined to the fun tals of
sampling. Regulators may confront situations where the sampling strategies presented in this ¢
modification. Those wishing to pursue the subject further can avail themselves of a varies

recommended texts are the Handbook of Sampling for Auditing and Accounting by HX
publisher) and Statistical Methods for Rates and Proportions by Joseph L. Fleiss (J@n

d's, publisher).

B. Sampling Generally

A sample should be a microcosm of the population or field from which it is uld be representative of
all the relevant insurer processes under analysis, such as claims processin, ce notifications or complaint
handling. The regulator should adhere to the methodology prescribed infthis ter to ensure that the sample is
representative and that generalizations or conclusions about infirer sestare credible. Sampling should
follow five steps:

1. Clearly and precisely define the population from,
on sample evidence can only be generalized bac¥
include the following parameters: time period undc
review and location and origin of the process.

ple%will be taken. Any conclusions based
o the targ® population. Population definition should
evie nctional definition of the process under

2. Determine a sampling strategy, such as the 1 of confidence necessary to support conclusions, and the
appropriate sample size necessary to achiaxe t lected confidence level.

5. Based on the sample results}

rate with a known ley@#"Oilacob
conclusions about a @
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This chapter explains a two-stage sampling method that deviates slightly from this general format. An initial
sample is taken which, due to its smaller size, is used only to determine whether further investigation is merited.
If so, the regulator proceeds to a second, larger sample capable of supporting conclusions about overall error rates
with reasonable precision. This method is designed solely for efficiency, or as a labor-saving device, since in
many instances the regulator can reasonably conclude that further investigation is unnecessary after reviewing
only a relatively small sample.

In a number of states, it has become common practice to start with a standard size sample, such as 50 or 100
items, based on the overall field size of the matter under review. If the entity being examined challenges the error
ratio that results from the standard size sample, the regulator must then consider pulling a larger sample. In some
cases, the use of a standard size sample is a sufficient screening sample to detect anomalies. In all cases, a sample
size should be selected which supports conclusions with a 95 percent confidence level. In addition, regulators
should balance the costs and benefits of the sampling method used.

The most common calculations necessary to make inferences are included in various tables in this chapter. In
addition, computer programs are available which can randomly select files, compute statistical formulas, deve
probabilities, make complex computations and even make a sample selection. One such program’AC

described in further detail later in this chapter.
C. Sampling Methods \
The validity of random sampling depends to a large degree on knowledge of the population, No o ethod
works well in all cases, and different methods should be tailored for the individual circumstance entel:
1. Random Sampling. The most widely known method of sampling is “random “gibling. Q11 items in the
target population or field (before selection) have an equal chance of app&ti 3 randgm sample. No

items or units have been “preselected” out of the field. Random selection m: ough use of a
random numbers table or a random numbers generator in computer softw;

2. Systematic Sampling. Another method of sampling is to employ.
listing of all files. To sample 50 files drawn from 5,000 files, sel ve redth file after a random
start number—say the third file. There are other methods for syftemas ling, such as changing the
interval after each file selection, so that, on average, everﬁne-h thiile is selected.

3. Stratified Sampling. A variety of other sampling
random sampling to more complex situations.
various subgroups, or strata, in an overall popula
appear in sufficient numbers in a sample of the overa
subpopulation. Stratified sampling is designed for suCi@fiStances. A stratified sample is obtained by
performing a separate and independent randgf? sample on each subpopulation of interest. The results are
then combined into a single sample. For ple, if a regulator is concerned about the impact of a
specific processing center on overall clas ement practices in a state, a random sample may be

e Yample drawn from the remainder of claims in a state.

ted to reflect the proportion of each subpopulation in the

employed to adapt the principles of
a regulator may have reason to focus on
umis  not large, its members may not

—+

population was not sample conclusions based in the sample should be confined to the subpopulation
from which the sam k roader generalizations will not be valid.
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D. Standards

The sampling method used must be subject to the following standards:

1.

228

Pre-selection and Statistical Bias. Pre-selection can introduce statistical biases into the sampling
procedure, which, if significant, will invalidate results. Generally, the term deals with the avoidance of
files within a universe of files from which a sample is drawn. Note that the term does not pertain to the
process of selecting a target subpopulation of interest, a strategy that is perfectly valid. Rather, the term
refers to biases introduced into the sampling process affer the target population has been defined. Once
defined, the sample should be randomly selected from all of the files in the target population.

Thus, homogeneity of the files in a sample should not be confused with pre-selection. Homogeneity is a
means of defining the universe of files from which a sample will be drawn. The tests to be applied in a
particular examination may in part define the universe of files from which the sample will be drawn. The
distinction between pre-selection and targeting a specific stratum is made through a description of the
universe of files. For example, if the test in an examination is focused on redlining for a particyfi
geographic area, files outside of the particular geographic area would not be made part of t}’univ
from which a sample is drawn. That does not represent pre-selection as used here, since no infigen
based on the sample will be made about geographic areas that were excluded from the initi &
files.

Digest poll of voting intentions. The Literary Digest predicted a large victory for
Landon over incumbent Franklin Roosevelt, a result unambiguously refuted b
more than 60 percent of the popular vote. The Literary Digest had emp
techniques that had successfully predicted the outcome of prior elections:

list of telephone numbers and registered vehicle owners. Unfortunately, the
and vehicle owners) was significantly unrepresentative of the target popu
all voters), since both telephone and vehicle ownership were highl
Prior to the election of 1936, voting preference was not strongly corr
bias was present in prior samples, it did not significantly impact
1936, the electorate became far more polarized along socioecon
the sampling so significant as to produce wildly inaccufite r
pains to identify not only individuals of voting age or even
preferences of voters differ in significant ways from £

rendering the statistical bias of
temporary pollsters take great

ister ters, but likely voters, since the

files within a given universe of files,
of pre-selection can be permitted. Generally,
o the difficulty in demonstrating that pre-

Pre-selection thus occurs due to the non-randos
whether or not the purpose is to attain a biased 1<
sample selection by the examinee should be avoided

selection has not occurred. Pre-selection is he same as prior selection, where a sample is selected in
advance of the arrival of the examination . Should an Examiner-in-Charge (EIC) choose to select a
sample in advance, precautions must be sure that the sample files are not disturbed prior to the

examination review.
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In a market regulation context, pre-selection is demonstrated by the regulator who avoids all files in the
bottom shelf because they are inconvenient. The files on the bottom shelf may all belong to one claims
person or underwriter, and that individual would thereby be deleted from the sample. Another example is
the case where all complaints for a particular policy form are kept in a branch office and are consequently
deleted because the regulator does not want to travel to that site. These examples are preselected based on
location, but the same application is present for time, procedure or any of several other variables. The
central point is that after a target population has been defined, no selection biases should contaminate the
sampling process such that some items in the target population have a different probability of being
selected than other items. Such biases can render the sample unrepresentative and unsuitable for making
inferences about the target population.

Pre-selection can also occur due to the use of “pull lists” developed by the company’s
computers/computer programmers. If company programmers reduce a field of 500,000 policies to a list of
500 files from which the regulators make their selection of 50 files, there may be pre-selection. Examples
of this might be where no files appear in ZIP code XXXXX, or in the time frame from May 11 to May 23,
or for claims closed without payment. Regulators can guard against this outcome by reconciling d Q

obtained during the examination with other available data sources, or via simple reasonability gevie
the data. For example, some insurance departments collect ZIP code data, which can be used tqpassts
whether the pull list contains the entire population of interest. All states have access to state inaggia
data, which may also be used to verify the accuracy of pull lists.

The EIC should note that it is his/her responsibility to ensure that no pre-selection has oc d. If a
regulator places total reliance on the company, there would be no need for regulators t therela? all—
and a self-report of the results of any sample drawn would be adequate. In all cases s
closely with the company coordinator, system analysts and/or programmers td
of files occurs.

o pre-selection

2. Confidence Level. As discussed earlier, a confidence level is a meadite orgghe probability that a

conclusion about the true and unknown value in the overall popmlatiofigls corre®t, based on what is
observed in a representative and unbiased sample. In many instances lev confidence is associated
with a numeric interval within which, with a probability equal to the c&@fidence level, the true value is

likely to lie.

Confidence is directly related to sample size, but it is also r
population of files. Larger proportions are associaj er level of sampling variability and,
therefore, require larger sample sizes to support th of ®nfidence as smaller proportions. For
example, other things being equal, the confidenc®gterval willlie widest for proportions of 50 percent (or
conversely, the given interval will be associated wi
the true proportion moves away from 50 percent in eit
For example, for large populations, a sa of size 1,067 is necessary to produce a 95 percent
confidence interval of + 3 percentage poi hen the population proportion is 50 percent. A sample of
only 203 files supports an estimate of the interval at the same confidence when the proportion is
sed to 95 percent). A regulator may have sufficient
experience to know what progbrtio nably expect for a specific process, and determine the
giible estimates.

e proportion of errors within a

For the first-stage acceptance sample, inimum confidence level of 95 percent should be selected. For
the second-stage sampl regulator should use discretion in selecting an appropriate confidence level,
although it should never than 90 percent.
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While regulators may instinctively have negative feelings about certain company procedures, those
instinctive feelings will not be valid in an administrative proceeding or in court unless findings can be
shown valid with a high confidence level. A determination of the confidence level and margin of error
should be made during the planning stage, prior to taking a sample. These two factors largely determine
the appropriate sample size, and regulators should weigh the costs and benefits associated with increasing
the sample size vs. acceptance of less precise estimates or a larger margin of error.

3. Tolerance Level. The tolerance level represents a critical threshold used during the initial acceptance
sample to determine whether a process requires additional investigation. If the results of an initial sample
cannot confidently rule out the possibility that the true processing error rate is above the tolerance level, a
second sample of sufficient size to estimate the actual rate of processing errors should be taken.

The tolerance level is thus used to provide parameters for a mathematical construction. This expression of
tolerance has little to do with the real tolerance that a jurisdiction may have for error. From a regulatory
compliance standpoint, however, the tolerance level utilized can have an additional meaning beyond its

one standard for establishing a violation of these laws is that a company commits a practice “wigh s
frequency to indicate a general business practice.” Many states have included this gen USess
practice standard (or a similar standard involving frequency) when enacting one or both of the dels?

Historically, a benchmark error rate of 7 percent has been established for auditing claim prac and 10
percent for other trade practices. Error rates exceeding these benchmarks are presu to irlikate a
general business practice contrary to these laws. For uniformity in the applicatiogmaf t

absent state case law that may apply an alternative standard, states that have i
standard are strongly encouraged to utilize the 7 percent and 10 percent stafjdard

for statistical sampling purposes and as benchmarks for evaluating when vié@gions
claim and trade practices statutes have occurred. !

use as an indicator of the size of sample needed to establish an error rate with a sufficient confide
level. Under the Unfair Trade Practices Act (#880) and Unfair Claims Settlement Practices @ (#9

On the other hand, many other state laws are not dependent upon th
in order to constitute a violation of the law—each instance of commissio

quetig,of commission of an act
the'act constitutes a separate

and distinct violation. For example, conducting business in a ghdte withotv’a license may constitute a
violation of law each time it occurs, whether it is done ofpe or d times. This may also be true
for the unfair claim and/or trade practices statutes in tho§@state have not adopted the general

g r rate relative to such laws represents
n ratter than a benchmark for evaluating
y necessary to use the 7 percent and 10
1 encouraged to do so when calculating

business practice standard of the NAIC models. Thg

4. results beyond the field of files from which the sample

from a Chicago branch underwriting office, results

cannot logically be extrapolate e in Philadelphia. A sample can only be representative of

the population from which it d no other. Any alternative assumptions are very frail,
insupportable and probably inva

2l With respect to sampling, readers ongly cautioned not to confuse the two quite distinct meanings associated with the
terms “tolerance level” and “bengh

making probabilistic inferenceg
practice. Important in fhis resj
noncompliance exceed
confidently rule out such a
and determine ?

e latter is a threshold used to establish the legal presumption of a general business
st stage sample cannot be used to establish with confidence that the true rate of
0 percent. The small sample sizes only support the inference that one cannot

y- Lhe larger second stage sample is required to infer the actual rate of noncompliance,
exceeds some specified threshold.
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E. Data Verification

In recent years, data verification processes have evolved into highly sophisticated, rigorous and organized systems
for ensuring the integrity and accuracy of data. No amount of rigor in sample design can surmount data that is
inaccurate: a valid sample drawn from inaccurate data will still produce invalid conclusions. A variety of data
problems can introduce serious statistical biases and distortions into the sampling process. The examination
process should incorporate a systematic investigation into the accuracy of data collected as part of the
examination.

The most frequently used data verification procedures are related to completeness, validity, internal consistency,
duplicated or missing records and reasonability. If a data problem cannot be remedied, procedures should be
adopted to minimize the risk of statistical bias, and such procedures, along with their justification, should be
explained in the examination report.

1.

© 2006-2019 National A

Completeness. Data from which a sample will be taken should include the entire universe of files o
target population. To ensure completeness, such data should be reconciled with control totals, if availagfc
Most states have access to a variety of data that can serve this purpose. All states can obtair‘tatc d
data from the financial annual statement, including aggregate annual premiums written and earne sS
paid and incurred and additional expense items. Where the population to be sampled &
captured on the financial annual statement, examiners should try to test for completeness. Be of t
TS

way annual statement data is reported, it can be difficult to match dollar for dollar. Exa

claims, the amounts in the examination data file should roughly reconcile with the p
reported on the annual statement and what was reported on the Market
(MCAS). Similarly, regulator complaint data provided by an insurer can be r& rach insurance
department’s recorded complaints.

Reconciliation is a time-consuming, and thus expensive, process for insugatice reg@hators and companies.
Reporting systems and standardized data request parameters chan e and 1t can be difficult to
precisely reconstruct some records. Market regulation records are, by. different from financial
records. Reconciliation of market regulation records to the annual
difficult and expensive process. The regulator should consider
samples. For example, if the regulator has a high confid@ce 1
numbers provided are roughly consistent with annual state
completeness. On the other hand, if the regulator hag
incomplete or inaccurate, the need for reconciliatig

ciliation is necessary in all
company data, and the initial
ay not be necessary to test for

Many states collect data beyond the data available t&
or exposure counts, these data can reliably verify the co eness of any analogous data provided during
an examination. Each state should systematily determine which control totals may be available, and
implement a quality control strategy that uti such data.

h&ked to determine that all values are valid and that all
ations. Validity is generally determined in a prima facie
he true value cannot logically be as reported. For example,
1 on the reporting protocols are simply “wrong,” and must be
tomobile no-fault policy for an accident that occurred in an at-

ords containing invalid values should not be discarded, because doing
cantly biasing the subsequent sample. Rather, every effort should be made
d then recode the data as necessary.
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3. Internal Consistency. Examiners should identify ways to ensure that each data record is internally
consistent, such that values reported in different data fields are not logically contradictory to others.
Similar to validity, inconsistency is determined on a prima facie basis: a data record is internally
inconsistent when two or more values cannot logically be simultaneously correct. For example, if a data
record for a private automobile insurance policy reported policy limits of $50,000 per occurrence, but the
paid loss amount is reported as $70,000, the necessary conclusion is that one or both of these values are
incorrect. Such inconsistencies, when relevant to defining the universe to be sampled or to a process
under investigation, should be recoded to correct values prior to taking a sample.

4. Duplication of Data Elements. Duplicate items in a population from which a sample will be taken must
be removed prior to sampling. The presence of a significant amount of duplicate data fields could
introduce significant statistical bias into the sampling procedure. Random sampling is predicated on the

fact that each item in a population has an identical probability of being selected. If an item appears three
times in a dataset, the probability that it will be sampled is three times larger than that for a single item.

Duplication is a particular challenge in performing analysis of accident and health carriers. The procesD

remove all duplications can be extremely challenging and time-consuming. In this type of exgminat
the regulator must balance the time and cost of attempting to remove all duplications with the infoggat

sought by the query. If the regulator has a high degree of confidence in the overall data pro s
make sense to factor in the existence of duplicates.

data by claimant rather than by occurrence. Three claims arising from a single automo
appear in triplicate in a dataset. This does not constitute duplication if the intent is {agsa
consisting of all claimants. However, if the target population consists of & gs from which
claims arise, the duplicate records must be removed prior to sampling. Filure 0 sofrould bias the
sample in a number of obvious and not so obvious ways. For example, pa i

(S. There may very
roduc® multiple claimants.
ion can be identified and

well be geographic correlates associated with the types of accidentsplikel
Since it is extremely unlikely than all possible biases associated w:
corrected, the most prudent strategy is to remove the duplicates from the

5. Missing Data Elements. Missing data elements can pofpntial ajsample in the same manner as
duplicate items, if the data elements are relevant to the defint of t ulation from which the sample
will be taken. For example, if the target population s .c ut the dataset contains a portion of
claims for which payment status is not recorded £6fd so ar&@xclued from the sample, the sample will

¢ stics of the subset of items for which the
opulation of paid claims. Since both the
gilly unknown, potential bias cannot be ruled

e of missing elements is believed to be tolerable, an
e examination report, including a specification of the

averages, or “what one
upper and lower extreme
ppear unreasonable should be investigated to determine that they are
ge annual premium for an automobile policy issued by a company being
he highest extreme reported as $5,000 and the lowest extreme reported as
$30. Such value a facie invalid, but they are anomalous to such an extent as to merit further

investi
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Data elements that are missing or inaccurate, but which are not relevant to defining a population, drawing
a sample, or to the process under investigation, can safely be ignored. For example, if it appears that a
substantial proportion of paid loss amounts are reported incorrectly in the data, but the sampling universe
consists of all closed claims regardless of payment status, the data inaccuracies will not bias the resulting
sample. Sampling proceeds without respect to reported loss amounts, and all files from the population “all
closed claims” still have an equal chance of selection. An exception to this rule may be those instances in
which the data reporting is so inaccurate as to suggest that errors are systematic and that the core data
handling capacities of the company being examined are significantly flawed.

F. Problem Data and Departures from Random Sampling

In some cases, complete and accurate data which form the universe of files to be sampled cannot be obtained. In
these instances, a regulator has one of two choices:

1. Redefine the target population to accommodate the portions of the data that are complete, accurate and
available. If the new target population is narrower than the original population, conclusions based on g#ic
sample can be made only about the narrower population. If the new target population is broadgg than Q
initial population, conclusions can still be made about the initial population, if the members of t o
population are sufficiently represented in the sample.

a. Examples of Narrower Population. The initial desired population is all claims sta
However, data from one claim processing center is found to be corrupt and cann )
The new population to be sampled then becomes all claims in a state, except
the center producing the corrupt data. The subsequent sample indicates that 1
files contain errors (+/— ‘x’ percent). The only valid generalization from a that 13
percent of the claims from the centers sampled, not 13 percent of all\@gi

errors. Nothing can be meaningfully said, based on the sample, o

excluded from the initial population.

b. Examples of Broader Population. The initial target popul
elements relating paid claims failed numerous data integrity ant@he problems could not be
remedied. Because the data fails to reliably distinguish cla ith payment from claims
closed without payment, the population may be redefi closed claims. Paid claims, of
course, are an element of the new population. If fid cigg@# apar in the subsequent sample in
sufficient numbers, generalizations about error rates ciat
However, the confidence interval and margig fo subpopulation (paid claims) must be

i plC; error rate and population size. This

1l paid claims, but the data

redefined in a way to effectuate the purposes
ur. This chapter does not recommend any form of non-
discussed throughout this chapter, departures from
biases into the sample, rendering the sample
addition, since the probabilities of non-random sampling

of an examination, no valid sampling can
random sampling from a given populat

processes—even in those instances when valid sampling cannot be
caveat is that generalizations or extrapolations from findings will be
y limited to the actual errors identified, and no claims about overall
0 violations are identified in 20 files that are non-randomly selected, the

population of fil
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There may be many situations suitable for non-random investigative techniques. Random sampling is
unnecessary for processes in which each discrete violation is the target of the investigation, rather than an
overall violation rate in a defined population. For example, it may not be possible to obtain data for a
population consisting of all advertising materials used in a state over a specified time period, and thus
there may be no way to randomly sample from this population. However, if 7 violations are identified
among the advertising materials that are available, the examinee is noncompliant in seven known
instances, even though no knowledge is gained about the overall rate of noncompliance.

The examination process is heavily reliant on random sampling, since market conduct audits are generally
tailored to identify systemic process failures rather than discrete or incidental violations. Nevertheless,
there may still be many instances in which other investigative techniques are appropriate. The caveats
repeated throughout this chapter are intended to alert regulators to the lack of validity of generalized
conclusions derived from non-random samples. Nothing in this chapter, however, precludes non-random
investigative techniques, so long as generalizations are avoided.

Because probabilities are known, a precise level of confidence can be calculated for any given sampl
t

G. Sample Sizes
As with the example of the coin, larger sample sizes lend themselves to greater confidence in conclug)
would feel less confident basing conclusions about the fairness of a coin after only 5 flips as co d
if t
suli

sample is produced by a random process. Generally, statisticians accept a 95 percent confidence lev
to support scientific findings. Very rarely are confidence levels below 90 percent considgred “st@stically
significant.”

The term confidence, in the statistical sense, is always related to a specified level of pi¢
of an estimate calculated from a sample. Confidence and precision are inversely reftted:
less confidence is associated with more precise estimates. For example, in many p
results, an estimate is presented with a confidence of ‘x” percent and a margin of gffor (0
+°y’ percentage points. That is, the real (and unknown) population proportiofji
error with a probability of x” percent. Conversely, the probability that the
error is (100 — ‘X’ percent), since the two outcomes are mutually exc
proportion must either lie inside or outside of the interval). A given
narrower margin of error, but with /ess confidence. For example,zr a
is calculated at 50 percent, one is more confident that the populat
percentage points) than between 49 and 51 (£1 percentage
sample size.

15 argin of error)

e being equal,
res@itations of sample
1dence interval) of
to lie*within the margin of
lue outside of the margin of
igintly exhaustive (i.e., the
pport a conclusion with a
of 500 for which a proportion
is between 45 and 55 (or £5
ision and confidence are governed by

The sample size, confidence level and margin of error are ulated in the context of a specific target
population, and are not applicable to any specific subpopulatio in the target population. For example, if an
EIC attempts to sample all fire claims of 20XX for mpany on a countrywide basis, and even if a rather large
sample of 500 files is selected, very few files for afi§figne jurisdiction will likely be present. Let’s assume only 7
files were reviewed for Jurisdiction A. Although tor can make generalized statements about the overall
claims practices of the company countrywide e can be said of its practices in Jurisdiction A on the basis
of only 7 files. To make accurate st en ¢ procedures in Jurisdiction A, a much larger sample of
Jurisdiction A claims must be reviewed.

Large all-purpose samples, integded to give blaket coverage over a wide range of variables, will usually fail in
ies are used (countrywide), little can be deduced about specifics. The same is
eriod, then discussing a single year, and category “sampling” for all fire
omeowners policies. Thus, the regulator should carefully delineate the
of a particular sampling strategy. If necessary, a particular subpopulation

geted to produce sample sizes necessary to support conclusions, as per the

coverages, then attempting a
target population priqr to t
can be oversampled
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H. Initial Sample

A minimum confidence level of 95 percent is used to make inferences from the small first-stage sample. Due to
the relatively small sample size, the estimate made from the first-stage sample has a wide confidence interval (or
margin of error). Thus, the small sample is insufficient to produce an accurate “point estimate,” or a precise
estimate of the true population proportion. Instead, the first-stage sample is designed to rule out the possibility
that a given error rate is above a specified threshold. If this possibility cannot confidently be ruled out, the
regulator proceeds to the larger second-stage sample capable of supporting more precise estimates with a high
degree of confidence.

The sample sizes indicated in the Acceptance Samples Table (AST) will produce a one-tailed lower 95 percent
confidence limit of no more than 4.5 percentage points for claims, and 5 percent for non-claims. In some
instances, the samples were adjusted somewhat to reduce the likelihood of “false positives,” or instances in which
a process that is in compliance will still trigger a second sample. In addition, sample sizes for non-claims
processes are larger than the corresponding samples for claims.?

&

The “p-values” in columns E and J are equal to (100 percent confidence level), and represent the prob‘ility Q
led

the number of errors found in the sample would have occurred if the true or population error rate were

equal to the tolerance level (i.e., 7 percent of claims, 10 percent of non-claims). For example, in a le 6
drawn from a population of 200, the probability of finding two or fewer errors is 4.8 percent if the we
taken from a population with an error rate of 7 percent. A second sample is triggered when the p-v ex

process error rate is below the critical threshold. Column F indicates when an additional samp
tests utilizing a 7 percent tolerance level, while Column K uses 10 percent. T
probabilities derived from the hypergeometric distribution. .

The AST represents the generally recommended sample size for most application;
some discretion in the selection of the initial sample size. There may very well e in

e regulator has
es in which greater

precision is desired, particularly if examining a critical issue or process li esent a high probability of
consumer harm. If sample sizes significantly different from those listed in S selected, the regulator
should be prepared to provide explicit justification with respect to the substaative eing investigated.

Slightly larger samples can reduce the likelihood that an inial s fais to detect a practice that is

noncompliant (i.e., “false negatives”). Ideally the likelihood of false tive ere a compliant process fails the
i ociated with larger sample sizes can
alarms”). If the regulator is less concerned about the risk&Qf false posBives, significantly smaller samples can be
used.

Other
H I j K
P- Add
% Value, for
(n) Error Error Pop=.10 Other

A B C

Pop. Sample
N) (n) Error

wider as the true population proportion increases, and are at their widest when the
of the interval is symmetrical for proportions greater or less than 50 percent

22 The 95 percent confidence limits
population proportion is at 50 pergas

This result may seem ¢ it it is attributable to the fact that the sampling variability of a proportion is greatest
when the population propti ez yent, and at its minimum when the true proportion is 0 or 100 percent (in which case,
there would be 0 variabilit5gy C¥sample estimate across different samples, all of which would precisely replicate the
] ample is required for a tolerable error of 10 percent compared to 7 percent.
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Acceptance Samples Table

Claims Other

A B C D E F G H I ] K

P- Add P- Add
Pop. Sample % Value, for | Sample %  Value, for
IN) (n) Error Error Pop=.07 Claims (n) Error Error Pop=.10 Other
200 76 0 0.0% 0.1% No 79 0 0.0% 0.0% No
200 76 1 1.3% 1.0% No 79 1 1.3% 0.0% No
200 76 2 2.6% 4.8% No 79 2 25% 0.3% No
200 76 3 3.9% 14.9% Yes 79 3 3.8% 1.4% No
200 76 4 5.3% 32.6% Yes 79 4 51% 4.7% No
200 76 5 6.6% 54.9% Yes 79 5 6.3% 12.2% Yes
400 82 0 0.0% 0.1% No 84 0 0.0% 0.0% No
400 82 1 1.2% 1.1% No 84 1 1.2% 0.1% &I 0
400 82 2 2.4% 4.8% No 84 2 2.4% 0.4%
400 82 3 3.7% 13.6% Yes 84 3 3.6% 1.6%
400 82 4 4.9% 28.3% Yes 84 4 4.8% 4.8%
400 82 5 6.1% 47.0% Yes 84 5 6.0% 11.4%
500 83 0 0.0% 0.1% No
500 83 1 1.2% 1.2% No
500 83 2 2.4% 4.9% No
500 83 3 3.6% 13.5% Yes
500 83 4 4.8% 27.9% Yes
500 83 5 6.0% 46.0% Yes
1,000 105 0 0.0% 0.0% No 0.0% No
1,000 105 1 1.0% 0.3% No 0.0% No
1,000 105 2 1.9% 1.5% N & ] 0.0% No
1,000 105 3 2.9% 5.0% 3 27% 0.2% No
1,000 105 4 3.8% 12.0% 4 35% 0.7% No
1,000 105 5 4.8% 23.4% Yes 5 4.4% 2.0% No
1,000 105 6 5.7% 38.2% Yes 13 6 53% 4.8% No
1,000 105 6 5.7% 53.0% Yes 113 7 6.2% 9.8% Yes
2,000 107 0 114 0 0.0% 0.0% No
2,000 107 1 114 1 0.9% 0.0% No
2,000 107 2 114 2 1.8% 0.0% No
2,000 107 3 114 3 2.6% 0.2% No
2,000 107 4 114 4 35% 0.7% No
2,000 107 5 114 5 4.4% 2.1% No
2,000 107 6 114 6 53% 5.0% No
2,000 107 7 114 7 61% 10.0% Yes
3,500 0.0% 0.0% No 115 0 0.0% 0.0% No
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Acceptance Samples Table

Claims Other

A B C D E F G H 1 J K

P- Add P-  Add
Pop. Sample % Value, for | Sample %  Value, for
N) (n) Error Error Pop=.07 Claims (n) Error Error Pop=.10 Other
3,500 108 1 0.9% 0.3% No 115 1 09% 0.0% No
3,500 108 2 1.9% 1.5% No 115 2 1.7% 0.0% No
3,500 108 3 2.8% 4.8% Yes 115 3 2.6% 0.2% No
3,500 108 4 3.7% 11.5% Yes 115 4 3.5% 0.7% No
3,500 108 5 4.6% 22.1% Yes 115 5 43% 21% No
3,500 108 6 5.6% 35.9% Yes 115 6 52% 4.9% No
3,500 108 7 6.5% 51.2% Yes 115 7 6.1% 9.8% Yes
5,000 108 0 0.0% 0.0% No 115 0 0.0% 0.0%
5,000 108 1 0.9% 0.3% No 115 1 0.9% 0.0%
5,000 108 2 1.9% 1.6% No 115 2 1.7% 0.0%
5,000 108 3 2.8% 4.9% Yes 115 3 2.6% 0.2%
5,000 108 4 3.7% 11.6% Yes 115 4 35% 0.8%
5,000 108 5 4.6% 22.2% Yes 115 5
5,000 108 6 5.6% 36.0% Yes 115 6
5,000 108 7 6.5% 51.2% Yes 115 &
10,000 | 109 0 0.0% 0.0% No 116
10,000 | 109 1 0.9% 0.3% No 116
10,000 | 109 2 1.8% 1.5% No 116
10,000 | 109 3 2.8% 4.8% No 116
10,000 | 109 4 3.7% 11.3% Yes 116
10,000 | 109 5 4.6% 21.6% Yes ¢
10,000 | 109 6 5.5% 35.2% Ye &
10,000 | 109 7 6.4% 50.2%
20,000 | 109 0 0.0% 0.0% No 0 0.0% 0.0% No
20,000 | 109 1 0.9% 0.3% No 16 1 09% 0.0% No
20,000 | 109 2 1.8% 1.5%, No 116 2 1.7% 0.0% No
20,000 | 109 3 116 3 2.6% 0.2% No
20,000 | 109 4 116 4 34% 0.7% No
20,000 | 109 5 116 5 43% 21% No
20,000 | 109 6 116 6 52% 4.8% No
20,000 | 109 7 116 7 6.0% 9.6% Yes
50,000 | 109 0 0.0% No 116 0 0.0% 0.0% No
50,000 | 109 1 %o 0.3% No 116 1 09% 0.0% No
50,000 | 109 2 /o 1.6% No 116 2 1.7% 0.0% No
50,000 Yo 4.8% No 116 3 2.6% 0.2% No
50,000 3.7% 11.4% Yes 116 4 34% 0.8% No
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Acceptance Samples Table
Claims Other
A B C D E F G H I J K
P- Add P- Add
Pop. Sample % Value, for | Sample %  Value, for
IN) (n) Error Error Pop=.07 Claims (n) Error Error Pop=.10 Other
50,000 | 109 5 4.6% 21.7% Yes 116 5 4.3% 2.1% No
50,000 | 109 6 5.5% 35.2% Yes 116 6  5.2% 4.8% No
50,000 | 109 6 5.5% 48.8% Yes 116 7 6.0% 9.6% Yes

I. Additional Sample

If the initial acceptance sample indicates that an additional sample is necessary to more precisely estimate the
level of error in the field of files from which the sample was drawn, several options are available. There are a
variety of ways to select such an additional sample. The sampling method selected should be described in A
examination report. In conformity with generally accepted practice, the report should also include the Qnﬁd

limits associated with any estimate.

J. Sampling Topics and Tables

1. Sample Sizes. Numerous software packages can easily calculate necessary sample si
sample sizes can be estimated with the formula presented in Section M of this chap
formula is only an approximation to the more complex algorithm used to proguce e, hich is
implemented in most auditing software.? ®

Sample size for testing proportions, such as error rates in a population of filas, S@govi entirely by the
following four parameters:
a. Population size. The larger the population, the larger the n ple. When the population
is sufficiently large, further population increases have minim: act ample size.
b. Desired margin of error or precision. Sample size isfnv related to the margin of error.
The smaller the desired margin, the larger the nec®s e.

N

Of these four parameters, values for only arameters are established by the regulator: the “desired
margin of error or precision” and the “agm level.” These two parameters can have a significant
ouid carefully weigh the costs and benefits when making

c. Confidence level. More confidence requiregfa

d. The (unknown) error rate or proportio
sizes are largest when the actual error rate
declines as the error rate approaches 0 percent a

uditing software generates sample sizes using the same or closely similar
hypergeometric calculations are complex and labor intensive, the normal
approximation to the h;
formula presented below
differ somewha

¢ table. Since the formula is only an approximation, sample sizes produced by it will
ed in the table, as well as sample sizes generally returned by computer software.
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associated with different proportions can be substantial. For example, when sampling from a population
of 5,000 files, a sample size of 200 is necessary to obtain a margin of error of 3 percent when the
population proportion is 5 percent. However, the necessary sample size to achieve the same margin of
error increases to 917 when the true proportion is 50 percent. If the initial guess about the population
proportion is far off, the resulting estimates produced from the sample may have a significantly wider
margin of error than anticipated. One conservative approach is to always select the sample size associated
with a proportion of 50 percent. However, a significant amount of labor can be saved by using any
information available that indicates that the true population proportion is greater than or less than 50
percent. For example, the estimate produced from the initial acceptance sample may be used in
calculating the subsequent sample size. Final confidence limits must be calculated after the sample is
obtained, using the sample proportion as a substitute for the (unknown) actual proportion.

K. Considerations for Selecting Sample Sizes

The rationale for the two-stage acceptance sampling technique discussed in this handbook is that the possibili
that a process exceeds a specified error rate can be ruled out without having to draw a large sample in every ¢

In some instances, a small sample can effectively identify insurer processes that are likely to be comp&nt,
though the sample cannot produce very precise point estimates of the actual population proportion si
confidence interval or margin of error will be large. For example, the recommended first-stage samp g N
AST are designed to accommodate a confidence level of 95 percent, with a corresponding (one-sided den
limit (or margin of error) of 4.5 percent for claims and 5 percent of non-claims.>

However, there is an additional decision risk associated with the first-stage sample. While a“gulatofj€an be
reasonably confident that a process is compliant if the sample proportion is less than the b of the
confidence limit, the converse is not true. The fact that a sample proportion exceeds Qe fidence limit

does not indicate that a company process is noncompliant. Rather, all that is deternfilied 1
it
detcifp

possibility that the process is noncompliant cannot be ruled out with much certain
in,” as it were). The first-stage sample is, therefore, generally unsuitable for maki
is noncompliant.

Ot thereby “ruled
ation that a process

There are, therefore, two types of risks associated with inferences based he Ttiag sample. First, the process
may in fact be compliant, but the process fails the initial test, leading a rgffulat the larger second sample.
Alternatively, the process may be noncompliant, even though % sa ndjtates that it is compliant. This
second probability is minimized by use of the 95 percent confidenEi the risk is not reduced to zero.
Statisticians call these types of incorrect conclusions Type [

1. Type I Error. “False alarm” or “false positive
accepted. For regulatory purposes, this error occurs
when, in fact, the process is compliant.

2. Type II Error. “Failed alarm” or “false n
example, the insurer process passes the initial
is not compliant.

ive.” A “null hypothesis” is inappropriately accepted. For
nd is not further investigated, even though the process

24 A one-sided or “one-tailed” 95 percent confi interval is essentially a one-sided interpretation of a two-sided 90
percent confidence interval. This i id interpretation since inferences are made only about whether the sample error rate
exceeds the lower bound. The likeli at the true value exceeds the upper bound is not relevant to the decision at hand.
25 Strictly speaking, the “null hypath s handbook is that “the true proportion is greater than 7 (or 10) percent” rather
; equal to 7 percent.” Thus, the terms “Type I”” and “Type II” above should really be
nology consistent with the verbal meaning of the terms “false alarm” or “false
confusion. In reality, a Type I error or “false positive” in this context is the
at a process is noncompliant (or HO: p>.07), though this might be better thought of
se negative” or “failed alarm”).

positive” is adopted to
erroneous rejection of the
conceptually as
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A Type I error results in wasted time and resources, in the sense that a large sample is gathered to investigate a
company process that was, in fact, compliant. A Type II error leads to a failure of regulatory oversight, in that
problem areas of company operations will remain uninvestigated. Unfortunately, there is a strict trade-off
associated with the two categories of inference errors: for a given sample size, minimizing the risk of a Type [
error maximizes the risk of a Type II error, and vice versa. However, inference risks are calculable, and can be
managed by altering decision rules for a given sample size. Alternatively, the risk of both types of errors can
generally be reduced by increasing sample sizes. If the initial sample size is substantially increased, the whole
rationale of two-stage sampling is defeated.

The trade-off between Type I and Type II risks might be clarified by a more mundane example. If the sensitivity
of a smoke alarm is calibrated too high, there is a high probability of “false alarms.” The alarm may sound in the
presence of normal environmental smoke, such as that produced from cooking. Clearly, it is unlikely that the
alarm will fail in the event of a house fire, but it is also very likely that a high number of false alarms will reduce
the alarm’s efficacy. In response, a frustrated homeowner might decide to remove the battery, thus reducing the
risk of a Type I error to zero. In the event of a real fire, the probability of a Type II error is thereby increased to
one, since the now powerless alarm will necessarily fail to detect a hazardous fire.

A rational sampling approach should carefully balance the costs and benefits associated with each typ’e&
C

such as regulatory resources diverted from noncompliant areas or additional expense associated wit]
sampling versus the potential consumer harm resulting from regulatory oversight failures. Indeed, re S 1.
rationally adopt differing sampling strategies to alter Type I and Type II trade-offs depending on t nt r

0
example, given a company process for which failure would entail a high risk of consumer harm, a re or may
tolerate an elevated Type I risk in order to reduce a Type II risk.

ignored in a
a level of 20
pared to a 5

Researchers are generally concerned with Type I risks to an extent that Type II risk
wide variety of research fields. When Type II risks are made an explicit part of@esea
percent is generally considered acceptable, although often a much higher level i ra
percent maximum for Type I risks).

Regulators, however, are much more concerned with Type II risks, or the ris fai o detect a noncompliant
process (a “failed alarm”). Therefore, the risk trade-off associated with permittin; r number of errors in the
sample is generally unacceptable. As such, it is generally preferable #'n ference risks by adjusting
sample sizes rather than altering decision rules for a given sample@ize. tances, efficiency gains can be

obtained with modest sample size increases, which can reduce the ri* s of inferences.
2

example, the Financial Condition
sizes recommended by this handbook. A
he decision rule, a sample size is selected
sercent when the true error rate equals the
ethod equals that of the method prescribed in

Use of Smaller Samples. One method used by some
Examiners Handbook) utilizes much smaller samples t
process is deemed reliable if zero errors are found in the sa
that reduces the probability of zero sample errors to less tha
tolerable level or critical threshold. Thus, the Type Igsk of the
this chapter.

For example, if zero errors were found in a sa@ipIc Qe 8 drawn from a population of 200, a regulator could
e is not greater than or equal to 7 percent (p-value is 4.7
percent). Similarly, with a sample size the same population, zero errors would occur only 4.7

percent of the time if the true error rate

greater than risks associated with larger samples. For claims, the Type I risk
cent for processes that have an actual error rate of only 3 percent, which is
? Similarly, the Type I risk for non-claims processes is more than 83
error rate. Large Type I risks are inherent in small samples due to a large

However, Type I risk is signific
for each population size exceeds
well below the 7 percent cria
percent for processes with g
margin of error.
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This method is not recommended for general use, since it does not finely discriminate between compliant and
noncompliant processes, except when the true error rate is well below 3 percent.? As such, significant efficiency
gains—which constitute the rationale of two-stage sampling—are unlikely to be realized, since a second-stage
sample will be triggered in most instances. Regulators should use this method only in those instances in which
they have reason to believe that the true error rate is low.

L. ACL and Sampling

One common auditing software package widely used by regulators is audit command software (ACL). This
section discusses the sampling routines available in ACL.

ACL employs the same one-tailed confidence methodology for acceptance sampling that is described in this
chapter, and it is, therefore, well-suited for examination and analysis purposes. Sample sizes in ACL are
calculated by entering a confidence level (e.g., 90 percent or 95 percent), the population size, the upper error limit
(or tolerance level) and an “expected error rate.” The expected error rate is a way to establish a margin of error,
and is not the population proportion assumed in calculating the sample size. Rather, the sample size is calcula

assuming that the population proportion equals the tolerance level, or “upper error limit.” ACL re sa
size large enough to produce a maximum margin of error of (tolerance level — expected error rate). \
For example, the ACL manual describes the following scenario:”

Population = 40,000
Confidence = 95%
Upper Error Limit = 5%
Expected Error Rate = 2%
L 4
ACL returns a sample size of 184, with a margin of error of no more than 3 perce = ” The maximum
allowable errors in the sample is four, such that if the sample contains four or fewgierrorSighe hypothesis that the
ce.

true error rate is greater than 5 percent can be rejected with at least 95 perce

0 ialar to the AST table shown
tage of samples (if taken over
pdyulation error rate equaled the
in 18.2 percent of samples. The
5 percent (100 — 95), which occurs
r errors in the sample, it can be concluded
than 5 percent, and does not exceed the

The following table displays the probability distribution for these results 1
previously in this chapter. The cumulative probability column displays
time) that would contain the corresponding number of errors orewer,
tolerable error, or 5 percent. For example, six or fewer errors woul obtas
95 percent confidence limit is the point at which this prob
when the number of errors is less than or equal to four.
with 95.6 percent (100 — 4.4) confidence that the true €
critical threshold.

26 A point made in Arki
Hill.
rence. 1996. Vancouver: ACL Software, page 451.
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Probability Distribution if Population Proportion is 5%

Cumulative
Population Sample Errors % Errors Probability
40,000 184 0 0.0% 0.0%
40,000 184 1 0.5% 0.1%
40,000 184 2 1.1% 0.5%
40,000 184 3 1.6% 1.6%
40,000 184 4 2.2% 4.4%
40,000 184 5 2.7% 9.8%
40,000 184 6 3.3% 18.2%
40,000 184 7 3.8% 29.4%
40,000 184 8 4.3% 42.5%
40,000 184 9 4.9% 56.0%
40,000 184 10 5.4% 68.5%

error limit—margin of error) = (7% — 4.5%) = 2.5%. ACL’s sample size will not exactly dupli
the AST, since the sample sizes in the AST were adjusted for Type I risks.

Because the ACL routine is a one-tailed test appropriate for acceptance samplifg, cd
modified for the second stage sample, which generally employs a two-tailed test. Th

sampling, the concern is generally not whether the population proportion exceeds ome gecific :
the second-stage sample is designed to establish upper and lower bounds within the tré® value may lie.

i the sample error rate of
istri n is obtained. To obtain a
¢ijal around 5 percent, the sum of
5 percent confidence level = 5
, thus, 1.3 percent and 8.8 percent.
aperwnd lower tails, or the areas that fall
br tail probability] = [100 — 1.2 — (100 —

five percent for the unknown population error rate, the following probabd
confidence level of at least 95 percent that the true proportion liesggvithi
the probabilities of both upper and lower bounds cannot exceed 5 pefgent
percent). The minimum of a 95 percent confidence interval a
The actual confidence limit is the sum of the probabilitj
outside of the confidence interval: [100 — lower tail prd
98.5)] = (100 — 1.2 — 1.5) = 97.3%.
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Probability Distribution if Population Proportion is 5%

)

0/0
Population Sample FErrors Errors Probability
40,000 160 0 0.0% 0.0%
40,000 160 1 0.6% 0.3%
40,000 160 2 1.3% 1.2%
40,000 160 3 1.9% 3.9%
40,000 160 4 2.5% 9.3%
40,000 160 5 3.1% 18.4%
40,000 160 6 3.8% 30.7%
40,000 160 7 4.4% 44.9%
40,000 160 8 5.0% 59.3%
40,000 160 9 5.6% 72.0%
40,000 160 10 6.3% 82.1% ®
40,000 160 11 6.9% 89.4%
40,000 160 12 7.5% 94.1%
40,000 160 13 8.1% 97.0%
40,000 160 14 8.8% 98.5%
40,000 160 15 9.4% 99.3%
40,000 160 16 10.0% 994%o
40,000 160 17 10.6% “).9
40,000 160 18 11.3%

1&
-cumtiative, and represent

the probability of a single proportion. The confidence interval is the area o gragexcluding the upper and

lower tails, or between 1.9 percent and 8.8 percent inclusive. Alternative
given in Section M yields a confidence interval of 1.6 percent and 8.4
exact hypergeometric limits. The normal approximation works we} bec

Probability
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To estimate a sample size sufficient for a two-tailed test, the confidence level entered into ACL’s one-tailed test
must be increased. To calculate a sample for a 95 percent confidence interval for a two-tailed test, enter a
confidence level of 97.5 percent, such that [2 * (100 — 97.5) = 5%].

The sample sizes produced by ACL are somewhat larger than those produced by the hypergeometric distribution,
since the ACL algorithm utilizes a slightly different probability distribution.

M. Sampling Formulas

1. Formulas:

A formula for approximating the required size of the second-stage sample to produce estimates with a
given level of confidence and precision is:
= Nz?P(1- P)
(N -De* +z*P(1-P) .

where:

= Size of the population from which the sample will be taken \

= Sample size

wabe

confidence, use z=1.96.
= The unknown population proportion to be estimated. Regulators should useg
as well as evidence from the initial sample, to select a value for P.
= Margin of error or degree of accuracy of the sample estimate expre’ed a
example, use .05 instead of 5 percent)

The desired outcome is to produce a sample of sufficient size to concluSion with 95 percent
confidence that the true proportion is within + ‘E’, or the margin o r, 0 sample proportion. The
actual margin of error depends on the accuracy of the initial fo opulation proportion. As
discussed above, the margin of error increases as the true propogfion oaches 50 percent. If the initial
guess was 10 percent, but the resulting sample proportiofpwas celt, the confidence limits will be
significantly wider than initially anticipated. Confidence li th e, must be calculated after the

analysis of the sample is completed.

2. Confidence interval formula:

= Margin of error

= The standard deviation e stimate. Use z=1.96 for a 95 percent confidence interval.
= The sample proportion ( bstitute for the unknown population proportion)

= Sample size

= Population size

The formulas for sam onfidence interval are for samples taken from small populations. The
term [N—s is the pg orrection factor. As populations increase in size, the term has less impact on

N-1
the resulting e
reduce

xample, with a sample size of 300 and population size of 500, the term
opulation size is increased to 5,000, the term is .96, and it quickly approaches 1 at
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50,000 (or .997). Thus, for populations greater than 50,000, the term can safely be dropped from the
equation, since further increases in population have little impact on the margin of error, or the necessary
sample size. In other words, a sample sufficient for sampling from a population of 50,000 will also be
sufficient for sampling from a population of 50 million. In each case, the population is “large enough,”
and the formula for “large populations” can safely be used, which calculates a sample size without
reference to the population size.

3. Skip interval formula:

1=(2TN)—1

where:
I= Skip interval
= Population size O

= Sample size
g L 4

4. Procedure: \
a. Determine the sample size. 0

b. Determine the skip interval.

c. Using a table of random numbers, or a random number generator, select tif

¢

d. Apply test(s) to sample and tabulate raw frequency expressing each frequ

e. Using the 95 percent confidence interval formula, calcul erval Wr each population
proportion. K
5. Calculation example:

N
From a population of 20,000 homeowners insurance polifg files. ipfi¢stigate the accuracy of rating
procedures. Using the sampling formula, find sampl Oluzs:

_ (20,000)(1.96)(.5)(1-.5)
(20,000 —1)(.05%) + (1.96%)(.5)(1-.5)

S =376.9, or 377

After the sample size is determined, t bt ! formula for a sample size of 400 yields:
| 2(20,000) “1=99
400
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From a random number table, select 400 numbers between 1 and 99 (ignore those numbers that fall
outside the range of 1 to 99; e.g., disregard 138, 191, 295, 0, etc.) For sake of illustration, suppose the first
10 numbers are:

K1-03 K2-16
K3-12 K4-55
K5 -56 K6 -33
K7-57 K8 —18
K9-25 K10-23

Begin the selection process by skipping the first three files and selecting the fourth file, then skip the next
16 files and select the 21st file and so on.

Suppose the following results were tabulated from the sample of 400 files.

(a) (b) .
Category Count Percent (P)
(Column a + sample size)
Policies with rate overcharge 21 525
Polices with rate undercharge 14 3.50
Policies with non-premium error 10 2.50
Policies with insufficient information | 10 2.50
Total rated incorrectly 55 13.75

Using the 95 percent confidence interval formula, the confidence interval f$5.

1.96 \/ (5.25)(94.75) 20,000 — 400 \
: 400 20,000 -1 \

1.96 x 1.115 x .99 =2.16 (rounde

Thus, a regulator can be 95 percent confident that the I&’ Tt f pgicies with a rate overcharge is
between 3.09 (column b —2.16) and 7.41 (column b + \
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Chapter 18—Automated Examinations Tools and Techniques

This chapter provides guidance to market conduct examiners and promotes the use of automation tools during
market conduct examinations. A variety of software tools are referenced, and several automation tests are detailed
to assist examiners with the implementation of automated procedures.

A. Purpose of Automated Examinations

Primary incentives for the use of automated examination processes are to shorten the length of an examination
(which can contribute to reduced examination expenses) and allow the examiner to test entire populations of data
for compliance with statutes, rules and regulations. By testing the entire population, a reliable statement of
compliance can be made and trends of compliance (or noncompliance) more easily identified. As electronic

examination data is collected and archived by states, information about the company’s data and prior examination Q

results may become useful for new examinations. Examiners may perform portions of an automated examination

before traveling to the company or individual’s location.
B. Automation Tools ¢
The following are the tools referenced in this chapter which are available to an examiner. \\

1. NAIC Systems
The NAIC systems contain a variety of data related to companies and individuals operatin, the 11 Slrance
industry. An examiner can look up a company or individual and readily identify whiches - contain
information about the entity. The following applications provide information to exanf prove useful
during their examination: o

a. Market Action Tracking System (MATS)
MATS allows market conduct examiners and analysts to comymu sche@@les and results of
examinations and other market actions. MATS allows for the calling ar, onduct examinations and
non-examination inquiries and market actions, in addition to proviggug ,edsy access to complete
information about the entities involved in the action. MATS can ed to or update market actions
for a specific entity or a number of entities. Informationggn M intained for both ongoing and
completed market conduct actions. Market actions capture : comprehensive examinations,
targeted examinations, focused inquiries (typically j ol multiple market participants), and

other non-examination regulatory interventions. M& provilles notification of new and updated
action information via the Personalized Informati{{y Capture Sfitem (PICS).

The Financial Examination Electronic Tracking Syster
allows state insurance regulators to follow t
While MATS provides historical informati
FEETS is used exclusively for financial exa ons.

b. Complaints Database System (|
CDS has been operational si
recorded identifying the type,
complaints and are usefyl for analyzi

and"ultimate disposition. Reports readily provide the number of
nds related to complaints for an individual or company.
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c. Regulatory Information Retrieval System (RIRS)
RIRS has been operational since the 1960s and was implemented as an electronic database in 1985. RIRS
is a regulator-only NAIC database containing final, adjudicated regulatory actions against insurance or
non-insurance entities and includes both licensed and non-licensed entities. This system enables state
insurance regulators to track, on a nationwide basis, the regulatory history of individuals and entities
affiliated with the insurance industry. The origin, reason and disposition of the regulatory action are
recorded in the database.

d. 1033 State Decision Repository
The 1033 State Decision Repository (SDR) application allows regulators to enter and search for 1033
decisions, which state regulators have made for individuals who have requested to work in the business of
insurance but have been prohibited to do so by Section 1033 of the Violent Crime Control and Law
Enforcement Act of 1994. 1033 waivers and denials which were previously located in the Special
Activities Database (SAD) were migrated to the 1033 State Decision Repository on December 1, 2016.
The SAD database was no longer functional as of December 2, 2016.

e. State Producer Licensing Database (SPLD)
NAIC owns and NIPR helps maintain a comprehensive state producer licensing database calle’“

for the exclusive use of state regulators. This NAIC database contains all of the info i e
Producer Database (PDB), plus all state submitted regulatory actions and confidential atl
available only to regulators. SPLD is a regulator-only database accessible through iSitéan t
subject to the Fair Credit Reporting Act (FCRA).

To search for producers via iSite+:

e Log into the regulator-only portion of myNAIC and select iSite+ fro gories;
e Select the Search — Individual Entity under the Tool tab; L 4
e Enter the known criteria for the entity (e.g., last name, first name) a C ; and
e Select the Licensing link next to the appropriate entity.
The examiner may need to review the basic demographic data to veri co entity was selected.

f. Financial Applications
The Financial Applications section contains the annual@®tate mapcial information for insurance
companies that report to the NAIC. The most useful financia licggigd® for market conduct examiners is
the annual statement Pick-a-Page. In Pick-a-Page, Pagipexhibit of direct written premiums in

any particular state can be obtained.

2. ACL® For Windows
ACL is the NAIC-recommended software to assist with the a
examination.

nd evaluation of electronic data during an

ACL is a Windows-based PC program that alloya
at a high rate of speed. Like other audit sof
company chooses to capture from their

iner to manipulate and analyze vast quantities of data
hds CA Easytrieve®, ACL is dependent upon data the

The examiner must focus on the relation
examiner must think like an in
There are times when the comp
purpose. The examiner must be able

that exist among the data collected to use ACL properly. An

g the meaning of data in relation to specific areas of review.

does not capture the data needed to effectively use ACL for a particular
istinguish between useful and non-useful data.

ACL requires the ex:
and NAIC Market In
will yield benefits.

iner pecial knowledge and training; achieve a comfort level with company data
s (MIS)/IT staff; be creative; and be effective—concentrate on areas that
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Some areas of the exam may benefit from ACL, while others will not. A regulator may find the following
examples of ACL applications useful. These are “theoretical” examples that have not been tested in the field.
Regulators are asked to share ideas regarding the use of ACL with fellow examiners. The current schedule of
NAIC-sponsored ACL training classes can be found on the IT Examination (E) Working Group web page.

3. TeamMate™

TeamMate is a Windows-based file repository and auditing software package that states may purchase to assist
them in conducting examinations. This software enables the examiners to compile examination workpaper
documentation into a paperless electronic file. The software package tracks completion and review of examination
procedures and is capable of including the examination documentation (Word documents, spreadsheets,
watermark images, etc.) entirely within the program. The TeamMate audit management software has two models,
a distributed version and a centralized version. As of June 2018, the NAIC utilizes the centralized model.

To assist in the utilization of TeamMate for market regulation purposes, the NAIC has developed Market
Regulation TeamMate TeamStores. The NAIC Market Regulation TeamStores were developed to provide the

the Market Regulation Handbook. &

states with uniform procedures that mirror the market conduct examination standards found in Chapters 203OQ

Information on how to purchase a TeamMate license can be found on the IT Examination (E) Wi
web page. The current schedule of NAIC-sponsored TeamMate training can also be found on the IT inati

(E) Working Group web page, and TeamMate training is available to regulators upon request.

4. Spreadsheets

Spreadsheet applications are computer programs for creating and manipulating cagalcc a in a
spreadsheet can be defined and formulas created for calculations, etc. The most popula@gofcadshelt application is
Microsoft Excel. o

application is Microsoft Access.
6. Word Processing Software
Word processing software facilitates the creation of letters and ofper d ample text is included in this

chapter. \
7. Market Conduct Sampling Utilities Program (MCS

The Market Conduct Sampling Utilities program (MGGL) is a Mitbosoft Excel program designed to assist
regulators in testing random sampling tolerance and coligy els. Determination of sample size and
probability of the accuracy of sampling results can be readily ca od using this program. The MCSU conforms
to the methodology of the revised Chapter 17—Samglling as adopted by the Market Regulation Handbook (D)
Working Group in 2006. The MCSU Excel progr nd accompanying Help File are available to regulators in
the Reference Documents section of the Market Handbook web page on StateNet.

5. Databases \
Database software provides for queries and reports to be created against a%ne example of a database

8. State Systems

The examiner should identify what info 10 electronically in their state systems and whether it can be
extracted for automated testing. If a co ’s will be tested against the state’s data, the initial request for
data sent to the company should consider the ’s data format to simplify testing. For example, producer name

fields should be requested in the e format as 1t is maintained in the state; e.g., last name, first name.
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9. Computer System Size Limitations

Examiners should be aware that email servers may have a standard size limitation for receiving and sending data.
When sending an attachment through email, Internet servers may have a size limit on files that can be attached to
the email. If the file exceeds this size limitation, then a compression utility tool, such as WinZip or WinAce, can
be used in order to send the file. If the sender is using a compression utility tool to send the information, the
receiver must also have the same software on their computer system in order to open the compressed file type
(.ZIP, .RAR, etc.) to a readable document.

If an email cannot be sent due to server limitations on file size, there are other options available to the examiner.
Sending the file through File Transfer Protocol (FTP) is another option. The only drawback to this method is
acquiring a password, which can sometimes pose time restrictions. The best solution is to post the file on a secure
Internet website. The examiner could send the file to a web server, create a link to that file and other examination
team members may be allowed access to the file. If the information is sensitive, the examiner will need to
establish a secure site, with the file available only for people who have access to the secured site.

Another option available to examiners is to copy the file to a portable electronic device.
", : 4
C. Reference Tools, Training and Assistance

The following references, training and assistance are available to assist examiners with the u jon
automated tools.

1. NAIC-Sponsored Training
The NAIC provides a variety of training opportunities and educational events which N\
examiners. Available training includes classes for Introduction to ACL, Introduction
and Advanced ACL. In addition, web-based instruction for NAIC systems is Wi

icial to

scheduled events such as the annual NAIC/NIPR Insurance Summit Conference. In jon cchnical training
may be found on the Education and Training website htip./www.naic.org/e 1 nical_training.htm.
Some examples of NAIC application technical training include:

e Using TeamMate Electronic Work Papers (EWP)—Students will lea; f working a TeamMate
Financial Exam with EWP; and

e Market Action Tracking System (MATS) Exam Call and Updatgf—ChigE xaminers & Market Regulation
staff will learn the process of calling a Market Action, afid gnc ed yill be able to use the system to
update market reports and exchange exam-related informatio on iners as a collective team.

2. NAIC File Repository
The NAIC File Repository is designed to allow state
centralized location at the NAIC. Various programs and test
download. States are encouraged to share files via the file reposite

submit files or download files from a
0e sent to the repository for other states to
he file repository is accessed via iSite+.

3. Internet
The Internet has a wealth of information relatgg
macros for some functions. Many chat
encountered during an automated exa

se of software and can provide specific formulas or
ptin“ooards exist where advice can be sought for problems

4. 1IPRC
The Interstate Insurance Produc, ission (IIPRC) is a valuable resource for market regulators in
compacting states when the re working with IIPRC-approved products. The IIPRC website,
Www.insurancecompact.org, contai ertinent information about the Compact law, uniform standards and
reviewer checklists. Marke n visit the website to learn more about the IIPRC’s processes and
procedures, includingthe ch process that allows an [IPRC-approved product component—such as an
or endorsement—to be used or “mixed and matched” with a compacting
state-approved product ¢ . The IIPRC office staff and reviewers are easily accessible to respond to
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regulator questions about the uniform standards or questions regarding a product filing submitted to and/or
approved by the IIPRC. Contact information for the IIPRC office can be found on the IIPRC website. Compacting
states have one or more designated representatives that actively participate in IIPRC meetings and activities and
may also be a good resource to provide guidance on working with [TIPRC-approved products.

5. State Insurance Departments/NAIC Staff

State regulators and NAIC staff are available to provide guidance to regulators about automated examination
procedures and processes. For the names of individual contacts within the NAIC or at state insurance
departments, please contact the NAIC Market Regulation Department at 816-842-3600 or via the NAIC website

at www.naic.org.

6. NAIC Help Desk
The NAIC Help Desk is available to assist regulators as needed. Regulators may contact the Help Desk at 816-

783-8500 or at help@naic.org.
D. Data Requests and Access

This section provides examples of data requests that may be used in a market conduct examination
corresponding automated techniques used to perform the review. Typically, the file requests can
company with the notification letter or a computer/technical contact person can be requested in the
letter and the requests can then be sent directly to them. It is best suited to have a technical ct
involved directly in all pre-examination meetings with the company to avoid confusion.

The data requests are basically the same requests that are used when asking the compa
print outs. But, by asking for the information in data files, the examiner can no
populations and quickly pull statistically sound random samples to be used to revie@actus

mputer

ny
S 00 percent of

1. Example of a Standardized Data Request for ABC Insurance Company
Please provide the following data files for the examination period of Jan. 1,
will be used on a PC, so please provide the information on a CD. The files s
the layouts shown. The file format requested, in the order of preference, is dalimi
Microsoft Access database. If a company’s computer systems use gitfe
company’s data files and send revised file layouts with the files. L 4

t h Dec€. 31, 2011. The files
fixed length records in
a or tab) text files or a
sizes, please submit the

Complaints—Please provide a list of all complaints receivg me] policyholders from the period of
Jan. 1, 2011 through Dec. 31, 2011. Please include bot ceived directly and those forwarded from
the [state name] insurance department.

egulation Handbook Reference Documents web page on
Complaint SDR portion of the combined Producer,
-regulators may access the updated Complaint SDR at
es from the updated Complaint SDR are provided

in 2017. Regulators can access the SDR on the Mar
StateNet. The updated Complaint SDR replace
Commission and Complaint data request date
https://www.naic.org/account_manager.
below:

FIELD NAME START* DESCRIPTION

CmpCsNo Company complaint case number for the
complaint

CmpFirst First name of complainant

CmpMid Middle name of complainant

CmpLast Last name of complainant
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CmpOrg 61 20 A Origin of complaint (company direct, department
of insurance, Better Business Bureau, social
media, Internet, etc.)

CmpRecDt 81 10 D Date complaint received [MM/DD/YYYY]

PolNo 91 10 A Policy number

CmpTrnTp 101 5 A The manner in which the complaint was
transmitted to the company (phone, visit, letter,
etc.)

CmpRsn 106 30 A Reason for complaint If codes are used, please

include a list of complaint reason codes along
with their meanings

* Start and Length only used if sending the file as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numeric or date.

2. Data Formats
There are a number of different formats in which the data can be provided. Consideration should be given as ig
what format the company can provide, what software program the examiners will be using to view the data, §
much space will be available on the examiner’s hard drive and how the company will transfer the dta to
examiners.

Recommendation—ASCII delimited, ASCII fixed length and text files are the best data format

download directly into these formats. However, if the files are used in any soft ICRS
duplicates of the file will be made when the files are saved in the corresponding stﬁw a o format. ACL

will only make duplicates of ASCII files.

ASCII Delimited Files—These are called delimited files because a field separa Iheparates the fields.
To facilitate with the reading of these files, ACL uses a Delimit Utility.
Two common delimited file types include:

e (CSV - Comma Separated Values; and
e TSV —Tab Separated Values ’S

Example:
"987654321","JONES, THOMAS P","21","19850505","","45

","19961204"
L."00000000"

ASCII Fixed Length—Every record Te fixed length and the fields are continuous but the same
size in each record. The file must be se inte®kidividual fields in ACL and given headings/names. This does
not change the data. ASCII fixed length file e up the least amount of room on a hard drive and are the best
method of compressing data for ansfer.

Example:

987654321JONES,- THO 5 19850505-00000000

876543210MILLER @REVR! 2119960814-00000000

765432109NOBEL,R . 819909060-00000000

654321098PRICE -MARLEQE: - 2119940428-00000000
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543210987RICE,-WILLIAM-P---+-:2119860102-00000000
432109876SMITH,-BRIAN-K:-+---2119900424C19961204
321098765TAYLOR,-CARL-R:-++-:2119870407-00000000
210987654WILLIAMS,-CLIFFORD-+++:-2219890605-00000000

EBCDIC—EBCDIC data, encoded according to the Extended Binary Coded Decimal Interchange Code
(EBCDIC), refers to printable characters. This data type is the norm for all IBM mainframe and minicomputers.
The length of this data type is a maximum of 32,767 bytes.

More Difficult to Use—Data files can also be requested in Microsoft Access, Microsoft Excel, etc. These
packages are more conducive to small populations, files without date fields and computers with larger hard drive
space. There are also issues to deal with when using this requested data with ACL.

Microsoft Access—Using the Data Definition Wizard, Microsoft Access and XML data can be imported and
defined directly, without the need for pre-processing. ACL maintains the integrity of the source data and allows
the user to specify whether to keep field header information. The user can also specify which Microsoft Acc;
table to be utilized. Installation of Microsoft Access on a computer to use files of these formats is not neggssa

Microsoft Excel—Using the Data Definition Wizard, Microsoft Excel data can be imported and de N
without the need for pre-processing. ACL maintains the integrity of the source data and lets the ecl
whether to keep field header information. The user can also specify which Microsoft Excel w ec e
utilized. Installation of Microsoft Excel on a computer to use files of these formats is not negessary:
with Microsoft Excel include: Microsoft Excel tends to corrupt date fields, and Excel 2003 is igited t
rows or records in any one file. When using Excel, special attention should be gi
challenges with date fields. While Excel versions 2010 and later have a row or recorcgi =r one million,
computer memory effectively limits the number of records to a smaller number d@ndi s

per record/row. Unless ODBC is used to read Microsoft Excel data in ACL, dates isplaggorrectly. When
Microsoft Excel data is imported, Microsoft Excel and the transferring technologyiise stem date format. If
s fro
» i

o

this format differs from the Date Display Format that the user sets in AClt he Microsoft Excel
data may display incorrectly in ACL. To avoid this problem, in ACL, select ons, then click the Date
tab and enter a date display format to match the system date. To find the suste tg, select Start » Settings »
Control Panel » Regional Options.

3. Common Issues
a. How a regulator can save space on a hard drive:

e Request that files be sent pre-sorted. Fo e fil€s can be sorted by claim number or
sorted by company code, then by polic mber. ACHinote: ACL will require that a new file is
made for each different sorting;

e Include all companies in the review in one file W company code to distinguish each company.
ACL note: This will make any procgftres performed in ACL run a little slower, but it can save
space; and

e Request that the files come in a_dglamit: rmat.

b. Documentation:
If using ACL, for any proced erformed, a “Log” screen will be shown that documents
what was performed. The commarifglogs records and displays the commands issued and the results
obtained during a data agalysis project.he log can be exported to any of the following file types:

e HTML - Export: results from the selected commands as an HTML file;
e LogFile - Sav cted commands and command results to a new ACL command log file
(.log) and a
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e  Script — Creates a script from the selected commands and adds it to the Overview;

e  WordPad — Copies the selected portions of the command log to a new Microsoft WordPad
document; and

e Text— Saves the selected portions of the command log as a text file.

c. Record Count:
If using ACL, once a data file is brought in and the field names set, the program will automatically
indicate the population size and will show it on the status bar at the bottom of the screen. If using
Microsoft Access when opening the table or running a query, the program will either show the record
count at the bottom of the screen or a message box will appear that displays the number of records after
the query has been run.

E. Validation of Data

Common concerns related to automated examinations are how regulators can ensure accurate and complete data j
sent for examination purposes. Examiners are encouraged to identify the information maintained by their s
which can be cross checked against data files submitted by a company. Annual statements and other reports
be useful in determining whether accurate and complete data is provided.

O

1. Control Totals

The company should provide the total value of several key fields when data is provided for examina On

data is converted into a software program, the totals of those key fields should be calculated tguensure elisa
complete data conversion. If there are discrepancies in any of the totals, the examiner an p must
determine the cause of the discrepancy and make corrections as needed.

@

2. Data Quality Analysis L4

After data is converted into a software package, a cursory review of the data shou n . The examiner
should ensure each field appears to contain correct data; i.e., dates should appeargi date s, numeric amounts
in dollar amount fields, etc.

The following functions can assist in verifying data quality:
e ACL: the Sequence, Verify and Statistics functions found i
e Microsoft Excel: the Validation function found in the Data
e Microsoft Access: create validation rules when converts
the Tools menu and then selecting Convert Databa

the flna enu;

e Database Utilities function in

F. Sampling

portion all of an examination will be conducted
ncept can be used to sample an entire population of data,
ill continue. For instance, examiners may want to test a
e electronic files are maintained in an accurate and
complete manner. Examiners should r pter on sampling, for a more complete description of the
purpose of sampling and the various saii plé

The concept of automated examinations assumes
electronically. Although the automated examinatio:
the need for sampling a portion of the records/files

1. Sampling with ACL
Record sampling treats each re
in the records). Therefore each re

qually, resulting in a sample that is unbiased (i.e., is not biased on the value
as an equal chance of being selected.

1latiori'p”’), number of items (“n”) to be selected and a random seed are specified.

ced to Menerate “n” random numbers between zero and “p.” If the same random
number is selected mo: n“Ag@asfthe duplicate choices are replaced with unique random numbers. This means
, the same record will never be selected more than once.

In random sampling, the po
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2. Example of Pull Lists

When an examiner needs to sample paper files, it is common for a list to be created and provided to the company
for recovery. Electronically, a sample of records may need to be selected for the examiner to scrutinize when the
application of an automated test is not feasible or recommended. The use of automated tools, such as ACL and
Microsoft Excel, is encouraged for the creation of pull lists or electronic samples.

If utilizing Microsoft Excel, a pull list can be created as follows: (Note: This requires the Analysis ToolPak Excel
Add-in):

e From the Tools menu, select Data Analysis. A box will appear with a list of options; select Sampling. The
Sampling dialog box will appear;

e Enter the input range. The input range should be a numeric field (i.e., policy number) from which the
sample will be generated. In addition, the regulator should determine if periodic or random sampling
should be utilized. If periodic sampling is selected, the regulator should enter the distance between files
selected (i.e., every 10); and if random sampling is selected, the regulator should enter the number of
samples desired. Enter the desired output range in the output options;

e Microsoft Excel will create a new worksheet providing a list of the sample; and
e If manual files are required, the worksheet page then can be printed off and provided to the comggany.

Complaint Handling Standards

G. Complaint Handling \\
Note: This automated analysis is only useful in reviewing companies with automated complaint %

All complaints are recorded in the required format on the company complaint ig
The company takes adequate steps to finalize and dispose of the complaint a

cco
statutes, rules, regulations and contract language.
The time frame within which the company responds to complaints is in accgghlance applicable statutes,
rules and regulations.

Data File Supplied by the Company

A list of all complaints received during the examination period, both digfictl rom the insurance department,
provided in the following format.

st (SDR) was adopted by the NAIC
akibook Reference Documents web page on

Commission and Complaint data request dated 2006. Non-reglatorgimay access the updated Complaint SDR at
https://www.naic.org/account_manager.htm. Some field names & the updated Complaint SDR are provided
below:

FIELD NAME START* DESCRIPTION

CmpFirst First name of complainant

CmpMid Middle name of complainant

CmpLast Last name of complainant

CmpCvgTp Type of coverage (life, health, dental, home, auto,
etc.)

CmpRecDt Date complaint received [MM/DD/YYYY]

PolNo Policy number

CmpTrTp The manner in which the complaint was
transmitted to the company (phone, visit, letter,
etc.)
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CmpRsn 86 30 A Reason for complaint If codes are used, please
include a list of complaint reason codes along
with their meanings

CmpRsl 116 30 A Complaint resolution If codes are used, please
include a list of complaint resolution codes
along with their meanings

CmpLtrDt 146 10 D Date complaint resolution letter sent, if applicable
[MM/DD/YYYY]
CmpOrg 156 20 A Origin of complaint (company direct, department

of insurance, Better Business Bureau, social
media, Internet, etc.)

* Start and Length only used if sending the file as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numeric or date.

Data File Supplied by the Consumer Services Division of the Insurance Department

A list of all complaints received on this particular company during the examination period, provided in t
following format.

Please note that an updated stand-alone Complaint Standardized Data Request (SDR) was adopted Ry th
in 2017. Regulators can access the SDR on the Market Regulation Handbook Reference Documents
StateNet. The updated Complaint SDR replaces the Complaint SDR portion of the combi ucerty
Commission and Complaint data request dated 2006. Non-regulators may access the updated Com
https://www.naic.org/account_manager.htm. Some field names from the updated Complaint R are vided
below:

FIELD NAME START* | LENGTH* | TYPE** | DESCRIPTION
CmpFirst 1 15 A First name of complai
CmpMid 16 15 A Middle name of comg
CmpLast 31 20 A Last name of,comg
CmpCvgTp 51 10 A Type of cove if&gealth, dental, home, auto,
etc.)
CmpRecDt 61 10 D Date comp MM/DD/YYYY]
PolNo 71 10 A Polacy ni 8
CmpRsn 81 30 A Reasogpfo t If codes are used, please
omplaint reason codes along
eir nings
CmpRsl 111 30 A 2t resolution If codes are used, please
¢ list of complaint resolution codes
~pngwith their meanings
CmpOrg 141 20 A Origin of complaint (company direct, department
of insurance, Better Business Bureau, social
media, Internet, etc.)
* Start and Length only used if sending the file as an AS A ype: Whether the field is alphanumeric (text), numeric or date.
Tests:

1. Comparison of Insurance De nt any Records: The insurance department’s file can be
compared to the company’s file to erifge that the complaints forwarded by the insurance department are
being accurately recor fThis can be done by comparing either the complainant’s name or policy
number fields in each fil is can help determine if the complaints are being properly recorded.

he NAIC Complaints Database System (CDS) contains closed consumer
dividuals involved in the insurance industry. These complaints are broken
ss, type of complaint and disposition. These numbers are then compared to
ive a more accurate measurement of the insurer’s comparative performance in the

2. Formal Complaint B¢
complaints a@inst
down by state,
premiu itten
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marketplace. This comparison is called the “complaint index.” These reports should be reviewed to
determine if there is a pattern of specific types of complaints or if the particular state being reviewed has a
high complaint index compared to the other states.

3. Type of Complaint: With the file supplied by the company, counts can be run by type of complaints. Any
patterns or unexpected results in the type of complaints can be reviewed.

4. Disposition: With the file supplied by the company, the number of days between the date of complaint
and the date of response by the company can be calculated. This can be used to determine if the time
frame within which the company responds to complaints is in accordance with applicable statutes, rules
and regulations on promptness. A random sample of closed complaints can be taken to see if the company
has taken adequate steps to finalize the complaint.

H. Producer Licensing

The area of producer licensing is ideal for automated procedures. Examiners can easily compare the record
licensing/appointments against the company’s records to determine if violations exist. Comparisons ca’be
to the company’s producer records, new business records (to determine when applications are written
commission records to ensure compliance. Data related to commission records or applications
reflected in the NAIC State Producer Licensing Database (SPLD). Only lines of authority and lic
licensed or appointed for are shown in the SPLD.

1. NIPR Gateway

The Gateway facilitates the electronic exchange of producer information between state ing e ors and

the entities they regulate. The goal is to simplify communications and to distribute Q¢ ouhelectronically,
. Designed to

improve the effectiveness and efficiency of the state licensing process, the key
reduction in paperwork, data entry and costs; development of national standards rggirdin,
of licensing data; faster turnaround time; and increased revenue.

e Gateway are
ctronic transmission

including licensing applications, appointments/terminations and the Address Chan@
ts

2. Comparison of Insurance Department/Company Records
e Example using Microsoft Excel; and
e Example using ACL Audit Software. L 4

Producer Licensing Standards

No one other than a duly licensed producer may
msurance.

~ No insurer licensed to do business in the state may pay co ssions or make any consideration of anything
of value to an unlicensed person, firm or corporftion.

Data Files Supplied by the Company:
1. Producer Licensing—List of produgers

NAIC in 2017. Regulators ganaccess the SR on the Market Regulation Handbook Reference Documents
web page on StateNet. The ated Producer SDR replaces the Producer SDR portion of the combined
Producer, Commission and i
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FIELD NAME START* | LENGTH* | TYPE** | DESCRIPTION
CoCode 1 5 A NAIC company code
PrCode 6 9 A Company internal producer, CSR or business

entity producer identification code If more than
1 producer of record, repeat this field as
necessary and include a revised file layout

NPN 15 7 A National producer number

PrFirst 22 15 A First name of producer or CSR

PrMid 37 15 A Middle name of producer or CSR

PrLast 52 20 A Last name of producer or CSR or name of
business entity producer

PrAddr 72 25 A Producer’s, CSR’s or business entity producer’s
street address

PrCity 97 25 A Producer’s, CSR’s or business entity producer’s

city

* Start and Length only used if sending the file as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numer‘)r dat

2. Commissions—List of all persons/agencies, appointed and unappointed, to whom commissions pa
business written in this state during the examination period, provided in the following format.

Please note that an updated stand-alone Commission Standardized Data Request (SDR) was ado by the
NAIC in 2017. Regulators can access the SDR on the Market Regulation Handbook Refeiftee Dglitiments
web page on StateNet. The updated Commission SDR replaces the Commission SDR pg mbined
Producer, Commission and Complaint data request dated 2006. Non-regulatorSig s the updated
Commission SDR at https://www.naic.org/account_manager.htm. Some fi na the updated
Commission SDR are provided below:

FIELD NAME START* | LENGTH* | TYPE** | DESCRIPH

CoCode 1 5 A

PrCode 6 9 A cer, CSR or business

entification code If more than
ot resord, repeat this field as
clude a revised file layout

NPN 15 7 A .

CommPrem 22 11 N ssionable premium amount paid on this

certificate

PremPdDt 33 15 A ef Ommissionable premium paid

/DD/YYYY]

CommAmt 48 11 Commission amount paid or credited

CommPdDt 59 10 Date commission paid or credited
[MM/DD/YYYY]

CommPayee 69 1 Describes to whom the commission was actually
paid. Indicate (P) if the commission was paid to
the individual producer, (A) if the commission
was paid to an agency, or (O) for other

CommTyp 70 0 A Commission type paid (first year, second year,
override, service fees, contingent fees, bonuses,
other monetary compensation and other non-

monetary compensation)
* Start and Length only if seriin as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numeric or date.
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3. New Business Written—List of all automobile policies issued as new business in the state during the
examination period, provided in the following format (for this example, automobile policies were used;
however, any line of business could be used):

FIELD NAME START* | LENGTH* | TYPE** | DESCRIPTION
Co Code 1 5 A Company code (if file contains more than one
company)
Pol Prefix 6 - A Policy prefix (if any)
Policy No 10 A Policy number
Policy Type 19 5 A Type of policy (standard, preferred, etc.)
Inception Date 24 8 D Policy inception date (CCYYMMDD)
Garaged Street 32 25 A Street address of location where primary car is
Address garaged
Garaged City 57 25 A City where car is garaged
Garaged County 82 25 A County where car is garaged
Garaged State 107 A Two letter state code for where car ig ga
Garaged Zip Code 109 5 N ZIP code where car is garaged
Rating Territory Code | 114 10 A Code specifying rating territoryQR Wide
list of codes)
BI Limits Per Person | 124 7 N Applicable bodily inj@ 1 D
dollar signs, decim@s or{in
BI Limits Per 131 7 N Applicable bodily injdig lintgasfacci
Accident not use dollar signddeciigls of commas
UM/UIM Limits Per | 138 7 N Uninsured/Ynder ed rist limits per
Person e d signs, decimals or
UM/UIM Limits Per | 145 7 N i instred motorist limits per
Accident e dollar signs, decimals or
Agent/Producer Code | 152 10 A company code number or social
* Start and Length only used if sending the file as an ASCII text file. “hype: e he field is alphanumeric (text), numeric or date.

Data Files Supplied by the Insurance Department’s Licensir
4. Licensed Producers—List of all producers licensghl with the ifisurance department to solicit business during
the examination period for the company, providggiin the following format.

Please note that an updated stand-alone
NAIC in 2017. Regulators can ac
web page on StateNet. The upda
Producer, Commission and Compl
Producer SDR at https:// .naic.org/ac
SDR are provided below:

dardized Data Request (SDR) was adopted by the
the Market Regulation Handbook Reference Documents
&@ser SR replaces the Producer SDR portion of the combined
cquest dated 2006. Non-regulators may access the updated
t manager.htm. Some field names from the updated Producer
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FIELD START | LENGTH | TYPE** | DESCRIPTION

NAME * *

NPN 1 7 A National producer number

PrFirst 8 15 A First name of producer or CSR

PrMid 23 15 A Middle name of producer or CSR

PrLast 38 20 A Last name of producer or CSR or name of business entity
producer

LOBLic 58 30 A Lines of business licensed to write

PrAptDt 88 10 D Producer’s, CSR’s or business entity producer’s
appointment date with this company [MM/DD/YYYY]

ResLicSt 98 A Resident license state abbreviation

PrTrmDt 1000 10 D Producer’s, CSR’s or business entity producer’s
termination date with this company [MM/DD/YYYY]

* Start and Length only used if sending the file as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numeric or date.

Tests:
Look for unlicensed/unappointed producers: 4 O
1. Compare the company’s Producer Licensing list to the insurance department’s Licens e
list, extracting any producers on the company’s list that are not on the Department’s list.
2. Compare the company’s Commissions list to the insurance department’s Licensed
extracting any producers on the company’s list who are not on the insurance department’
3. Compare the company’s New Business Written list to the insurance department’s
list, extracting any producers on the company’s list who are not on the insurance ist.

Look for producers writing/soliciting business prior to being licensed/appointe
1. Compare the company’s commissions list to the insurance departmentgg L1
extracting any producers on the company’s list who received commisgbnSQgior
date on the insurance department’s list.
2. Compare the company’s New Business Written list to the insur depafguent’s Licensed Producers
list, extracting any policies on the company’s list with cffeClive dates prior to the

the appointment

poli
corresponding producer’s appointment date on the insurance me st.

4

I. Marketing and Sales

1. Advertisement Approvals
The approach for determining advertising approval co
department uses for maintaining policy form approvals.

74

ary based on the method the insurance

Please note that an updated stand-alone Marketing apg Sales Staridardized Data Request (SDR) was adopted by
the NAIC in 2017. Regulators can access the SD the Market Regulation Handbook Reference Documents
web page on StateNet. The updated Marketing and SDR replaces the Marketing and Sales SDR portion of
the combined Producer, Commission and Cogfipias request dated 2006. Non-regulators may access the
.org/account_manager.htm. Some field names from the

Assumption #1—Insurance _department réQgrds pdf files of approved advertising and electronic tracking by
form number and approval

1. Secure an electronic of approved form numbers and date of approval.
2. Secure from the y esponding electronic listing of advertising form numbers and dates
first used.
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3. Run a comparison that would produce a listing of all company-identified advertising forms, which do
not match with the insurance department’s listing.

4. Run a comparison that would produce a listing of all company-identified advertising forms which
were utilized prior to the date of approval in the insurance department’s listing.

Assumption #2—Insurance department records include scanned text of all approved advertising materials, in
addition to form number and approval date.
1. Follow procedures under Assumption #1 to verify that form number and date of use match insurance
department records.
2. Secure an electronic copy of the insurance department’s scanned text of all advertising forms
approved for the company being examined.
3. Secure an electronic copy, or manually scan in, all advertising materials being utilized by the
company being examined.
4. Run a comparison that would produce a list of all forms in which the text does not match the

insurance department’s approved copy.
Assumption #3—Insurance department records include imaged copies of all advertising forms a@oveo

addition to form number and approval date.
1. Follow procedures under Assumption #1 to verify that form number and date of use mat&

department records.
2. Secure an electronic copy of the insurance department’s imaged advertising approvals.

3. Secure electronically imaged copies of all advertising forms from the company exa d, or
image copies of all materials provided.
4. Run a comparison that would produce a list of all forms in which the inggge with the
insurance department’s images of the approvals. V'S
2. Unfair Discrimination
As when looking at insurance company files manually, the examiner will need t fairly Wpovative when using
automation to discover unfair discrimination. This is especially true in mark an es, where companies tend

to be less automated. Unfair discrimination may more easily be found usin
different records of insureds. Finding evidence of unfair discrimination
tests in the underwriting/rating and claims review sections.

matieh when reviewing many
ccur when performing the

When performing the tests in the underwriting/rating and
potential cases where insureds were treated differently fig

examiner should stay alert for
. For example, in underwriting and

rating, the examiner may discover a homeowners ins icadon that had identical characteristics to a
declined application that was located in a ZIP code with a i se of minorities, older homes, etc. The use
of ACL will help the examiner segregate insureds who have characteristics as other insureds, but were
treated differently.

ACL’s Classify command can be used to iden many different unique identifiers when looking for

discriminatory practices. This use of ACL cag
Standard Industrial Classification (SIC S
been identified elsewhere. ACL and th

their database.

xaminer to see unique patterns in lines of business;
es; territories; and other information that would not have
mited if the company does not retain such information in

3. Internet Advertisements
Examiners should use the Interns
advertisements from the compag
applicable sites. Reviewing j
not have access to t
of the media capabiliti

eview an insurer’s online advertisements. In addition to obtaining a list of
iner should choose their Internet provider’s search engines to find
ies of the insurer’s Internet advertisements can be done if the examiner does
er, it is recommended that an actual online review be made. This is because
e nature of many sites.
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In addition to looking for a company name, the examiner may wish to consider searching for applicable product
types, affiliated entities, managing agencies, etc. Not all “hits” will constitute advertisements. For example,
corporate information for investors or the public, news releases and community service-related website may be
sponsored by, or refer to, the insurer being examined. Examiners should note and record the source or web address
(URL) of any particular website in question to determine whether the advertisement was authorized by the insurer.
Advertising standards found in the applicable sections of this handbook should apply to Internet advertisements.
In general, the same rules prohibiting misleading, deceptive or false advertising should apply.

4. GeoAccess® Program (Managed Care Mapping Tool)

The Managed Care section uses GeoAccess® software. Some states use GeoAccess® software primarily for
reviewing HMO networks for compliance with travel distance standards. GeoAccess® makes additional software
packages that can also be utilized by a state. The following GeoAccess® software packages are commonly used:
DataCleaner, GeoCoder and GeoNetworks:

a. Primary Usage

A state may receive data files from each HMO that list the number and ZIP code of all enrglle
the name, address and specialty type/facility type of all participating providers. DataCleaner ISX

clean up each provider file. The following tasks, unique to DataCleaner, are performed:
e Address information is standardized. DataCleaner matches the submitted addres

systems data, DataCleaner fixes it, if possible. If it is not possible to ma
address, an error message will be generated. The state can return non-
the HMO to correct.

e Duplicates are identified and removed. Name, license number,
are used to identify unique providers. Any duplicates are fla
file at the user’s option. It is suggested that the state re

e Geocodes are assigned. DataCleaner attaches longi
record. Geocoding can be performed at the ZIP co
geocodes are stored in the systems data of the@eoC

GeoNetworks is used to “populate” each enrollg
each enrollee. If the submitted data showe
enrollees, the “populated” enrollee file contaX
representing a person. This keeps the submi
transmitting). GeoNetworks can then be used to ged the enrollee file, using the same GeoCoder
system data that DataCleaner accesses wiff geocoding is performed in DataCleaner.

Finally, GeoNetworks is used to commare populated and geocoded enrollee files to the cleaned
fulittions like a comparative database. Each record in the
n the provider file. The software retains how far each

enrollee would have to trav
than travel time standards.) ThS@gftware then summarizes results according to the user’s preference
for state, county or gity summariza

A final product is a rep at shows a list of each county in which enrollment was submitted and the

e es that meet the travel distance standard specified by the user. The
to show other information as well, including the number of enrollees and
Y the type assigned to each county (urban, rural or suburban/basic) and the
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The following is an example of how the GeoNetworks program has been used by the Missouri
Department of Insurance, Financial Institutions and Professional Registration:

In the past, the Missouri DIFP ran GeoNetworks reports for 63 provider types per HMO
network. The DIFP has established a unique standard for each provider type. The DIFP
varies the standard for each provider type depending upon the county type. For example,
enrollees in an urban county must be within 10 miles of their PCP, suburban/basic PCP
access standard is 20 miles and rural PCP access standard is 30 miles. GeoNetworks can
run a single PCP report for all three access standards simultaneously.

Finally, map view features in GeoNetworks permitted the Missouri DIFP to examine circumstances
under which an exception to the regulatory distance standard should be made. GeoNetworks was used
to compare an HMO’s provider data to all providers in Missouri. For example, the distance standard
for OB/GYNs in rural counties is 60 miles. In some counties, there are no OB/GYNs within 60 miles.
GeoNetworks allows the Missouri DIFP to locate the nearest OB/GYN based upon state data and
compare that to the nearest OB/GYN with whom the HMO secured a participation contract.
regulation stipulates that an exception would be granted if the HMO’s OB/GYN were no f‘her
25 additional miles past the nearest possible provider.
b. Secondary Usage \

other than HMO network analysis. A state can track HMO enrollment by ZIP ¢
basis. DataCleaner is used to convert quarterly enrollment submissions to & @nal and
metropolitan area enrollment charts. These charts are used in an
available on a custom basis to the general public. GeoNetworks is useto p
each HMO and regional enrollment maps.

c. Support

Training is available for all the GeoAccess® software pack
GeoAccess® software products is available at Atips./www.o

L 4
J. Policyholder Service \
1. Policyholder Service Practices

a. Calculation of Nonforfeiture Benefits

e information regarding

Standard: The company correctly calculatesfhe benefit amount when a policy is switched to a reduced
paid-up status.

Data File Supplied by the Co
Request a listing of all life polj
The data should include the
application date, insured’s age, rate;

svitched to reduced paid-up during the examination period.
, insured name, cash value, reduced paid-up amount,

Test:

Use ACL to produce a hist olicies where the amount of benefit after being switched to the reduced
paid-up status is n iste ith the other policies with the same characteristics and cash value
amounts.
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b. Premium Billing

In reviewing an insurer’s procedures related to premium billing, the examiner should look to applicable
state laws to determine, contractually, what is or isn’t allowed and what forms of disclosure are necessary.
Once this information is determined, an automated checklist can be devised to cite relevant components
of the statutes to use as a guide to determine adherence to the statutes, rules or regulations.

Once this initial review has been undertaken, the examiner’s review of the insurer’s files must be based
upon applicable state underlying laws. For instance, what types of disclosures are required to be provided
to the insured or policyholder? Is the insured or policyholder aware of the triggers for premium billing?
That is, does the insured or policyholder understand that the premiums are billed monthly and that they
must pay by a certain date, or risk the coverage being canceled? Does the insured or policyholder
understand the role of the grace period and how it may or may not affect the policy, which they have
placed on a premium billing cycle? Are premium finance methods being utilized? Are such methods
consistent with the plan?

Assuming that the law allows and sets limited parameters for premium billing plans, the examiner
determine if the insurer provides “clear language” to the insured or policyholder so

insured/policyholder understands the terms and conditions of the selected premium billi
examiner should look for such disclosure statements and signatures of the policyholders, whi

is this individual? Has the individual been trained or certified? The examiner sh
qualifications of those providing guidance and advice to the insured or policyholder,

The examiner's review of premium billing should be thorough but limited4Fhe ¢
if the premium billing plan adheres to the law, if the insured or policy!
regarding what the plan entails, if the documentation in the insurer’s
insurer’s adherence to the law and in the event a state law is silgnt

adequately advised by a knowledgeable company representative of rm
billing?

is udte to indicate the
the insdred or policyholder
conditions of premium

¢. Refunds of Premium/“Free Look” Periods &

Evaluation in this area can be made by using severa
e Date of application;

Date of policy issue;

Effective date of policy if different from po

Date policy was delivered or mailed;

Date of cancellation request from insfyed;

Date policy was cancelled,;

Date of premium refund; and

Actual premium refund

The following computed fields db d using ACL, Microsoft Excel or Microsoft Access:

e Cancellation date minus the e date or effective date;

e Date of cancellal§ inus delivery/mail date of the policy;

e Premium refund inus the date of cancellation request from insured or the date the policy

was canceled;

ium refund amount (using a short rate or pro rata refund table).
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Using the above fields, perform the following analysis:

e Determine the population using the cancellation date minus the issue date or effective date to find
the policies which should have had refunds. Analyze for refunds owed but not made or refunds
made when not owed.

Compare the premium refund due to the actual refund amount.

e Compare the various computed number of day fields to see trends and verify company procedures
in handling “free look” periods and premium refunds.

e Develop mean, mode and standard deviation for number of days for premium refund made and
determine any possible cash flow issues including cash flow underwriting.

K. Underwriting and Rating

1. Comparison of Insurance Department/Company Records

a.

© 2006-2019 National A

Rate Approvals and Filings
Standard: The company uses only rates that have been properly filed with the insurance departfent. O

Data File Supplied by the Company:
All new business written during the time frame of the examination. Included in this data
effective date of the rates used to calculate the premiums. Download from the insurance
listing of rates filed for use by the company. The download should include the effecti
rates.

Tests:

1. Run a comparison to ensure the rates used on the policy were f%
effective date of the policy.

2. Use the Classify command to identify the number of different ragleditiotigiates used during the
time frame of the examination.

3. Use the Join command to load the rates filed with the insura artigpnt and those used in the

company data.
4. Produce a report where the effective dates of the olic@r to the date the rates could be
used. \

Policy Form Approvals and Filings

Standard: The company uses only forms that havé@gen propelly filed with the insurance department.

Data File Supplied by the Company:

All new business written during the time e of the examination. Included in this data should be the
effective date/version date of the forms an numbers used as part of the policy. Download from the
insurance department a listing of fo b iled for use by the company. The download should

include the effective date of the

Tests:
1. Run a comparison to ensur
effective date o olicy.

2. Use the Classify and to identify the number of different form edition dates used during the
time frame of ¢ hnati

3. Use the Joi
compgny d

e forms used on the policy were filed and approved prior to the

oad the forms filed with the insurance department and those used in the

e the effective dates of the policy were prior to the date the forms could be
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c. Rating Practices

Standard: The rates charged for the policy coverage are in accordance with filed rates (if applicable) or
the company rating plan.
Data File Supplied by the Company:
Homeowners New Business Written—List of all new business homeowners policies issued in this state
during the exam period, provided in the following format:

FIELD NAME START* | LENGTH* | TYPE** | DESCRIPTION

Policy No 1 9 A Policy number

Insured’s City 10 30 A City where property is located

Insured’s County 40 30 A County where property is located

Township/Village 70 30 A Township/Village where property is located if

applicable
Zip Code 100 5 A
Class 105 5 A

266

Zip code where property is located
Public protection class code &
* Start and Length only used if sending the file as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numeric K

Test:
Determine that the correct protection class is assigned to a homeowner’s policy bas x,

county/township/village and ZIP code by comparing company data to ISO protection ¢ codes
maintained in the insurance department’s Property and Casualty division.

ISO protection class codes should be kept in a database format. Both of the" U proteG@on class codes
and the company’s homeowners new business can be analyzed using MhtcrosOhAccegd or ACL. By
comparing or linking the policies’ City, County, Township/Village (if appli arc#%” Code fields to
the corresponding ISO City, County, Township/Village (if applicable) Z de fields, it can be
determined if the Protection Class Codes match. A separate list ca; g&rated for the policies where
the Class Codes do not match. The company or the examiner can th t by looking at the policy

e
file if the class code is correct or in error.

HMO: Average Age %
To ensure the appropriate amount of premium is bgi e a group of individuals, the examiner
may want to re-calculate the average age used ing%he group’s premiums. This may be
accomplished by obtaining the group census bm the underwriting file and from the

computer system, if available. A comparison to th& on in the hardcopy of the census and the
information in an automated rate calculation program u sampling method can be completed.

If there is not an automated rate function, examiner Should re-calculate the average age using the
census form from the file. It may be necessd@i\to enter the birth date or age information into a spreadsheet
for calculation. Once the information issavai@hle in an electronic form, either by downloading the

information from the rate calculatio ) ofvby entering the data into a spreadsheet program, the

prog!
y simple. The following example shows how Microsoft

the average age, either highlight the beginning and ending field or enter the
beginning and ending cell (inCfgle a colon between the first and last field) in the Number 1 field.
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Standard: The company conducts premium audits within a specified time frame.

Data File Supplied by the Company:

List of all policies on which premium audits were required. Fields should include the date the premium
audit was due and when the premium audit was completed.

Tests:

1. Run a comparison to calculate the number of days between the date the premium audits were due
and when they were actually received.
2. The examiner can calculate the average number of days for the company to perform the premium
audit and use the Stratify command to analyze the premium audits that took longer than the

average.

f.  Underwriting Practices

Standard: The company underwriting practices are not unfairly discriminatory. The companygi eo
applicable statutes, rules and regulations and company guidelines in the selection of risks. \

Data File Supplied by the Company:

during the examination period, provided in the following format:

FIELD NAME START* | LENGTH* | TYPE** | DESCRIPTIRN
Policy No 1 9 A Policy muftber
Policy Type 10 10 A Type of poli®
Year of Construction 20 4 N Year the,&»

Zip Code 24 5 A Zi

Policy Inception Year 29 4 N Yea

* Start and Length only used if sending the file as an ASCII text file. ** Type: Whether th

Test:

if newer dwellings (under 20 years of age) are bg

L 4

en as preferred policies correctly. In

For companies where the preferred program is a function ofﬁ dwelling, it can be determined

Microsoft Access, Microsoft Excel or ACL, the
written. Then it can be determined if all dwelling
policy form. Any policies that have dwellings tha
“Preferred” policy form can be pulled out and investiga

The ZIP code information can be utilized
preferred policy form. A count can be
business written. This could detect re

g. Risk Selection (Declinations, R

Standard: Policies can gnly be cance

conditions exist.

Data File Supplied k
List of all policies
ive

include the e

© 2006-2019 National A

y:

ainceleafhy the company for the time frame of the examination. The listing should
ate of £le policy, cancellation date and reason code.

inations)

iation of Insurance Commissioners

ge of thdQiwellihg can be calculated for all policies
20 years of age are using the “Preferred”

20 years of age but are not using the

those policies that erroneously did or did not receive the
hat the percentage of errors by ZIP code is to the total

within 59 days of the effective date of the policy unless certain
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Tests:

1. Calculate the number of days between the date of effective date of the policy and the cancellation

date.

2. Filter out all policies canceled after the first 60 days and classify according to the reason code to

insure policies were not improperly canceled.

3. If the data includes amount of original premium, term of the policy, amount of unearned premium
refunded, date of refund and short rate/pro rata factor used, the examiner can recalculate the
unearned premium and compare it to the amount refunded.

4. A regulator should use the Count command to identify how many (what percentage) of the total
number of canceled policies have the characteristics on which focus is deemed necessary.

5. The examiner can also use the Classify command to identify the number of unique cancellation
reasons to ensure they have a list of all reasons used.

h. Coverage Analysis

limits, which are equal to the Bodily Injury (BI) limits on the policy, unless the nameggd ins

specifically requests, in writing, to reduce the limits or to waive the coverage entirely.

Standard: Insurers are required to issue auto policies with Uninsured/Underinsured motorist (UM/U@

Data File Supplied by the Company:

New Business Written—List of all new business automobile policies issued in this st
examination period, provided in the following format:

dur’

\

* Start and Length only used if §

268

FIELD NAME START* | LENGTH | TYPE* | DESCRIPTION

* *
Co Code 1 5 A Company code (If

company)

Pol Prefix 6 4 A
Policy No 10 9 A
Policy Type 19 5 A
Inception Date 24 8 D
Garaged Street 32 25 A
Address
Garaged City 57 25 A
Garaged County 82 25 A
Garaged State 107 2 A or state code for where car is garaged
Garaged Zip Code | 109 5 N where car is garaged
Rating Territory 114 10 A pecifying rating territory (Please provide list
Code
BI Limits Per 124 7 Applicable bodily injury limits per person. Do not
Person use dollar signs, decimals or comments
BI Limits per 131 7 Applicable bodily injury limits per accident, do not
Accident use dollar signs, decimals or commas
UM/UIM Limits 138 Uninsured/Underinsured motorist limits per person,
Per Person do not use dollar signs, decimals or commas
UM/UIM Limits 145 7 N UM/UIM motorist limits per accident, do not use
Per Accident dollar signs, decimals or commas
Agent/Procedure 152 A Producer’s company code number or SSN
Code

file as an ASCII text file. ** Type: Whether the field is alphanumeric (text), numeric or date.
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Tests:
Look for policies with Uninsured/Underinsured motorist (UM/UIM) limits less than Bodily Injury (BI)
limits, for both per person and per accident limits:
1. Run a comparison on the company’s New Business Written list, extracting any policies where
UM/UIM limits are less than BI limits.
2. Send the list of extracted policies to the company for them to produce the actual waivers signed
by the policyholders.

L. Claims

1. Claims Practices

a.

© 2006-2019 National A

Acknowledgments
Standard: The initial contact by the company with the claimant is within the required time frame.

Data File Supplied by the Company: &
All claims closed with payments during the time frame of the examination.

Tests:

1. Calculate the number of days between the date the company received notice of the T e
initial contact by the company with the claimant.
2. Several jurisdictions recognize both a telephone call and a letter as suitgple mgans for

notification.
@ y’s computer

3. Examiners should spot-check the computer system to ensure the dates
4. Stratify the dates for the number of days it took the company t x WC the claim and

system are in fact the date the calls were made and letters were senf
investigate patterns of untimely response.
Settlement Time Per Policy

Standard: Claims are resolved in a timely manner.

L 4
Data File Supplied by the Company:
All claims for the line of business under review for a the examination.

Tests:
1. Calculate the number of days between the d
proper payment and the date the claim was settlS

gfmpany had all of the information to make

2. Many computer systems will contai dates the company first received notice or when a claim
was set up, but may not include actual date that the company had all of the required
information. The examiner will 2 uire as to what information is actually available.

Benefit Payment/Calculation eni
Standard: The denial letters by the any with the claimant are within the required time frame.

Data File Supplied by t ompany:
All claims denied during the " @me frame of the examination. The data should include the date of claim, the
date the company re 1 ation to pay or deny the claim, and the date the denial was sent.
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Tests:
1.

Calculate the number of days between the date the company received notice of the claim and the
initial contact by the company with the claimant.

Several jurisdictions recognize both a telephone call and a letter as suitable means for notification.
Examiners should spot-check the computer system to ensure the dates in the company’s computer
system are in fact the date the calls were made and letters were sent.

Use the Classify command to review all of the unique reason codes in the population to ensure all
are accurate.

d. Mandated Benefits—Status Letters

Standard: The company sends status letters to the insureds as required by regulation.

Data File Supplied by the Company:
All claims with the dates of all correspondence mailed to the insured.

Tests:
I

2.

3.

Calculate the number of days between the dates of the correspondence sent to theg eo

determine if correspondence is being sent within the required time frame.
It is important to note that some jurisdictions recognize both a telephone call an tter
suitable means for notification. This may be difficult to determine in the data.

Examiners should spot-check the computer system to ensure the dates in the company puter
system are in fact the date the calls were made and letters were sent.

e. Deductible Refunds

and accurate manner.

4
Standard: The deductible reimbursement to the insureds upon subrogation@ de in a timely

Data File Supplied by the Company:

Tests:
1:

2.
3.

f.  Median Settlement Time

The examiner can use automation techni
settlement time, which in turn can be 1

270

A listing of all subrogation files for the time frame of the examinati \

Calculate the number of days between the date the ¢
the date the company provided a refund to th

ed the subrogation amount and

as ACL and Microsoft Excel, to calculate the median
general business practices of the company.
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Chapter 19—Writing the Examination Report

This chapter explains how to prepare an examination report and record examination findings so that a company’s
performance can be assessed and any recommended actions can be made. This chapter also provides guidance
regarding an insurance department’s policy on review and distribution of an examination report. Regardless of the
number of jurisdictions participating in an examination, whenever possible, a single report should be issued.

A. General
1. Objectivity
The language of the report should reflect the same objectivity as was used in the fact finding and
information gathering processes of the examination. Phrases such as “random sample” may be used to
emphasize objectivity. When the scope of the examination is to target certain areas, that should be

indicated in the report. The report must be a factual recording of the findings. The use of words sucIO

“some, many, several and few” must be minimized. .

2. Privacy \
When providing individual file numbers that were found to contain exceptions, be M

violating the confidentiality of individual policyholders.
3. Use of Jargon

Keep the needs of the various individuals who will review and utilize ?e d. Whenever
possible, the use of insurance industry jargon within the report should be eit K plained.

There are two approaches to report writing: the report by exception a re by test. The two report
types are not mutually exclusive.
L 4

4. Report Types

a. Report by Exception

eth f examination reporting since the
e of report, only exceptions or errors are
noted. The advantage of this type of repo 1 be relatively brief. One concern that has
been expressed regarding this type of report 5 not possible to tell which tests have been
applied during the examination. ther conC@h is that items considered insignificant or
resolved by the examiners are not ggiiected and other readers may place a different value on the
unreported information.

The report by exception has been the 3
inception of market conduct examinatiq

b. Report by Test

The report by test is a t ment wherein each test applied during the examination is
stated and the results are r ed, whether good or bad. Exceptions are noted as part of the
comments for tk plicable test” The advantage of this type of report is that it is clear what tests
have been appli€i@lhe report format tends to reduce report production time. The principal
concern with thi WS
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B. Content of the Report

1.

272

Preliminary Information

This information should be contained in the first few pages of the report.

a.

Title Page
1. Type of examination;

2. Company name and home office address. If examined location is different, also include that
address;

3. NAIC group and company code numbers; Q
4. NAIC Market Action Tracking System (MATS) action number;

4
5. An “as of” date, to indicate the end of the examination time period covered; and

6. List of participating jurisdictions. \\

Table of Contents

Salutation

Addressed to the director, superintendent or commissioner of the _]’18 ic
examination, stating that pursuant to their instructions, an examinafj
performed.

Foreword \
A statement that the report is:

1. By exception—and that additional practices, pro res iles subject to review during the
examination were omitted from the repg umpigarieties are indicated; or,

2. By test—and that all tests applied di ation are reported.
Scope of Examination

1. Cite specific statutory authority$

2. List the time period gover examination;
3. Briefly outline the i ose(s);
4. Cite error tglerance used that any error which appears to be a pattern error or general

has been included;
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5. List areas to be covered, such as company operations/management, underwriting,
policyholder service, claims, marketing and sales, producer licensing and complaint handling;
and

6. Failure to identify or criticize improper or noncompliant business practices in this state or
other jurisdictions does not constitute acceptance of such practices.

2. Profile Facts

This section should contain a brief profile of the company that may include, but is not limited to, the
following:

a. Company history or U.S. Securities and Exchange Commission (SEC) Form 10-K information;

b. Affiliated companies;
c. Jurisdictions where company does business. Indicate if certificates of authority are rc‘ewe
part of the examination;

d. Premium volume; \\

e. Major lines of business;
f. Market share comparison in major lines of business, citing source of statisti d
g. Market approach, e.g., agents, brokers and direct response. ®
3. Executive Summary
The executive summary should highlight the principal areas of con notcin the examination report

without repeating the findings of the examination. It should be_a br simpler version of the
reader of the significant results

tirety.

The executive summary is usually no longer than 10 ercent of the original report. Particular
er harm or that relate specifically to
the reason for the calling of the examination. Afte ary of the report, an executive summary
may conclude with a paragraph explaining the reco i or regulatory enforcement action.

The executive summary should contain the fi

Various noncompliant practices_u ntified, some of which may extend to
other jurisdictions. The comp i

to demonstrate its abi a to conduct business according to the
insert state] insurance algaregufitions. When applicable, corrective action
for other jurisdictions shi e addressed.
4. Previous Examination gs
Previous examinatiog

responses and disci
examination

ing a summary of pertinent results of prior examinations, company
ion taken (which have become public record), as they relate to the current

© 2006-2019 National AsS@piation of Insurance Commissioners 273



Chapter 19—Writing the Examination Report

274

Pertinent Factual Findings

Depending on the size and content of the report, separate sections may be appropriate for: company
operations/management; complaint handling; marketing and sales; producer licensing; policyholder
service; underwriting; and claims. Recommended corrective action to deal with significant problem areas
may follow finding descriptions or may be included in the summary section. If a general problem is cited
which has subsequently been corrected, the report should clearly state that the correction has been made
to the satisfaction of the examiner.

Report by Exception

If there are no exceptions to note in particular areas, that section may be eliminated from the
report. The report should include the sample size and number of files in error for each area
examined. Errors would include inconsistencies with the company’s manuals and filings. The
error ratio (percentage of files reviewed that were in error) for the jurisdiction’s statutes, rules and
regulations or generally accepted practices should be provided. Brief explanations of partic
statutes, rules and regulations that have been violated may help keep the report less technical
easier to follow. Specific areas of performance that were evaluated (in which exceptw\

found) should be identified.
Report by Test

Each test utilized should be stated with the statutory, rule or regulatory basis noteh, The Its of
each test should be listed with comments pertinent to the examinee’s perfommmace he test.
One advantage of the report by test is that information which may nd preparing one

aspect of a report may change the focus of an examination or maydpe he % er regulatory
to give rise to

purposes. For example, an examiner might find insufficient “errors” a <z

an exception report, but then discover that the errors arose infConn&§gion ‘with a particular

producer. The nature of the inquiry into the insurer may shjft t; alys1s90f its supervision of
uatr

its agents; while the information also becomes useful for isciplinary proceedings
against the individual.

6. Summarization &

Examiners’ comments may be presented to
examination and/or to emphasize comp
examinations;

ificant problem areas found during the
e with recommendations of prior

Summary of recommendations, if applicable;

A report submission page, listing examiners who participated in the examination and all
signatures of Examiners-in-Charge for each jurisdiction participating. If the EIC wishes, a
brief acknowledgment cooperation of the officers and employees of the
company may be inclu®d; a

A statement of verificatio
accuracy of the geport.

ere required, signed by the EIC, which attests to the truth and

7. Appendices

Appendices may ing @ studies and other necessary documentation.
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C. Review of the Report
The insurance department should advise the company examined of its policies and procedures for:

1. Conducting informal meetings or conferences with the company to discuss findings and corrective action
programs.

2. Reviewing the report with the company before it is printed in final form.
3. Mailing the report to the company and receiving the company’s comments.
4. Filing the report and any company comments.
5. Finalizing and filing the report, and determining whether or not it will become a public document. Q
6. Providing formal rebuttals or conducting formal hearings to review company objections to official ﬁ®
of the report after it is printed in final form. &
7. Advising who will be responsible for printing the report and how many copies will be neede \
8. The submission of a post-examination questionnaire (optional).

D. Distribution of the Findings

1. Any distribution of the filed report may include the examiner’s report, the g
objections, and any results of insurance department comments and orders or*stipuls

2. Examination results are to be entered in the appropriate NAIC database.
3. Final (adjudicated) actions should be entered into the appropriate N%

E. Information on Examinations Conducted by Othe‘Sta%
1. A report of market conduct examinations, as wellma examination findings of past

S
S a
examinations conducted in other jurisdictions, can _ QG TS.

2. Examiners may wish to contact either the EIC vidual identified in MATS for further

information regarding particular examinations.

3. The RIRS contains a history of regulatory agtbns taken by individual jurisdictions on reported companies
and agents.
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