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The Honorable Mike Kreidler

Washington State Insurance Commissioner
302 14" Avenue SW

P.0O. Box 41238

Mympia, Washington 98304-0258

Dear Commissionazr Kreidler:

Pursuamt to your mstructions and n compliance with the statutory requirements of
Chapter 48,03 RCW and procedures promulgaled by the Nabional Association of
Insurance Commissioners (NAIC) and the Offlce of the Insurance Comnmssioner (OIC),
an examination of the market conduct alfuirs has been performed of

Farmers New World Life Insurance Company, NAIC #63177
3003 77" Avenue S.E.
Mereer Istand, WA 98040

In this reporl. Farmers New World Life Insurance Company is referred to as ENWI. or
referred 1o as the Company.

This report of examination is respectfully submitled.
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CHIEF EXAMINER'S REPORT CERTIFICATION and
ACKNOWLEDGEMENTS

This cxamination was conductzd in accordance with Office of Insurance Commissioner
and National Assaciation of Insurance Commissioners proccdurcs for market conduct
examinanions. Leshie AL Kner, ATE, FLML Nancy L. Campbell, AlE, ACS; Sandy Ray,
CPCU; Jeanette M. Plitt, CT.U, George 1. Lavar, CIE, CPCL; and Charlotte Fo Wright of
the Washington Stale Office ol fnsurauee Commissioner perlormed this examnation and
participated in the preparation of this report.

The examiners wish 10 express appreciation for the courtesy and cooperation exiended to
them by the personncl al Farmers New World Life Insurance Company.

I certify that this document 1s the report of the examination, that 1 have reviewed this
report it conjunction with pertinent examination work papers, that this report mects the
provisions for such reports preseribed by the Office of Insurance Commissioner and that
this teport is true and correet to the best of my knoewledge and helict,

b PN

Leshc A, Kricr. ATE, FLMI

Chief Market Conduct Examiner
Office of the Insurunce Commissioner
State of Washinglon
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FOREWORD

This cxamination was completed by applving lests to each examnation standard. Each
test applied during the examination 1s stated in this report and the resulls are reported.
Exceptions are noted as pari of the comments for the applied test, Throughout the report,
where cited. ROW refers to the Revised Code of Wastuneton, and WAC refers to
Washinglon Adminisrative Code.

Scope
Tune Frame

This was the first matket conduct cxamination of Farmers New World Lale Insurance
Company by the Washinglon State Office of Insurance Commissioner (OIC). The
gxamination covercd operations [rom January 1, 2003 through Tune 340, 2004, In some
instances, the review period may be extended to cover a more current time frame. These
arcas will be noted in the report. This examination was performed bath in the Company’s
officr in Mercer Island, Washington and in the OIC Seattle Office,

Matters Examined

The examunation meluded a review of the following areas:

Agent Activity Claims
Complamts Inforce Policy Administratinn
Policy Replacements Undorwriting & Policy lssue

Sampling Standards

Methodojogy

In general, the sample for cach test uhilized in this examination falls within the following
guidelines:

92 9% Confidence Level
—i- 5% Mathematical Tolerance.

Regulatory Standards

Market conduct samples are tested for compliance with standards established by the O1C.
The tesls applied to sampled data will result in an crror ratio, which determines whether
or noi a standard 15 met. I the ermor ratio found in the sample is, generally, less than 5%,
the standard will be considered as et The standards in the aveas of agent licensing and
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sppaibiment, and policy and form lings will not be met i any vielation 1s identifed.
This will also apply when ail records are examined, in lics of a sample.

For those standards. which look for ihe existence of written procedurces, or a process o be
in place. the standard will be mal based on the examingr’s analysis of those procedures or
processes. The analysiz will include & determination of whether or not the Company
jollows cstablished procedures

Standards will be reported as Passed {without Comment}, Passed with Comment or
Failed. The delinition of each category follows:

Passcd There were na findings for the standard.

1"assed with Comment Errors in the records reviewed fell within the tolerance
fvvel for that standard.

Failed Errors in the records reviewed tell outside of the tolerance

leve! established for the standard.

Farmers New World Life Insvurance Company
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COMPANY OPERATIONS AND MANAGEMENT
Company History

Farmers New World Life (FENWL) originally incorporated 85 Roman Catholie Liie
Insurance Company of America. of Spokane, Washingion in 1910, The company name
was changed o New World Life Insoranee Company the same year, In 1933, Farmers
Underwriters Association purchased 52.4% of its ourstandwy stock, changmg the
conpany name to Farmers New World Lilt Insurance Company, In 1977, the remainmg
company steck was acquired by Fanmors Group, Inc., the successor of Farmers
Underariiers Assoctatton.

NWL 35 a wholly-owned subsidiary of Farmers Group, Inc.. & management and
insurance holding company. [0 1998, Farmers Group. Inc.. and all of its subsidiarics and
affihates became part of Zurich Financial Services (ZFS) a global insurance organization
headquartered 1n Switzertand.

FNWILL offers a portfolio of dife insurance and annuity products, mainly universal life,
term life, whole life, variable life, fixed and variable ammuitics. FNWL primarily uses
multi-line modified-exclusive agents (agents may place risks unaccepiable to FNWL with
outside gompanies) tor distribution of e and annuity produets in Washington.

FNWL was 1ssued a Certificate of Anthority by the Office of Insurance Commissioner
May 23, 1911, FNWL 15 domeste life insurance company authorized 1o sell life and
dizabiiny policics.

Company Management

FNWL is governed by a Board of Directors. The members of the Board as of April 4,
2004 are:

Board Member l,- Cﬂmpanw‘Cnmmumtv Affiliation | Date Appomted

Brian 5. Cohen | Farmers Ciroup, Inc. 72004
;_.]C_IT‘LJ___C(_im_Elhd_II o ll‘armcr:; Group, Inc, _ | 372003
T\i‘m_m_D__Fc,_mbtcm Chair | Fanners Group I_n_g,_ 1471995

Pau N. Hopkins Faumers Group Ine. o 12002 _____
Lhu_h@&._i\_t_ﬂt_r I Earmers New World ].Itc ]_ﬂ_(: __.H__ jj’“f}(ﬁ_ o q_],
Ryan R Larson | Fanmers New World Llfc_T_gc__ _ _1! '_’T)(F e ____
L C. Panl Patsis. President | Farmers New World Life, Ine. | -1@09_[3___
| James 1. Randolph | Farmers New World Lile, e, :11{:’202 _

i fQury R Severson - Casey Family Programs L T0/200

l{_u,_}m_rd__\’l_ Shriver Fdhllt,I‘S Group e, _______iZ_U_Ol_ ]
John F. Sullivan. . " | Sullvar Growp e j 202002
| Oscar C. Tengtio ]| Farmers New \&orld LIJE g, | 3 200
Farmners Mew World Life Insuracce Comgany Page T
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Territory of Qperations

During the examinution period, Farmers New World Life ongrated 1 48 <lates and the
Dstriet of Columbia.

Findings

The following Company Operations and  Munagement  Standards  passed  without
commnent:

k # Company Operations & Management Standard | Reference

1 The compuny is issucd a certificate of authorily by the | ROW 48.05.030(1)

! OIC priar to acting ax ¢ life insurance carrier in the Stale

| of Washington,

[ 3 No less than throe-fourths of the dircetors are United [ RCW 48.07.030 [

! States or Canadian citizens, and 2 majority of mutual H

’ insurer directors are tesidents of this state, ﬁ

f 4 All domestic insurers report to the OIC any amendments | RCW 48.07.070(2) |

! to the Articles of Incorporation. o ]
The following Company Operations and Management Standard passed with comment;

!—# Company - Operations & Management Standard Reference 1

2 The company holds an annual meeting of its sharcholders | RCW 48.07,040 |

| ac stated and 1n accordance with its hylaws, |

Company Operations and Management Standard #2:

The market conduel examiners did not review the minates of the Board of Directors
mectings. However, board meeting minoies were reviewed as part of the O1C’s finaneial
examination for the period Japuary 1, 1996 through Decemnber 31, 2001. Bascd on the
financial examiners” review of the minutes. annual meetings are held in accordance with
the company’s bytaws. The market conduct examiners acknowledge that, at the
canclusion of their examination, the financial examiners reconumended that the Board of
Directors tzke a more aclive role in managing the Company in order o effcenvely
exercise 1% powers to make contracls, establish officers’ compensation, and oversee all
ntporiant functions.

GENERAL EXAMINATION FINDINGS

The Company’s records and operalions were reviewed to determine it the Company docs
busincss in aceordance with the requirements of this state.

Fargmess New Winld Life Insuranee Compeny Page &
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Findings

The foltowmg Gieneral Examination Swandards pussed without comment,
lr # General Examination Standard Reference

ol The company does business in good faith, and practices § RCW 4R.01.030 '
| I honesty and equity in ali transactions.
The company allows the examiners access W all records, | RCW 48.03.030(1)
documents and fites, and facilitmes the examination

process.
The company does business in its legal name. ROW 4805, 190(1),
Rulletin 78-7 i
P 5 I The company does nol discourage msurcds  from | WAC 284-30-572(2)
‘ contacting, the OIC and does not discrimmmate against
I those that do contact the OIC.

[

L

The following General Examination Standard passed wiih comment:

[ e

|| # Cieneral Fxamination Standard : Refcrence

i: 4 The company maintains full and adequate accounts and | RCW 48.05.280
|| records of its asscts. obligations, transactions and affairs. |

General Examination Standard #4:

There were multiple instances throushouwt the examipation where the Company relied on
agents  for back-up decumentation and information  (underwriting  and  poliey
replacement).

AGENT ACTIVITY
Licensing and Appointment Procedures

FNWL provided the examviners with its 2002 and 2003 licensing procedures. Each
individual service center handles heensing and appointment requirermnents, In 2003, more
speci (e direction regarding agent appointment reguirements was added o the proceduores.
The procedures now include a listing of the states that have unique appoiniment
requircimnents.

File Review

The examiners sclzcted a random sample of 100 ncw busincss {iles for review. The
licensing and appoiniment status of the agents that wrote the business was revicwed. The
examiners compured the Company’s cecords with those of the OIC to ensure that agents
were heensed and appoinied prior to soliciting business an beball of FNWIL.

(n the 100 files that were selected, one (1) file was removed from the sample as it was a
policy change rather than a new business file. Of the remaining 99 files, there were 90

Farmues Nevw Weld Life lnsuranve Company Page 9
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apents thal were sosponsible for writing the new business. The records of these agents
were revicwed.

Findings

Note: Standurds &1 and 52 bave o zero wlerance lovel,

The following Apent Activity Standerds passed without comment:

salesien or securities brokers under a license issued by
| the direclor of financial institusions.

The following Agent Activity Standards failed:

i # "_Agcnt Activity Standard Reference - |

3 The campany provides written notice Lo the agent and the | ROW 48.17.160(3) |

OIC when an agent’s appoimtment has been revoked. i

4 | The company cnsures that agenis and brokers selfing | ROW 48 18A.060 l

I vanable policics or contracts are heensed as sceunty '
|

| #

H Agent Activity Standard

Reference

i

The company ensurcs that agenls and brokers arc
flicensed for the appropriawe line of business with the
State of Washinglon prior to allowing them o soliit
business or represein the company in any way.

RCW 48.17.060(2)

RCW 48.17.060(1),

i

£

The company ensures thal agents are appomnted to
represent the company prior w allowing them 1o solieit

ROW 48.17.160(1)

business on behalf of the company.

Agent Activity Standard £1:

There: was one (1) agent thal sipned an applicatlon on December 29, 2003

license expired on January 27, 2001 (¢CC {43,

Avent Activity Standard £2:

. The agent’s

There was one (13} agent that signed an application on Junc 7, 2004, The ayrent did not
hold awn individual appointment with FNWL. Tius agent was affihated with two (2)
agencics, Tho agency appolntments were cancelled on August 17, 200) and March 13,
2003 respectively (OI0 4#57).

CLAIMS

Claims Procedures and Processing

The Company provided the examiners with its claims handling procedures that were in
use during the examination period. The examiners were provided with procedures for the
following:

s  LifcClaims

Farrers New World Life Insurance Conpany
Market Comduct Exarmnation as of Jure M), 2004
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o Annnity Claims

s Waover of Premoon Clanns

s Acpelerated Benefit Rader Claims
+  Accidentat Death Benefw Claims

The claims procedurcs were vevicwed to cnsurce that Company personnel arc processing
claims in accurdance with the Company's procedures. The procedures were also
revicwed w ensurc that processes are in place to avoid fravd. Claims were tested to assure
the Company adjudicates clatms accurately and timely.

The Compuny slaied that 4 performed three (3) intemal awdits on claims functions
berween 1999 and 2004, In addition. the Company did a compliance review based on
claims standards in the NAIC Market Conduct Examincrs Handbook. Resulis of these
audits were not provided to the examiners,

The cxaminers noted four {4} procedures that arc currently 1 place that have a negative
impact on claims reporting:

»  There were nstances m which errors occurred in delamuning interest due on
claims proceeds.

« The Company docs not cross-relerence its mforoe policics against Social Securily
administration records to determine 1f policies showld be temmunated. The
Company continues to reserve for policics where death claims should be paid.
There may be instances where taxes arc duc on transfer of anmuttics, and these are
not bemg paid. The Company’s current procedure 18 10 mail privacy notices to
poticyholders anmually and rely on policyholders to contuct FNW 10 confing the
cxistence of a policy.

» The Company’s alpha system contains flaws cross-referencing policies, 1F an
insured has more than one (1) policy, there is no guaraniee that all policies for
that insured are identified when a claim is filad. The system keys o name only.
Therefore the data entry of the name must be consistent throughow the database
in order Lo obtain all policies associated with one policyholder,

+ The Company enlers cluim log informalion into an Access database that will
perform interest caleulations, Discussions with the claims manager indicate that
aty claims examiner can ovetride the valucs in the database, and there is no audit
wail to indicate what examiner has made a change. This practice leaves the
Company epen to frandulent claims and to tnaccuraic data heing used to pay
claims.

Farmers New World Life Insurance Company Page 11
Market Conduet Examuinatian as of Jung 20, 2004



Claims Review

There were 312 claims reported to the Company during the ¢xamination period. A
random sample of 33 claims was sclocted for review:

" TypeofClaim |«

Ciain Popalation |~ Saimple Sze

ife Paid N L 209 L 34 |

| Life Not Paid S R S

rAcc.c:lcrsm:':_f_J Benefits RiderPgid 2 | o]
Accelerated Benefits Ruder Not Pnd 3 ] |

(Waiver of Premium Paid L '

i Waiver of Premium Not Paud | 10 2 |

Annuities vaid L T R

" Annuities Not Pad { N 17 3 T

|

|

| TOTAL L 312 L 53

Findings

Claims Standard £9 was not applicable to this examination. There were no simultancous
death claims, and there were na OIC inguiries during the examination period.

The following Claims Standards passed without comment:

-

Claims Standard

Refcrence ]

|2

No nsurer shall misrepresent policy provisions by a)
failing 1o disclose all perinent benefits, coverages and
policy provisions to the claimant; b) setting a time
limit or filing a clahm unless such a limnit 15 allowed 1n
the policy language, ¢) isswing a partial seitlement
which contains language thal release the insurer from
the full liability to which the cluimant s due; or d)
making payment of hensfits under a reservations of
right provision wilh disclosing such to the claimant.

WAC 284.30-330(1),
WAC 284-30-350(1),
WAC 284-30-350(6),
WAC 284-30-350(7)

An insurer muslt complete claim investigations within
30 davs of reezipt of proof of loss unless file notes
show that this was not reasenably possible,

WAC 284-30-370

Withint 15 days ot receiving proof of loss, an insurer
must accept or deny the claim. [f determination cannot
be made within 15 days, the msurer must notify the
claimant of the status within 15 days and cvery 30 days
therealter until final determination is made,

WAC 284-30-380(1),
WAC 284-30-38043)

]

Farmers New World Lile Insurence Company
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Reference

I o clam 1y demed  bused on specific policy
provisions. the denial must be in woting and a copy
must be in the file. If a claim is denied for reasons
ather than specific policy provisions, notice may be in
other [orms but appropriately documenied in the ¢laim

file.

WAC 254 10-380(1).
WAC 284-30-38(K2)

| R

Every insurer must adopt and implement reasonable
standards for prompt investigation and payment of
claims.

WAC 284-30-330(3%)

_The fu

Mowing Claims Standards passed with comment:

Claims Standard

Reference

No insurer shall fuil Lo acknowledge communications.
Receipt of communication must be acknowledged and
comrespondence from a claimant must bhe answered

WAC 284-30-360(1).
WAC 284-30-360(2),
WAC 284-30-360(3)

within 10 working days for non-group claims and
within 15 working days for group claims, unless
payment is made within the siated time  Dndits,
Response to OIC communications coacerning, ¢laims
must be made within 15 working days of receipt from
the QIC.

The company provides appropriate disclosurcs and
docs not unfairly disenminate in  payment of
acceleraled benefit paymenis.

10 WAC 284-23-65(K7).

WAC 284-23-680

SN P

Claims Standard #3:
There was one {1) clam that the Company did not acknowledge within the required ten
(10) working days (OTCH WOP NP1, Policy 20055291770,

In practice, the Company provides the nccessary claim forms. instructions, and
reasonable assistance within ten (10} days of receipt of notice for non-group claims.
However. the Company™s procedure manual refers to 15 calendar davs for all claima. |
does wot differentiate between group and wdividuat claims.

*
1

Claims Standard #10:

Omne (1) accelerated death benefit disclosure statement did not contain all of the
requirements listed under WAC 284-23-630(7). It did not state what effect the payment
of an aceelerated henefit would have on the policy’s preminm (O1C #ABRPpdL. Policy
HO04961 39510

Fanmers New World Life Insurance Commpany
mMuarket Conduct Exaruniien as ol June 30, 2004
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The [ollowing Claims Standard failed: _
:' # Claims Siandard Reference B
i The company mamiiins complete claim files with all | WA 284-30-340 5'
t noies and work papers inosuch detail that the claivas '
I ftistory cau be reconstyucted. _
[ 8 interes1 will be nayable at no less than 8% from the | ROW 48.23.300 .
i date of death unill payment is made on clams where :
: the decedent 15 & resident of Washington at the time of "
!i death. If the date of payment (s greater than ) days il
| from the date completed proofl of loss forms are !
i received, the insurer will increase the interest ratc by I
| 34 from day 91 untd pavment of the proceeds 1s !!
l[_ complele. o |

Claims Stapdard #1:

Int four {4 of the individual life claims reviewed, 1t was difheult to determine 1f the glaim
was paid based on the issue state or the Company’s last known address rather than the
decedent’s resident state at time of death See Appendix 1.

Claims Standard #8:

The intersst paid on two (2) claims was not caleolated correctly (OIC# 1.P2, Policy
#O047045460:  OIC ALP21, Policy k04407390P). The Company paid interest
commencing on the date the proofl of loss was received or on the date the proof of loss
was signed rather than from the date of death.

subsequent Event: FNW provided the examiners with copies of lerters that aecompanied
addittonal interest pavmenis for OIC HLP2 and OIC #LP2! Additional brervest was
mailed to the bencficiarics on September 16, 2005 and March 7. 2005, respectively.

I another instance, the Company did not cross refercnee all policies of the insured and
missed one (1) policy {(OICHF LP27, Policy #002024333) when calculating the payable
claims.

Subsequent Eveni: The agent for the decedent notified FNW of the missed policy on
Janvary 3, 2004, Proceeds wnd inferest from the date of death were puid to the
heneficiary on January 14, 2009, As a result of the OICs veguest o audin all claims paid
during the examination peviod, an additional check for inferest due to the beneficiary was
maited on Sepembher 20, 2003,

Farmurs New World Life Insurance Comnpuany Puge 14
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COMPLAINTS
Comalaint Policy & Procedures
The Companies provided the cxaminers with seven (7) documents:

s Procedures Bulleting;

o 9727 Ouestionable Agent Practice™arket Conduct Notification
o 92.24: Quahty Control Program

«  Directive Memos:

o D-9918: Consumer Complaints
o D-9840: (Questionable Agent Practices/Markel Conduct Notificution
o D-9639; Consumer/Department of Insurance Complaints

s VPSO Business Rules:
o V-02:004 Dxepartment of Insurance & Consumer Complainis
o V-02:005 Farmers Insurance Representative Complaints
{Questionable Agent Practices)

The procedures arc comprehensive and explain the steps necessary e record and handle
complaints in a thorough and timely manncr.

File Review

The Companies provided a complaint database with ten {10) Company complaints and 12
OWC complatnis. Two {2) of the O1C complaints were removed from the sample. (ne (1)
was from a Caldomia resident, and the other was reviewed cduring an agent
mvesligation/diseplinary action mn 2003,

Review of the Company complaints indicates that the Company responded promptly and
provided approptiate responses.  The review of the O1C complaimnts indicates that the
Company s responses Lo the Q1C were dmely and complete.

Findings
The following Complaint Standard passed without comment:
}_#' | Complaint Standard ' Reference 1
i The company responds 1o any mquiry from the OIC | WAC 284-30-630, 'i
] within 15 business days, and the response is in writing, || Technical Advisory '
' i unless otherwise indicated in the inguiry. The response ! T 98-4 '
r to the OIC contwns the subsfaniial  nformation _
! requested by the QI _ ]

UNDERWRITING AND POLICY ISSUE

Farmears >ew Warld Tife [nsurance Company

Page 13
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Underwriting Procedures

The Company has wrilten procedures in place documenting the underwriilng process.
wuderwnting requirernents. and underwritimg guldelings. The procedures outling the very
specific tasks handled in each separale funcuional arca.

The Company also provided 41 interoffice directive memos and 23 procedure bulleting
for review. n addition, the Company provided online access and its CD containing the
Compamy™s clectronic underwriting manual. Based on the Oles thar were reviewed, the
poiicies and procedures appear 1o be adequately ropresentative of the underwnung
TIOCCss.

While reviewing, the Company s new business underwriting files. the examiners noted
that the Compnany 135ues policies based on the state im whieh the writing agent is licensed
rather than based on the state in which the application is signed. The appropriaws
determination is to use the state in which the application was signed.

Underwriting Process

FNWL underwrites individual life, annoities, vanable life, and variable annuities. ENWL
teceives applications submitied by the agency fhield force by facsimile or mail.
Applications are logged on an incoming application report, entered o the Company’s
compuier syster, and reviewed for missing information. When all requested information
is received, the file is sent to underwriting for review and a decision. When the final
decision is made, the {ile 1% sent W policy issue. Amendments or endorsements that apply
are added and the policy 18 mailed to the agent for dehivery to the policy owner.

Electronic Application Process

The Tele-App underwriting process hegan in Jamuary of 2002 The Company currently
estimates 13% of its new business i3 writien through this process. The agent enters basic
information onto the Life-Net sitc. The agent prints relevant documents from the site and
obtains signatwres from the applicant. The mital information provided by the agent is
clectronically sent to LabOme. LabOne, the company’s third party vendor, then completes
the interview via phone. LabOne conducis all interviews followmg a set senpt. The
company system deiermines whal additional informnation s needed based on the
preliminary information provided by the agent.

Individual Life Underwriting File Review
A random samplc of 100 individual new busmess lfe policies was selected for review

fromm the Company™s database of 9,613 individual new business life policies. The
datubasc consisted oft

Farmoers New World Lafe Insurance Compuny Page 10
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5607 wadivonal Bife polivies
1,606 variable life policies

One {13 Ole was excluded (OICE71) from the sapmple as it invotved a conversion.

A random sample of 50 declined individual life applications was selected {rom the
Company’s datubuse of 726 dechined individual lic applications. The datubase consisted

of

00 traditional Bfe declined applicalions
23 variable Ttz dechined applications

Annuilies Lnderwritling File Review

A random sample of 30 new business annuites was selected from the Company’s
databasc of 434 ncw business annuitics. The databasc consisied of:

282 traditional annuities
152 variable annuities

There were no declingd anmuity applications during the examination period.

Findings
The following Underwriting and Policy Issue Stapdards passed without comnment:
| # 'Underwritiqg and Policy Issue Standard Refcrence
2 All policies use a written appheaiion completed by the | RCW 438.18.060
applicant.
g The policy specifies the name of the company, the | RUW 48, 18.140(2)
parties of the contract, the subject of the contract, the
nartied osk, and a statement of the premium, i
3 The premiums stated i the policy Includes all fees, | ROW 43.18.180(1) |
| charges, pres;uums or other congiderations charged for |
J the insurance.
6 The policy contains the entire contract, RCW 48.18.190
(Annuity:
RCW 48.23.170)

-1

The company does not uvse unfuir diserimination
between nsureds having substantzally Yke imsunng.
tisk, and cxposure faciors, or expensc factors.

ROW 48,18 480,
RCW 48 30.300(1)

Farmers New Workd Life Insurance Company
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# Underwriting and Policy lssue Standard | Reference T

L) Correspondence concerning, denial of an application | ROW 48 30,3241,
must give the true and actual reason for denving | WAC 284-30-570 [
insurance in clear and simple language that doss not :

| require an applicant or msured to de further rescarch to '
understand that reason,

10 W a policy form s fiied 1o be marketed without an | RCW 48, 23A.020(2)
linstration, an lustration may not be used until afler .
the first policy anniversary. !

12 The company furmshes the specified Duver™s Guide | WAC 284-23-230(2) ‘
and Policy Summary 1o the applicant as requirved. |

13 The company maintuing a complete file with copics of | WAC 284-23-240¢1) |
the Buyer's Guides and Policy Summaries for 3 years. i

P14 For all annuities the specified Contract Summary 15 | WAC 284-23-350
; delivered to the appheant poor o acceplting the
:: application.

15 The company maintains a compleie filc with copies of | WAC 284-23.360(1)
the annuity Contract Summaries for 3 vears.

16 A recetpt is given to the insured by the agent, solicitor, | WAC 284-30-350(1)
or insurer’s Tepresentative [or money collected with
the application.

117 The company makes an independent evaluation on | WAC 284-30-574
each application. 5
18 Every individual varuhle contruet issued shall include | RCW 48,184,035

4 notice that the policy owner shall be permitted to
return the policy within ten days afier i is recetved
with & rcturn of market value, less applicable
deductinns, if the policy owner is not satisficd in any

Wy,

The following Underwriting and Policy Tssuc Standards passed

with comment:

the applicant, or with the consert of the applicant.

RCW 48.15.070(1)

# Undetwriting and Poliey Issue Standard Reference i
1 The company does not issuc a Iife insurance policy | RCW 48.18.03((1)
unless the benpells are payable to the individual
insured. his personal representalive or a person having
an insurable intercst at the time of issue. _
i3 No alterations are made o (he application except by [

Underwriting and Policy 1ssue Standards #1:

There was one (13 1ife 1ile (OIC 287, Policy £007 158446L) where the juvenile life pelicy
was issucd with the wunt as the policy owner. The juvenile’s parents were hsted as
beneficiarics and as the partics holding the msuzuble interest i the child, The minor was
not dependent on the aunt for support.

Farmers New World Life [nsorance Company
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Subseqrecns Tvent: The Company pubiished a directive memo on June &, 2004, This
memior clearky defined whe mey effecticre insurance upon the Hife of o minor.

Linderwriting and Policy [ssue Standard #3-
While reviewing the ¥ife and annuity applications, the examiners notzd that material
changes were made Lo applications and application documents without being initialed or
acknowledeed by the applicant. The following chanues were made:
o OIC 25, Policy #O07002363R: The clection of partiat ligquidation on the
transfer/rollover form was changed and not initialed by the apphcant.
s OIC #26, Policy #007232400: The conungent bencliciary was chanped. The
change was not imitialed by the applicant.
« OIC 231, Policy #007037881: The accclerated benefit rider clection was changed
and not initialed by the applhicant.
= OIC#83, Poliey #00723004 10 The guaranteed insurability clection was changed
without bemg mitialed by the applicant.

Subsequent Dvenr: FNW issued a directive memo 1o qffected areas of operations on
Sepeomber 30, 2005 This memo addressed  procedures and  policies regarding
application, (Hustration and replacement processing.

The following Underwnting and Policy [ssue Standards failed:

" H Underwriting and Policy Issue Standard Reference

Vo The company has standards to ensure that juvenilc life | ROW 45,23 345
applications arc appropriate and maintains a log of
Juvenile e denied applications.

il A copy of the NMustration usced in the sale of the life | RCW 48 234,060
insurance  poliey, or  acknowledsemem  of ne
i Mustration used in the sale. or a sizmed cony of a
' “revised illustration™ sent o the applicamt is retained
by the company.

Underwriting and Policy Issue Standard #9:

The Cowpany has developed underwriing standards and procedures designed 1o detect
and prevent the purchase of juverule tife msurance for speculative or fraudulent purposcs.
Review of sumple files indicates that the standards were nol implemented on a consistent
busis.

There was one (1) 1ife file (O1C 487, Policy 200715844607) where the juvenile life policy
was 1ssucd with the avnt as the policy owner. The juvenile’s parcots were listed as
benctleiaries and as the partivs holding the insurable interest in the chuld. The minor was
not dependent on the aunt for support.

Subsequent Fyent: The Company peblished a divective meme on June 4, 2004, This
mente clearly defined who may effeciuate insurantce upon the life of a minor

Farmers New World Lifs Tnsurance Company P'age 19
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Fificen {15+ juvenile 1ife underwriting {iles were reviewed. The Company s standards
stale that yuvenile coverage may oot exceed twice fgmily incone. None of the
applications uscd asked for housshokl income.

Suhsequent Fvens: In Julv 2003 FNW revised (15 ife application form o include o
(restien regarding annual houschold income, The Company alva revised i undorwrining
guidedines for frvenile insurance on Junc 4, 2004,

Linderwritine and Policy lssue Standard #11:

There were ten (10} iles found 1o be i violation of this standard. Scven (7) files did not
contain a copy of the illustrarion or an acknowledgzment that an llustration wis 1ot used
in the sale. Two {2} of the files comtained revised illustrations and were not dentified as
such. An rllustration was used in the sale of one (1) policy and a copy of the illustration
used 1 that sale was not retained. Sce Appendix 2.

The examincrs noted that standard operating procedure for the Company is {o require
agents (o retum only the signed summary page af the ilbusiration for its {iles. The
signanwe page the Conpany retains docs not neccssarily indicate if an llusiration has
becn revised. This procedure makes testing for compliance of RCW 48.234.000(1)(b)
impossible.

Subseguent Event: FNW fssued o divective memo o affected areas of operation on
September 30, 2003 This memo addressed procedures and poficies  resarding
application, iflustration and replacementt processing.

POLICY REPLACEMENTS
Policy Replacement Procedures

The Company’s general replacement procedures are outlined in Company Bulletins and
in the Agent Trainmmg Manual. Procedures for handling replacements are outlined in the
Company’s Risk Management Procedure Manual.

It is the Company’s practice o review apphoations for indications of possible
replacement and review the notice of replacement forms for completeness. The Company
asserts 1 opposcs replacement of inforce coverage with any policy that docs not improve
the position of the policy owner. However, teview of the sample files indicates that
sufficient controls are not in place Lo ensure compliance with the Company’s procedure.

Subsegquess Eveny, PNW ivsued a dircciive memn 1o aficcied arcas of operation on
September 30, 2005 This memo  addressed  procedures and  policies regarding

aoplication, ilustration and replacement processing.

Policy Replacement File Review

Tarners New World T it losurunee Compaoy Page 20
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The Company provided a database of £S5 individual pobey replacements during the
cxarnination period. The databasc consisied of:

o L3 vartuble Lile, vadinensal Tife, and mradittonal annwstics
o 22 vanable annuitics

A mandom sumple o 50 files was selected for review. The selected sample included:

o Five (5) variable annwity repluacements
®  Three {3) variable lite replaccments

s One (1) traditional annuity replacement
» 47 raditional life replacements

One {1) file was removed from the sample. The agent nidally answered yes 1o the
replucement question on the agent’s raport. but no replacement was involved,

IFindings

Policy Replacemont Standards #8 and #9 were not applicable 1o this examination. The
Company is not a dircct response insurer.

The following Policy Replacement Standards passed without comment:
L# Policy Replacement Standard Reference -
I The company informs its field representatives or | WAC 284-23-430)( 1)
srsonne] - responsthle  {or compliance  aboui  the
reguirernents of the replacement regulations.
4 The company shatl require that agents include a listing | WAC 284-23-455(2)(a)
of all existing insurance to be repluced and a copy of
! the replacement notice provided (0 the apphicant,
17 The compuany notifies the appheant o 118 policy or by | WAC 284-23-455(4)
separate writlen notice thal the applicant has the night
to an unconditional refund of all premiums pad i
exercised withun 20 days from the date of delivery of
the policy.
[ | The specified replacement form Is used in all | WAC 284-23-485
| trarsaclions proposing replacement.
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The followimg Policy Replacemenl Standards passed with comment:

# Policy Replacement Standard Reference

5 The compuny sends the required notice ol replacement | WAC 284-23-435(2)(h) |
and policy summary 1o the exisiang insurer within three '
{3y working davs of receipl of the appiicazion, !
6 The company maintains copies of the notice of | WAL 284-23-455(3) !

|

replacement. policy summaries and a replacemen
register for at least three {3} vears or until examimation |
by its stale of domieile. whichever s laler. 1

Policy Replacement Standard £5:

The Compuny failed 1o send out written communication Lo the existing camier advising of
the replacement or proposed replacemoent in two {2) files (OIC #31, Policy 2007284543
OIC 445 0D7R00R877). WAL 284-23-455(h} requires that the Company send writlen
notice to the existing carnter willin three {3y working days ol the receipl of the
application.

Subscguent FEvent: FNW tssued o divective meme to affected areas of operction an
Seprember 30, 20050 This  mema addrossed  procedures  amd  policies  rewarding
applicasion, dhusiration and replacement provessing,

Policy Replacement Standard #6:

The Company falled 1 maintain a copy of the replacement notice in one (1) file (O1C #5,
Policy #0071649935), When questioned by the examiners, the Company was able to
obain a copy of the replacement nouce from the writing agent.

The following PPolicy Replacement Standards failed:

# Policy Replacement Standard Reference

|

I

2 All hfe msurance  apphications musgt nclude a§ WAC 284—33—45(1(2)‘\

statement  sipned by the  applicant  regarding
teplacement ol an existing policy.

3 | The company requires o statement signed by the agent | WAC 284-23-455(1) i
| indicating whether or not replacenient is involved.

Policy Replacement Standards #2 and #3:

On an applicanon, the applicant and the agent must answer whether replacenient of
existing life insurance or annuity is involved in the transaction. The applicant did not
arswor the question on foar (4) applications, and the agent did not answer the question on
four (4) applications. See Appendix 3.

Subsequent Event: FNW isswed a divective memo o affected areas of operation on
Sepiember 30 2003 This meme  addressed  procedures and  policies  regarding
applicatron. ilusration and replacement processing,

POLICY ADMINISTRATION
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Policy Administration Procedures

FNWLL provided the examiners with the following procedures manuals. memos, and
rocedure bulleting:
2

«  Dishursement Servicss banual

e DPremium Billing Procedure Manual

s Policy Chanees Manual

= Annuity services Department Manual
o 29 [nleraclive Directive Memos

s il Procedure Bullcting

The precedures were found to be comprehensive and provide company personnel with
step-by-step processing instructions for policy administration.

Poliey Administration Review
The examiners were provided with databases [or the Company’s miforce life and annuity

policies. The following is # breakdown of policy type and the random sample size
selecied and reviewed:

... Policy Type | _Sample Size |
| Traditional Inforce : _ 35 __(
" Variable Inforce . 23

Traditional Policy Loans 15 |
E"Eu‘iahlc Policy I.oans N 14 3 ‘
{ Traditional Terminations - 6,103 25 |

Varighbe Terminations - ) 284 15 :
| TOTAL B 61919 | 12000

Findings

The following Inforce Policy Administration Standards passed without conmment:
'[# Inforce Policy Administration Standard Reference
!

i

|

/

The company only pays dividends, unused premium | RCW 48 18 340(1)
refunds, or savings distributed on account of anyv | ROW 48,18.340(2)

i
policy to the policy owner as shown in 1ts recards, or |
any party 1o whom the policy owner has ussigned these |
nights. fadnvidual Life Only L o I

Farmazrs ew Warld Life Insurence Company Tage 23
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Inforee Policy A(lmiﬁistra'rion Standard

Reterence

The company  processes  all  tvpes of  pohicw
admmisirition procedures o accordance wih the

1 reguited policy provisions. Irdinvedual Life Only

ROW 48.23.0701),
RUW 4823 080{1],
ROW 48 23.085(6),
ROW 4523120

ROW 4523030

The company processes all types of annuity contrac
administration  procedures in accordance with  the
required comtrag: provisions.  Tnelividual Anmise Oniv

ROW 4823 150, |
RCW 4823190,
RCW 48.23.210

The compuny uses policy illustrations at issue and
provides the insured with aun annual report on the status
ol the policy in accordance with the regulations.
Individual & Crowp Life Onlv

ROW 48 23A 070
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INSTRUCTIONS AND RECOMMENDATIONS

[INSTRUCTIONS

FThe Company (s instructed 10 cnsure it ab] agentls and brokers are
chicensed with the State o Washington prior 0 soliciiinge business.
i Referencs: RUW 48.17.00001), ROW 4B 17.060(2). {Agent Activily
I Standard 21 _|

=

LIF)

(S

: represent the Company prior w allowing them to solicit business on
Chehali of the Company. Reference: RUW 451716001, (Agent '
S ALty Slandard £2.) .

'Thc Company i msfructed 10 cneare that agenis are appointed to

| The ¢ CIPATY 1§ instructed 1o maintain Lompiuc claim files with all |
j netes and work papers i such detal! that the clamms fustory can be |
_, reconstrueted, Reference: WAC 284-30-340, (Claims Standard £1.)

accordance with the regulalions. Reference: ROW 48 23,3000 (Claims |
I Srandard sy ~
1 The Cum}m'n, s instructed to correct death claim DALY INg proccduer :
| to cnsure ali death bengfits pavable under the terms of a life insurance |

I pulicy are paid hased on the decedent’s resident state al ime death and
| '
|

in accordamee with Washinglon law. Revised procedure training is
requived for all examiners. Referencer RCW 48233000 (Claims |
- Standard £8. ) i

HUnderw rleu and PL)hC\ Iskuc %Ldn(idrd J—‘) |

10 Tihe ¢ ompany 15 instructed to roguire a statement signed by the agent

a | The Company s instructed to maintain a copy of a any -illustration nsed

o The Company is instructed o review all death claims pald EmmT

| 14172003 forward to ensure that ajl claims on Washington residents at |

| tme of death were paid in accordance with Washington law, The |
( ompany will have 90 days from the adoption of this report o notify |
thc OIC of the audit results and addiional amount pad, if anw.
Reicrc,nce ROW 4823 300 (Claims Standard #8y l
Thn, {_'OTNDATI\ 1% msm]clrd io nnpluncm standards to ensure that
_]11\ entile life applicitions are appropriate. Reforonce: ROW 48.23.345.

| m e sale of 2 pohiey, an acknowledezement that no 1llestration was !
| used, or a signed copy noting a “revised illustration.” I\ctucnce
_ RCW 4R23A.060). (Underwriting and Policy lssue Standard #11.) |

9 T]h, ([\m any s 111‘-.LmLLu1 1y TCOUITE # '-,hih,mcm ‘-,wnLd by 116
i P q

i applicant regarding replucement of an existing policy. Reference: I
PWAC 284-23- 4‘\()(7} {Palicy Replacement Standard £2 3

4 The Company iz mstucted w pd_\ interest on death claims in

“indicating whether or not replacement 15 involved. Reference: WAC

| 284-23-453(1). (Policy Replacement Standard #3.) ) o |

Fammers wew World Lifz hworonce Company
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" RECOMMENDATLONS | !
1 .11 = reconuuznded that the Company mamtam full and adequate | e
, tecords dnel cease relying on is agents and brokers o mainiai full file |

! | cdlocumentation, Relerence: ROW 4505280, {Qeneral Examtnation ! i
' _! Standard £4.) - : !
- 11 is recommended that the Company ﬂnplcmcm procedures (o cross- | -
Creference policics against Social Scoority administrstion records Lo
~duiermine i policies should be erminated. (Claims Procedures ’md .
1 Processing, ) !

—

3 !lt is recommended that te (ompdn\. mp!cmcm procedures Lo i1 I
i | determine if more thun one (1) policy is invelved when a death clanm !
s filed. {Claims Procedures and Processimg.) o ! :

[ 4 : It ix recommended that the Company implement audit controls to ! 11

: assure that claims data ts entered mto the Company’s system
i accurately. (Claims Procedures and Processing. ) .
!I 5 | It 1 recommended that the Company acknowledge communications 1
i and correspondence from clamants wathm 10 working  days.
| Relurence: WAC 284-30- ‘%6{] 1y WAC 284-30-360(2), WAC 284-30-
2 36003, (Clairs Standurd 43, _
6 1t is recommended that the ( omp’m\ prmldc dpproprmu, “disclosures 13
. | relating o accelaraled death benefits and policy premiums. Reference:
i WAC 284-23-650(7), WAC 284-23-680. {(Claims Standard £10.) |
It is recommended that the Company issuc its policics based on the ' 16
state that the application is signed rather than the state that the agent |
:holds a license, (Underwriting Procedures oo
A N recommended that the Compam w:rlrv insurahle intercst at the | 18
I time of application. Relerence: ROW 45, 18.030(1). {(Underwriting and |
Policy Issuc Standard #7)
9 0Tt is recommended thal the Comp?m “obtam the consent of the | __18__|
I fapplicamt when alterations are made w an application. Reference: ! :
: PROW 48 18.070{ 1), (Underwriting and Policy Tssue Standard #3 ) o _
10 | it is recommended that the Company send the required notice of | 22|
eplacement and policy surnamary 1o the existing carrler within three |
3 working days of receipt of the appheanon. Relerence: WAL 284-

ed

-1

T
o
_ . 123-455(2)(b). (Policy Replacement Standard #5.) o ) !
11 I It is recommended that the Corrpau\ mamnan rcpl’lf:'-'n"lt,nl nolices, | !
| sumumeries, and a replucemeni register for a minimum of threc (3) |

| cyrars. Relerence: WAC 284-23-455(3). (Policy Replacement Standard | ! I
;___ } _'_"'f).)
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SUMMARY OF STANDARDS

i 1 The company s issued a certificaic of autherity by the QIO
| cprior 1o acling as a life msurance carrier n the State o.fé .
 Washinglon. Refoerence: ROW 48,05 030(1), | ! ?
! The e COMmPUY holds an armuul mecting of s share “holders as | _
I stated and in accordance with its bylaws. Reference: ROW ! ' |

]__#-_] .om__q«un ()_Ee: atlom & Mnnaoemcnt Standards __: Bi_!gEJ; Pass T Fail ,

m|
.,:!
-+
et

Jagorodn. _ !
3 No l‘.% man [hILL {ouer of 1hn, dm,ctors are Umtcrj Swu or X
Vo I

I

!___ I dTC“Jt‘%ldc.‘[lT."; ol 1.hi'~ statc. RLicanLL RCW 48 st (150, |
]

1

| 4 | All domestic “WSLlTF‘:-EFO'_L-m the OIC any smendments (o the | JES N _—’.
¢ Arieles of Incorporalion. Reference: RCW 48 07 070{2). ) i

i General ln_a_r&qatl_on Stsmdards s ] Page !_ Pass E—Fall |
"1 The company does bLLamL‘w n Uood &1111 .md 'pI'chtht‘,‘-, 9 rxX |
! lhtmtﬁh and cquity in all fransaciions. Reference: ROW |
L 3801030 . .._..i -

"2 The company allews the examiners access to all records, | Y X ]

documcnta and files, and facilitatcs the examination process. | l
|| Reference: RCW 4R.03.030(1). _ ! | i

;— 3 | The company does business in its legal name. Refercnce: . v | X [
| RCW 48.05.190(1). Bulletin 78 = |
| 4 ' The company maintains full a.nd adequate accounts and 9 X

i | rccords of ils asscts, oblizations, transactions and aftairs. :
r | Reference: RCW 48.05.280.

5 T The company does not discourage insureds from contacting the ;. 9 . X i
: FOLC and dogs not discriminate against those that do conlact the ' i
|| OIC. Reference: WAC 284-30-572(2), - | i

|- # | Agent Activity Standards o | Page | -Pag_s__J Fail

© 1 1 The company ensuares that agents and brokers are licensed [or @ 10 |

I the appropriate ine of business with the State of Washington |

! 'pn'ar to allowing them to solicit business or represent the |

i | company in any way. Reference: RCW 48.17.060(1), RCW ‘
148 17.060(2).

I

I

. _ . =]
i 2 1 The u}m-mm ensures that docnts arc appeointed to represent 10 | X

|

| "the company prior o allowing them to solicit busincss on
i behalfofthe Company. Reference: RCW 48.17.160¢1).

| 3 | The company provides written notice to the agent and the OIC
i | when an agent’s appointment has heen revoked. Reference:
|

CTROWABITAGHG). ! ? B

=
>
.|
!
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I

L\gmt Actwmf%andflrde T ST Jh'-l’agc__

; The compoany ensures thal L:l‘Lmq and brokers sellng variable
| P policics or conlructs are Ncensed s scgurity salesmicn or

securities brokers under a license issuedd by e director of
_ finangial institutions. Reference: ROW 45 18A.060.

I

# | Claims Standards
i [ca

.

i 1 i The \,ompam maintains LO;nplCtE. ciaim files with al! notes and !
!\'\OTI\ papers in sueh deta] that the cfums history cau be
_ reconstructed. Reference: WAC 284-30-340.

14

| 2 ' Noinsurer shall misrepresont policy provision by a) failing o
* disciose all pertinent benefits. coverages, and policy provisions
"o the claimant; b) setting a Wme limil or Miling a claim unless |
psuch a limit 1g allowed in the policy language; c) 1ssuing a
, practical settlement which contains language that releases thc
, insurer from the full Yability 1o which the claim ig due; or d) |
l!lrlL][’lC‘ payment of benclits under a reservations of nUht|
prD\IS!OIl witll disclosing such to the claimant. Reference: |
PWAC 284-30- 33001), WAC 284-30-35001), WAC 284.30- |

X

3 1 No msurer shall fail Lo dd\no\x hdu, communications, Rccupt -

Cof communication must be acknowledeed and correspondence

. " from a claimant must be answered within ten (10 working
days for non-gronp claims and within 15 working days for
group claims, unless paymeant is made within the stated time
limits. Response to OIC communications concerning claims -
! - must be made within 15 working days of receipt from the OIC,
| Reference: WAC 284-30-360{1), WAC 254-30-360{2), WAC
|| _1284-30-360(3). o |
| 4 | An insurer must com')lctn, claim tmc,stmatlom within 30 da\s
"ol receipt of proef of loss unless file notes show thav this was !
“not reasonably possible. Reference: WAC 284-30-370,

|
L_ 350(6), WAC 284-30-350(7)
|
i
|

101 dys O rL.CLJ\JI'I.Q Tl O 0s5, an lT'lF;LlT'C]' TS
|5 | Within 15 days of o proot of loss, t
| accept or deny the claim. Il determunation cannot be made
|

within 15 days, the insuter must notify the claimant of the
"slatus within 15 days and every 30 days thercafter until final
1 . - . : VA B "
determimation 1s made. Reference: WAC 284-30-380(17, WAC

—ﬁﬂge_r 1_':1_“ | Fail

| 1284-30-38003)

P61 g elaim s depied based on specilic policy provisions, the
I dental must be i wniling and a copy muost be n the file. 1 a

i Pelaint s denied  for rveasons other than specific policy
ip;'m-‘isions, notice may he i other forms but appropriately
| documented in the claim file. Reference: WAC 284-30-350(1),

| WAC 254-30-38H2). :
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- Claims Standards

I Ly ery insurer musl alops and implement reasonuble standards I
for prompt investizabion and payment of clams. Reference: |
\R AC 2B4-30-323005, b
Interest will be pavable at no lcss than %% from the date of ¢
" deuth until payment 1s made on ¢laims where the decedent is o
“vesident of Washington at the tme of death, Tf the date of
paymuenl is greater than 90 days fron the date completed proof l
of loss forms are reccived, the insurer will increase the interest

rale by 3% form day 91 unmtil pavment of the procceds s
complete. Reference: ROW 4823300,

13

14

The company complies with the required provision regarding |
simullancous deatns ol the insured and bencliciary as required
by the stawie. Reference: ROW 481839

0 1 The company provides appropriate dlsclosure% and does not
! unfairly - disenminate  in pavment of accelerated bcncf’t
! PAyIIEents. RL'FLI’L!‘IL.L‘ \’\ f\( "‘b—l (DO( 1, \\ AC "8 2:‘ 68(

| Complaint Standards

TG

. Page— .

! , The company responds 1o any mqm!\ from the OIC within 15

i business days, and the response is 1 writing, unless otherwise |

, indicated in the mauiry. The response to the OIC conlams the |
substantial informanion requested by the O Reference:

L WAC 284-30-630). Technical Advisory T 98-4,

| Underwriting and P_o_ligg_lssié'ﬁéﬁaﬁls_ : ]

b5

_FPage_

*The company does not issuc a life insurance policy uniess the
!bencﬁts are payable 10 the individual nsurcd, his personal i
| representative, or & person having an insurable interest at the

| time of 1ssue. Reference: ROW 48.18.030(1),

18

(B

ol
._..Jl

E

| RCW 48.18.070(1).

statement of the premium. Reference: RCW 48,18 14002),

4B 1B190 (1), ROW 48,23

\11 policies use a written applhication completed by the
[ app licant. Reference: RCW 4818.060. :

l\lo alterations arc made ta (he apphcatlon except by the !
| applicant, or with the consent of the applicant. Reference:

| The policy specifies the name of the Lumpum the peu‘iu.:. of
l the contract, the subject of the contract. the named nsk, and a

 The premium stated In the policy includes all fees, charges.
I premiiums or oiher considerations charged for the insurance.

__| Reference: RCW 48.18.180(1).

' e p(}lu:\, contains Lhe entire contract, Reference: RCV\ |
170 (annuity). |

o
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I’QLI ]['n]i]ﬁ['lUI] betweon

i The c LL]Illpdrl\ does nUL wse nnfair

i P insureds having substartially like insuring, risk. and cxposure |
i | fuctors, or cxpense factors. Reference: ROW 4818480, ROW
C lawansoong.
& Corr P mdbm,t‘ L(‘JTLL(.['I'[III"’ ‘denial of an application must give

| | the troe and actual reason for denving wsuranee 1 clear dnd |
i stple language that does no! requiee an applicant to do further
j TCRCATE 1o undutstand e reasan. Reference: ROW 48.30.320,
I WAC 284-30-570

|
|
[

_FaF—I

9 The company h¢< standards (o cnsure that juvenile lile
. applications are appropriale and matntains a log of juvenile life

10 : [' a pollt\ form is fllLd 1o b2 nmrktiui without an iilustration,
lan illustration may nol be used untl after the first policy

_ ! anniversary, Retorence: ROW 48.23A.020(2).
11 " A copy of “the illustration used in the salc of the life insurance
policy, or acknowledgement of no illustration used in the sale, |
Uor a signed copy of a rovised lustration™ sent to the applicant
| is retained by the company. Reference: RCW 48 234 060,

|
| Ny denicd applications, Reference: ROW 4823 345,
[
i

1%

19
!

12 | The company {urnishes the specified Buyer's OGuide and Palicy

; Summary to the applicant as requited. Reference: WAC 284-
| 23-230(2),

g

The Compam mainiains a complete file with wplm s of the
Buver's Guides and policy summaries {or three (3) vears.
! Reference: WAC 284-23-240(1)__ i

'1_3"

14 | For all annuitics. the speuhcd conlract summ‘u\ is delivered
| to the dpphbdﬂl prior 1o accepting the application. Reference:

| WAC 284-23-350. ) L

I 15 | The company maintaine 4 cnmplau file with com.,a of the

| annuity contract summarics {or thres (3) years. Reference:

! [ WAC 284-23-36((1).

-
|
|
|
|

|

18

IF

| b6 A recoipt 1s mven fo the insured by the agent, solicitor, or
insurer’s  Tepresantative  for money  collected wath the
'am.icatmn Reference: WAC 284-30-530(1). i

X

17 | The company makes an mdt,ptndem evaluation on cach
_| #pplication. Reference: WAC 284-30-574,
, Every individual vanable contract issucd shall inciude a notice |
" that the policy owner shall be permitted to return the policy
Pwithin ten {10y days afier it is received with a retum of murket ¢
| vatue. less applicable deductions, 1f the policy owner 15 not
' salisfied in any way. Reference: RCW 48184035,

18
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# P_ olicy Repiacelmnt %t‘lﬁddrds

Page

Pass

1 i The company informs 113 feld r..,p'rx,% ntatives or personnel
'r"spomlhju for complionce aboul the 1LL]LLJ]:,TII:]]1:- ol the i
replacement regulations, Reference: WAC IR2-23-250(1 ).

n

x

[
Al lite msurance appiications must include a statemetit s1ened
I by the applicant regarding replacement of an existing policy.
_ | Relorence: WAC 284, 23-435002).

3 I The company reguites a staicment signed by the awcm
| indicating whether or not replacement 15 invobved. Refercnce:
CWAL 284-23-455(1),

4 | The company shall require that mmnts s melude a llstm;_, of c]”
‘ existing insurance to be replaced and a copy ol the
1

placement notice provided to the applicant. Reference: WAC

1 28 " -23-455(2) a1
5 The c company sends the quLL]I’Cd notice of Tcplmcmcm and
!])()l][,fy summary to the existing msurer within three (3)

| working days of receipt of the application, Refersnce: WAC !

| 284-23-45502)(h), )
& i 'The compdn\ maintains copn,b of the notice of rcpldc m-cnt,
| policy summaries and 4 replacement revister for at least three

=(3} vears or untl examination by s state o domicile,

whichever 5 later. Reference: WAC 284-23.455(3).

[ 7 . "The cor COmpany nots lifics Lhe r.l]')pll(.dﬂL inits puhcy or b\ 'at‘pd!’dl.t.

uncenditional refund of all premiums paid if exercised within
' 20 days Trom the date of delivery of the policy. Reference:
WAC 284.23-455(4)

Cwritten  notice that  the applicant has the right w an’

]
(S

& | Il the sale 15 generated by direct response and replacement was
not proposed by the insurer, the company seids a replacement
statcment to the applicant with the policy, Reference: WAC
284-23-460(L).

9 | If the sale is generated by dircet response and the insurer
proposed replacement, the company provides a replacement
notice, requesls a listing of all existing policies, and informs
any cxisting camiers of proposed replacement. Reference:
| WAL 254-23-460(2). -

21

NA |

10 ' The <pCC]1-x,d replacement form s used 1n d] transtu.lmm
| proposing replacemert. Reference: WAC 284-23-485
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. |A825020. S
3 | The company processes all types s of anmm\ contract

# | Inforce Policy Admmlstratlon Standards N

[ | The cormpany only pavs dividends, unused pn,mmm refunds. |

| or savings disinibuted on account of any policy to the poliey

Cownet as shown in its recordy, or any panty to whom the policy |

. owner has  assimed these nights. fadividual  Life  Onh
Rufeu:n et ROW 4R 15 340 1), ROW 4R 18 34002).

37

X I

| The company processes all types of pn]tc} admimistration
| procedures in accotdance with the reguired policy provisions.
| Individued Life Opiv. Reference: RCW  48.23.030. ROW
48.23.07001), RCW 4823.080(1), RCW 4823 085(h). RCW i

. administration procedures in accordance with the required
 conlract provisions, Incdtvidual Arnuin: Oaly. Reference: ROW !
148.23.150 RCW 48.23.190, RCW 48.23.210, 1
‘ The company used policy illustrations at issue and pron ides |
the insured with an annual report on the status of the policy in

" accordance with the regulations. Individnal and Group Life

| Only. Referenee: RCW 48.23A.070.

Page | Pass_| Fail _
| _

f
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APPENDIX

Claims Standard #1: The company maintains complete ¢laim files with all netes and
work papers in such detail that the claims history ¢an be reconstructed. Reference:
WAC 284-30-340,

- 0ICID ¢ | C]aini#_l _ Pu]ll:\'“( OIIQ‘BEIE_T'_CEI_EIEHI_S o i
La LRLE PdS 71572 f 004783697 Polm( issucd in WA; ipsured moved 10 |
| . . »’\/’ insured  died in AZ Clamms |
: ! ' exanuner based payment on address of |
| : i frecord  rather than address on death i
o _i_ _ . |ccmf“c¢u: 1
| GOTR16R02P ! Policy tssucd in WA: msured moved to
!- | OR: insured died o OR. Claims !
o i examiner based payment on jssuc statc. |

#LF PA2G 734306 | OUSITA3031! v Pohicy issued i WA imsured  was
-resident of MT when died. Company ¢

i ' o _’ stales that this was examiner emor.

FALF Pd32 76708 0449006 11 P Policy 1ssued m WAD insured was
: I l‘,rth]{luﬂ. of NV when died. Fxaminer
! I | based payvment on address of record
! _ ! rather than address on death certificate. !

APPENDIX 2

Underwriting and Policy Tssue Standard #151: A copy of the illustration used in the
sale of the life insurance policy, or acknowledgement of no illuscration used in the
sale, or a signed copy of the “revised ilustration” seat 1o the applicant is retained by
the company. Reference: RCW 48.23A.060.

;(_)[_C_I'D # | Policy/Contract # 'r Comrnients |

32 L On7041042 | No illustration uscd; acknowledgement oot on file. '
:i:._ T fJU 256683 I—Sc_énﬁdﬂlu_uu_auon not labeled revised.
{. 23 | Q07162321 i %ect)ndﬂlg&t[‘atlpﬂ not laheled revlsul S
| H28 | 006943093 Entire copy ol] :Hasn’ation LlaCd in sale, 1101 retained, AA‘
%33 | Do7 88745 | No 1]1u:,1r¢1t10n Luud dEl\]li*\,\]Dd”C'TlCﬂT not on nk
_-’r'3_7’_: : ttg 0_"]}@ j _ j_ L’\o llustr_ghgn_gqm_:__ dc_knmxlr,dgmncnt not _Qn__h_l_g_ _ j
P42 007247211 © | No ilustration used: acknowledgement not on file,
VH54 | 007304926 Ijo_]ﬂﬂqlmnon used: acknowledgzement not on file.
| 3 J“(’\ 7 o ([M)‘)ﬂr_){;{Ji . - No llustration used; acknowledgement not on file.
58y (J(}"](J_'??,- ‘6L 1 Noillustration used, acknowledgement noton file.
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APPENDIX 3

Policy Replacement Standard #2: All lile insurance applications must include a

statement singed by the applicant resarding replacement of an existing policy.
Reference: WA 284-23-450{2).

Policy Repiacement Standard #3: The company requires a statement signed by the

agent indicating whether or not replacement is involved. Reference: WAC 284-23-

455(1).
i_Q_IC_ID # !___!_’oﬁpyﬂontract ¥  Comments o R ___f-____!
L He E600EGT - Ageni did not answer guestion Tegarding replacement.
/19 - 7200508 "Applicandt did  not  answer  question  rogarding -
! el \replacoment correctly, i
| 227 i FI81271 I'Applicamt  did not  answer guestion regarding |
| __iveplacememtcorrectly. |
#34 ' 7305290 | Agent did potl answer guestion regarding replacement.
#47 | 83060227, ! Avent did not answer question regarding ;cpl_autyn_tﬁt_j
#49 . 85054172 "Applicant  did not  answer  question  regarding !

.. _ _ _ _replaccment coreetly.
30 L 85044617

. _ S
CApplicant did  not answer  question regarding |
i . o=
replacement correetly. Agent did not answer question |
| tecarding replacement. |
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FARMERS
INSURANCEY ¢ 4680 Wilshire Blvd.
NCTIA
A FARMERS Los Angeles, CA 90010
Bus. (323) 932-3395
Fax (323) 964-8095

September 6, 2005

James T. Odiorne, CPA, JD

State of Washington

Office of the Insurance Commissioner
P.O. Box 40255

Olympia, WA 98504-0255 SENT BY OVERNIGHT MAIL

Re:  Farmers New World Life Insurance Company Draft Market Conduct Report

Dear Mr. Odiorne:

We have received the draft Market Conduct Examination Report for Farmers New World
Life for the exam period January 1, 2003 — June 30, 2004. We appreciate the opportunity to
review and comment on the Report. Farmers New World Life treats all insurance
department examinations seriously and considers carefully the recommendations of the
examiners. Therefore, we have thoroughly reviewed each of the comments and criticisms.

Following is our response to several criticisms for which we wish to provide further
clarification, or where we respectfully disagree with the findings. Statements in italics

reference the comments and criticisms identified in the draft Report and are immediately
followed by our response.

Company Management (Page 7)
FNWL is governed by a Board of Directors. The current members of the Board are:

Board Member Company/Community Affiliation Date Appointed
Brian S. Cohen Farmers Group, Inc. 7/2004

Jerry J. Carnahan Farmers Group, Inc 3/2003

Martin D. Feinstein, Chair ~ Farmers Group, Inc. 4/1995

Paul N. Hopkins Farmers Group, Inc. 172002

Michael W. Keller Farmers New World Life, Inc. 7/2000

Ryan R. Larson Farmers New World Life, Inc. 5/2002

C. Paul Patsis, President Farmers New World Life, Inc. 4/2000

James I. Randolph Farmers New World Life, Inc. 4/2000

Gary R. Severson Casey Family Programs 10/2002

Farmers Insurance Exchange Truck Insurance Exchange

Fire Insurance Exchange
Mid Century Insurance Company

Farmers New World Life Insurance Company Farmers Group, Inc.



John F. Sullivan, Jr. Sullivan Group 1072002

We respectfully request that you revise the statement regarding ‘current’ members to “The members

of the Board as of April 4, 2004 are:” and include the following two Board members who were
active at that time.

Richard M. Shriver Farmers Group, Inc 1/2001
Oscar C. Tengtio Farmers New World Life, Inc. 3/2003
Agent Activity (Page 9)

The Licensing and Appointment Procedures section, second sentence states “The 2002 procedures
placed responsibility for knowing the relevant licensing and appointment requirements on each
individual field office.” Please note that each individual Service Center handles our license and
appointment requirements. We respectfully request that this statement be corrected.

Agent Activity (Page 10)
Agent Activity Standard #1: Instruction #1

There was one (1) agent that signed an application on December 29, 2003. The agent’s license
expired on January 27, 2001 (OIC #43).

We would like to note that since the end of the examination period, further procedural and system

controls have been put in place to help assure applications are solicited only by duly licensed and
appointed agents.

Agent Activity Standard #2: Instruction #2

There was one (1) agent that signed an application on June 7, 2004. The agent did not hold an
individual appointment with FNWL. This agent was affiliated with two (2) agencies. The agency
appointments were cancelled on August 17, 2001 and March 13, 2003 respectively (OIC #57).

Upon receipt of an appointment confirmation from the Washington Department of
Insurance, we noted that the Balmores Agency structure was incorrectly listed as a
‘Corporation’. The Washington Department of Insurance cancelled the Balmores Insurance
Agency Inc effective August 17, 2001. The Balmores Agency was appointed effective
September 10, 2001, under the correct structure of a ‘Firm’. This agency listed Darren
Balmores and Jerri Lynn Balmores as affiliated agents.

The Jerri Lynn Balmores Insurance Agency was licensed and appointed with Farmers New
World Life effective January 15, 1998. Unfortunately, when the agency structure correction
noted above was processed by the Washington Department of Insurance, the Farmers New
World Life appointment under the Jerri Lynn Balmores Insurance Agency was inadvertently
cancelled by the Department. During the course of this exam, the examiners acknowledged
(see Information Request 024SR) that Farmers New World Life did not request the
cancellation of the Jerri Lynn Balmores Insurance Agency appointment with the Company.
We respectfully request that this information be noted in the Draft Report.

Claims — Procedures and Processing (page 10 - 11)
The claims procedures were reviewed to ensure that Company personnel are processing claims in
accordance with the Company’s procedures. The procedures were also reviewed to ensure that

processes are in place to avoid fraud. Claims were tested to assure the Company adjudicates claims
accurately and timely.

The examiners noted that four (4) procedures are not currently in place and have an impact on
claims reporting:



The Company does not perform regular internal audits. As a result, issues such as
processing claims payment based on the issue state rather than the decedent’s resident
state at the time of death are not being identified.

Our Internal Audit department conducts regular audits of the Claims area. A list of
internal audits completed from1999 through June 2004 was provided in our initial
response dated September 1, 2004, to your notice of this Market Conduct Examination.

See pg.3, question 7. This list indicates three audits were performed on claims
functions.

In addition, from 2000 through 2004, the Claims department conducted a compliance
review of their area based on the claims standards detailed in the NAIC Market Conduct
Examiners Handbook. This process encompassed a review of company procedures as
well as state laws and regulations to ensure Company compliance. Any identified issues
were resolved through procedural and system changes, as needed. We therefore
respectfully request that this observation be amended or removed from the Report.

Recommendation #2

The Company does not cross-reference its inforce policies against Social Security
administration records to determine if policies should be terminated. The Company
continues to reserve for policies where death claims should be paid. There may be
instances where taxes are due on transfer of annuities, and these are not being paid.

We are required by Federal law each year to send a privacy notice mailing to all policyholders
with an in-force policy. Subsequent to this mailing, we experience an increase in claims inquires
when the recipient of the mailing realizes there may be an active policy for a deceased insured.
This annual mailing provides an opportunity to identify unreported claims. Taxes are properly
paid when the Company receives proper notice of a claim and it is processed.

We could not locate a legislative or regulatory requirement that instructs an insurer to
cross-reference their in-force policies against the Social Security Administration records
to identify possible unreported claims. In the absence of a statutory requirement, we
respectfully request that this observation be removed from the Report.

Recommendation #3

The Company’s systems do not have the capability to cross-reference policies. If an

insured has more than one (1) policy, there is no guarantee that all policies for that
insured are identified when a claim is filed.

We would like to clarify our procedures for setting up a claim file. It is our standard operating
procedure to access our ‘Alpha System’ to identify all policies covering the decedent. All
identified policies are then verified to ensure that the policy is in-force and that the decedent is
an insured person on the policy.

Diligent efforts are made to ensure all policies associated with a claim are identified and handled
in accordance with our published procedures. These procedures are documented in the Life

Claims Department Manual (Pgs. B-7 thru B-11). We therefore respectfully request that this
observation be removed from the Report.

Recommendation #4

The Company enters claim log information into an Access database that will perform
interest calculations. The claims examiner can override any of the values in the
database and there is no audit trail. This practice leaves the Company open to



fraudulent claims and to inaccurate data being used to pay claims. This possibility
increases because there is no regular internal audit of the claims processes.

Claims examiners review and approve payment of a claim file. Once a claim is approved for
payment, a Service Assistant inputs data to the Access database to calculate any interest due on
the payment and prepares the check request. The completed check request is returned to the
claims examiner, or higher authority, for approval. A completed check request, with all required

. approval signatures is submitted to the Financial Services area to prepare and mail the check.
Claims examiners do not input data to the Access database used for interest calculations; service
assistant personnel who cannot override any of the calculated values within the database handle
this function. This separation of duties was established to prevent payment of fraudulent and
inaccurate claims. In addition, the formulas in the fields that calculate interest payments were
provided by our Actuarial department, and the actual database fields are ‘locked’. The only
person with authority to ‘unlock’ these fields is the Claims department supervisor.

If an input error is made in the Access database, the service assistant prints the screen showing
the error, voids the transaction and re-inputs the data correctly. The voided screen print is
retained in the file along with a copy of the corrected print, which provides an audit trail. These
procedures were verbally reinforced with the service assistants to emphasize the need to provide
an accurate audit trail within the claims file. We therefore respectfully request that this
observation be removed from the Report.

Claims — Review (Page 13 - 14)
Claims Standard #3. Recommendation #5

There was one (1) claim that the Company did not acknowledge within the required ten (10) working
days (OIC # WOP NP#1, Policy #005529177U).

In practice, the Company provides the necessary claim forms, instructions, and reasonable
assistance within ten (10) days of receipt of notice for non-group claims. However, the Company’s

procedure manual refers to 15 calendar days for all claims. It does not differentiate between group
and individual claims.

Claims personnel have been advised of Washington’ requirement to acknowledge receipt of
a claim within 10 working days. Our practice is to consistently acknowledge receipt of a
claim as quickly as possible, but in any event no later than 10 working days. The Claims
Department manual will be updated to reflect the correct response time of 10 working days.

Claims Standard #10. Recommendation #6
One (1) accelerated death benefit disclosure statement did not contain all of the
requirements listed under WAC 284-23-650(7). It did not state what effect the payment of

an accelerated benefit would have on the policy’s premium (OIC #4BRPpd], Policy
#004961395U).

In the case noted above (OIC #ABRPpdl), the policy involved is a universal life plan that
allows flexible premium payments. For this plan type, premiums are not automatically
changed. Therefore, the face reduction processed to pay the Accelerated Benefit claim had

no affect on the premium. If desired, the policy owner may request a premium change at
any time.

For a traditional plan of inpurance that has a set premium, the premium amount is
automatically adjusted when the reduction in face amount is processed. An endorsement to
the policy contract is prepared and sent to the policy owner with a confirmation letter, which



provides information regarding the changes made to the contract, including any premium
changes.

A request to revise the Accelerated Benefit Payment Statement of Policy Accounts form
(MIM 7556) will be submitted to include the premium amount pre-and post-claim.

Claims — Findings (Page 14)
Claims Standard #1. Instruction #3

In five (5) of the individual life claims reviewed, it was difficult to determine if the claim was paid
based on the issue state rather than the decedent’s resident state at time of death. File
documentation is required to demonstrate consistency in claims payment. See Appendix 1.

Appendix 1
Claims Standard #1

The Company maintains complete claim files with all notes and work papers in such detail that the
claims history can be reconstructed. Reference WAC 284-30-340.

OICID# Claim#  Policy/contract # Comments

#LF Pd§ 71572 004783697 Policy issued in WA, insured moved to AZ
insured died in AZ.

#LF Pdl5 73050 001816802P Policy issued in WA; insured moved to OR;
insured died in OR.

HLE Pd20 74254 001647700 Policy issued in WA, insured was resident of
CA when died.

#LEF Pd29 75436 005516303U Policy issued in WA; insured was resident of
MT when died.

#LF Pd32 76708 004490061U Policy issued in WA, insured was resident of
NV when died.

Each file noted above included a print of the completed ‘ Approval for Payment’ screen from the
Access database. This screen print is included in all claim files and clearly identifies which state is
used to determine claims payment and any accrued interest due. See attached sample. The laws and
regulations of the decedent’s state of residency at the time of death will determine how a claim is

paid. If the state has not clear laws or regulations, the claim is paid in the state where the contract
was issued.

Our records do include sufficient documentation to determine which state was used to determine

claims payment at time of death. We therefore respectfully request that this finding be removed
from the Report.

Claims Standard #8. Imstructions #4, #5 and #6

The interest paid on two (2) claims was not calculated correctly (OIC #LP2, Policy #004704546U;
OIC #LP21, Policy #004407390P). The Company paid interest commencing on the date the proof of
loss was received or on the date the proof of loss was signed rather than from the date of death.

Procedures are in place to identify the commencement date used to pay interest on death claims.
Due to a clerical oversight, interest was not correctly paid for the two cases noted above. The
interest miscalculation for OIC #LP2 was identified during the examination, immediately corrected
and a check was sent to the beneficiary. The interest amount due for OIC #LP21 has also been
corrected and a check sent to the beneficiary for the interest balance due.

Claims personnel were reminded of the requirement to ensure correct interest payments are
calculated on death claims.



In another instance, the Company did not cross reference all policies of the insured and missed one
(1) policy (OIC #LP27, Policy #002024533) when calculating the payable claims.

Based on the documentation in the claim file for OIC #LP27, three (3) policy numbers were
provided at the time of the initial claim notification. A cross-reference check was also done
to identify any additional policies and determine if the policies were in force. All policies
were identified, but due to a clerical oversight, the life policy claim (OIC #LP27 Policy
002024533) was not paid at the same time as the other identified policy contracts (Policies
006441537 and 002074428R). Our agent notified us of the missed policy on January 5,
2004. The claim and interest for policy 002024533 was paid on January 14, 2004.

Underwriting and Policy Issue — Underwriting Procedures (Page 15) Recommendation
#7

The third paragraph of this section states, “While reviewing the Company’s new business
underwriting files, the examiners noted that the Company issues policies based on the state in which
the writing agent is licensed rather than the state in which the application is signed. The
appropriate determination is to use the state in which the application was signed.”

We would like to clarify our procedures in this matter. As the agent must be licensed in the
state in which the application is written, we would agree that the appropriate determination
is to use the state in which the application is signed. We therefore respectfully request that
the above-quoted observation be amended or removed from the Report.

Underwriting and Policy Issue — Underwriting Process (Page 15)
The last sentence of this section states, “Amendments or endorsements that apply are added and the
policy is mailed to the agent for delivery to the proposed insured.” Please note that it is our

procedure to mail the policy to the policy owner, not the insured. We respectfully request that this
statement be corrected.

Underwriting and Policy Issue — Findings (Page 18 - 20)

Underwriting and Policy Issue Standard #1. Recommendation #8

There was one (1) life file (OIC #87, Policy #007158446U) where the juvenile life policy
was issued with the aunt as the policy owner. The juvenile’s parents were listed as

beneficiaries and as the parties holding the insurable interest in the child. The minor was
not dependent on the aunt for support.

Subsequent Event: The Company published a directive memo on June 4, 2004. This memo clearly
defined who may effectuate insurance upon the life of a minor.

This finding references RCW 48.18.030(1) for compliance determination. Our interpretation of this
law is that a person may contract for life insurance on another individual as long as the benefits
under the insurance contract are payable to the individual insured, his/her personal representative or
a person having an insurable interest in the insured at the time the contract was made.

The life insurance policy referenced above was issued on a juvenile insured. The application was
signed by both the insured’s aunt, as policy owner and by the insured’s mother, and lists the parents
as the primary beneficiaries. Since the benefits are payable to persons having an insurable interest
(the parents) at the time of issue, this policy complies with RCW 48.18.030(1). Therefore, we
respectfully request this issue be removed from the report.



Underwriting and Policy Issue Standard #3. Recommendation #9

While reviewing the life and annuity applications, the examiners noted that material

changes were made to the applications and application documents without being initialed or

acknowledged by the applicant. The following changes were made:

o OIC#5, Policy #007002365R: The election of partial liquidation on the
transfer/rollover form was changed and not initialed by the applicant.

o OIC #26, Policy #007232400: The contingent beneficiary was changed. The change was
not initialed by the applicant.

e OIC#31, Policy #007037881: The accelerated benefit rider election was changed and
not initialed by the applicant.

o OIC#85, Policy #007230941U: The guaranteed insurability election was changed
without being initialed by the applicant.

It is our standard practice to review contract files for complete and accurate forms, which
includes verifying that any material changes are initialed by a proposed insured and/or
policy owner and requesting an application amendment, if necessary. Our Underwriting and
Annuity Services areas were reminded of the importance of this practice during the course
of the examination. A formal reminder will be provided to all affected areas to further
reinforce the need to request application amendments or form corrections, as appropriate.

Underwriting and Policy Issue Standard #9. Instruction #7
The Company has developed underwriting standards and procedures designed to detect and
prevent the purchase of juvenile life insurance for speculative or fraudulent purposes.

Review of sample files indicates that the standards were not implemented on a consistent
basis.

There was one (1) life file (OIC #87, Policy #007158446U) where the juvenile life policy was issued
with the aunt as the policy owner. The juvenile’s parents were listed as beneficiaries and as the

parties holding the insurable interest in the child. The minor was not dependent on the aunt for
Support.

Subsequent Event: The Company published a directive memo on June 4, 2004. This memo clearly
defined who may effectuate insurance upon the life of a minor.

Please see our response to Underwriting and Policy Issue Standard #1 on page 6.

Fifteen (15) juvenile life underwriting files were reviewed. The Company’s standards state that

Juvenile coverage may not exceed twice family income. None of the applications used asked for
household income.

Subsequent Event: FNWL has filed a revised application form with the OIC. This application form
asks that the applicant state household income. The Company revised its underwriting guidelines
for juvenile insurance on June 4, 2004.

Our Application for Life Insurance Part 1 (31-4501) was revised effective July 2003 to include a
section for ‘ Annual Household Income’.

Underwriting and Policy Issue Standard #11. Instruction #8

There were ten (10) files found in violation of this standard. Seven (7) files did not contain a copy of
the illustration or an acknowledgement that an illustration was not used in the sale. Two (2) of the
files contained revised illustrations and were not identified as such. An illustration was used in the



sale of one (1) policy and a copy of the illustration used in that sale was not retained. See Appendix
2.

The examiners noted that standard operating procedure for the Company is to require agents to
return only the signed summary page of the illustration for its files. The signature page the
Company retains does not necessarily indicate if an illustration has been revised. This procedure
makes testing for compliance of RCW 48.234.060(1)(b) impossible.

Appendix 2
Underwriting and Policy Issue Standard #11

A copy of the illustration used in the sale of the life insurance policy, or acknowledgement of no

illustration used in the sale, or a signed copy of the “revised illustration” sent to the applicant is
retained by the company. Reference: RCW 48.23.060.

OIC ID# Policy/Contract#  Comments

# 2 007041042 No illustration used; acknowledgement not on file.
#35 007256683 Second illustration not labeled revised.

#23 007162321 Second illustration not labeled revised.

#28 006943096 Entire copy of illustration used in sale not retained.
#33 007088745 No illustration used, acknowledgement not on file.
#37 007021946 No illustration used,; acknowledgement not on file.
#42 007247211 No illustration used, acknowledgement not on file.
#54 007304926 No illustration used; acknowledgement not on file.
#67 007054300U No illustration used,; acknowledgement not on file.
#89 007103376U No illustration used, acknowledgement not on file.

We would like to clarify our illustration retention procedures. It is our standard operating procedure
to retain a copy of illustrations prepared and submitted by our agents. During the course of the
examination, our Underwriting area was verbally reminded of the importance of retaining all pages
of illustrations received from the agent. A formal reminder will be provided to reinforce the need to
retain a copy of all illustrations signed by an applicant, as required by law.

Tlustrations prepared by FNWL through our DocuMerge system are printed with two copies of the
signature page and are either mailed to the agent for delivery or directly to the policy owner. In
either case, we request the additional signature page of the illustration be signed and returned. Since
the entire illustration prepared by FNWL through our DocuMerge system is maintained in an
electronic file and retained indefinitely, we only require the signed and dated second copy of the

signature page be returned for our records. Illustrations prepared by our DocuMerge system can be
viewed at any time.

Policy Replacements — Policy Replacement Procedures (Page 20)

It is the Company’s practice to review applications for indications of possible replacement and
review the notice of replacement forms for completeness. The Company asserts it opposes
replacement of inforce coverage with any policy that does not improve the position of the policy
owner. However, review of the sample files indicates that sufficient controls are not in place to
ensure compliance with the Company’s procedure.

When replacement questions on the application are left unanswered or the applicant’s and/or agent’s
answers do not match, it is our general practice to obtain clarification. Other indicators, such as the
presence of a Notice of Replacement form, Transfer/Rollover form, or a “Yes” answer to one of the
replacement questions, may indicate a possible replacement. Any indication of a possible
replacement is pursued and confirmed. We require and rely on the completion of the replacement
form as the ultimate statement regarding replacement from both the applicant and the agent. If
replacement is confirmed, the policy owner receives full disclosure regarding replacement by



reviewing and signing the replacement form and is provided an extended free look period on the
issued policy, as required.

During the course of the examination, Underwriting personnel were reminded to obtain clarification
or an amendment when replacement questions are left unanswered or the applicant’s and/or agent’s

answers do not match. A formal reminder will be provided to all affected areas to further reinforce

the need to request application amendments or form corrections, as appropriate.



Policy Replacements — Policy Replacement Findings (Page 20 - 22)

Policy Replacement Standard #4. Recommendation #10

The Company failed to require a listing of all the applicant’s existing life insurance or annuities to
be replaced with the application on one (1) file (OIC 18, Policy #007064368).

The application stated the existing carrier’s name but had “unk” noted for the policy number. The
replacement notice also stated the existing carrier’s name. Because the information provided
(carrier’s name, insured’s name and other identifying information such as date of birth) was
sufficient to notify the other company, the application or notice was not returned to the agent to
obtain the policy number, especially as, in this case, the applicant had indicated that the policy
number was unknown. We therefore respectfully request this finding be removed from the report.

The Company failed to require a copy of the replacement notice with the application from the agent
or broker on one (1) file (OIC #20, Policy #007148902).

The agent was notified that a replacement form was required. However, the policy was declined

before the replacement form was received. We therefore respectfully request this finding be
removed from the report.

Policy Replacement Standard #5. Recommendation #11

The Company failed to send out wriiten communication to the existing carrier advising of the
replacement or proposed replacement in two (2) files (OIC #31, Policy #007284543; OIC #45,
Policy #007300877). WAC 284-23-455(b) requires that the Company send written notice to the
existing carrier within three (3) working days of the receipt of the application.

Notification was sent to the existing carrier regarding possible replacement. However, in these
isolated cases, due to a delay in the Underwriting Department, these files were not routed to the
replacement processing clerks in a timely manner and replacement notification was not sent within
three working days. It is standard company procedure to promptly route new application files to the
replacement clerks to handle notification to the existing insurer. Underwriting personnel will be
reminded of the existing company procedure.

Policy Replacement Standard #6. Recommendation #12
The Company failed to maintain a copy of the replacement notice in one (1) file (OIC #5, Policy

#007164995). When questioned by the examiners, the Company was able to obtain a copy of the
replacement notice from the writing agent.

The replacement notice for this policy was received with the application on September 25, 2003.
Unfortunately, only a copy of page 1 of the replacement notice was filmed for retention in the file.

We were able to obtain a copy of page 2 of this notice from the agent and have updated the file
accordingly.

Policy Replacement Standards #2 and #3. Instructions #9 and #10

On an application, the applicant and the agent must answer whether replacement of existing life
insurance or annuity is involved in the transaction. The applicant did not answer the questions on
Jour (4) applications, and the agent did not answer the question on four (4) applications. See

Appendix 3.
Appendix 3
Policy Replacement Standard #2

All life insurance applications must include a statement signed by the applicant regarding
replacement of an existing policy. Reference WAC 284-23-450(2).
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Policy Replacement Standard #3

The Company requires a statement signed by the agent indicating whether or not
replacement is involved. Reference WAC 284-23-455(1).

OICID # Policy/Contract # Comments

#6 008600867 Agent did not answer question regarding replacement.

#19 007200598 Applicant did not answer question regarding
replacement correctly.

#27 007181271 Applicant did not answer question regarding
replacement correctly.

#34 007305290 Agent did not answer question regarding replacement.

#47 0085066227 Agent did not answer question regarding replacement.

#49 0085054177 Applicant did not answer question regarding
replacement correctly.

#50 00850446172 Applicant did not answer question regarding

replacement correctly. Agent did not answer question
regarding replacement.

OIC #6, #34, #47 - When questions on the application are left unanswered, it is our general practice
to obtain clarification as appropriate. Our Underwriting areas were reminded of the importance of
this practice during the course of the examination. A formal reminder will be provided to all

affected areas to further reinforce the need to request application amendments or form corrections, as
appropriate.

OIC #19, #27, #49 — On these cases, the applicant’s answer to the replacement question was marked
“No”, but the agent’s replacement question was marked “Yes”. In each case, a concurrently signed
and dated replacement notice was also received with the application. Based on the receipt of this
notice, we handled these cases as replacements, notified the existing insurers and provided the
required extended free look period on the issued policies. A formal reminder will be provided to all

affected areas to reinforce the need to request application amendments or form corrections, as
appropriate.

OIC # 50 - When questions on the application are left unanswered, it is our general practice
to obtain clarification as appropriate. However, in the case above, where one of the
replacement questions was left blank or was answered “No”, we were made aware of
possible replacement by other indicators, such as the presence of a Notice of Replacement
form, Transfer/Rollover form, or a “Yes” answer to the other replacement question. We
pursue and confirm any possible indication of replacement, and require and rely on the
completion of the replacement form as the ultimate statement regarding replacement from
both the applicant and the agent. We therefore did not amend the applications in these
cases. If replacement is confirmed, regardless of whether the application is amended, the
policy owner receives full disclosure regarding replacement by reviewing and signing the

replacement form, and is provided an extended free look period on the issued policy, as
required.

Policy Replacement Standard #10. Instruction #11
Five (5) files contained incorrect replacement forms. The Company sends clear directives to agents
indicating the correct replacement forms to be used. The use and acceptance of incorrect forms

indicates a need for improved training of agents as well as a need for the Company to monitor agent
compliance with directives. See Appendix 4.
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Appendix 4

Policy Replacement Standard #10

The specified replacement form is used in all transactions proposing replacement. Reference WAC
284-23-485.

OICID # Policy/Contract # Comments

#5 007164995 Replacement form 31-0069 (9/87) used.

#14 007265076 Replacement form 31-0069 (4/92) used; appears to be
applicant’s copy

#18 007064368 Replacement form 31-0069 (11/90) used.

#25 007219880 Replacement form 31-0069 (1/93) used. Copy not

retained

however noted on worksheet.
#38 007091409 Replacement form 31-0069 (11/90) used. Copy not
retained however noted on worksheet.

Agents have access to the Washington replacement notice (31-0069 — 11/99) online through
the Company intranet site.

As noted in the examination, agents also used other previous print date versions of the form.

However, we would like to point out that the only differences between these forms are the
headers and footers containing the Company logo, Company address and other cosmetic
changes such as format and font styles. In all other respects, these forms contain identical

text such as is required by WAC 284-23-485. We therefore respectfully request that this
finding be removed from the Report.

Please note that neither this response nor any of our actions are admissions on our part of
any violation, wrongdoing or fault, and should not be interpreted by the Department or any
other party as constituting any admissions. Please further note that we are providing this
response and taking actions without waiver of any defense, legal or equitable, and without
waiver of any applicable privilege in connection with the information provided.

Thank you again for the cooperation and courtesy shown to us during the exam process. We
appreciate the recommendations of the examiners, and the opportunity the examination

provides us to review our operations to help assure compliance.

Sincerely,

Bennett L Katz
Assistant Vice President, Regulatory Affairs

cc: Michael G Watson, Chief Deputy Commissioner
Leslie A Krier, Chief Market Conduct Examiner
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Farmers New World Life Insurance Company
3003 77th Avenue S.E., Mercer Lland, Washington 98040

Phone: (206) 232-8400 Fax: (206) 236-6642

October 4, 2005 Annuity Services: (206) 236-7988 Fax: (206) 236-6518

Claims Depe. Fax: (206) 236-6536

Columbus Life Office: PO Box 182325, Columbus, OH 43218-2325
Phone: (614) 764-9975 Fax: (614) 766-7519

Nancy L. Campbell, AIE, ACS
Market Conduct Examiner RECE‘VED
State of Washington -
Ofﬁcedof the Insurance Commissioner CCT 06 2005
810 3™ Avenue Suite 650

NCE COMMISSIONER
Seattle, WA 98104 INSURA SEATTLE

Re: Farmers New World Life Insurance Company Draft Market Conduct Report —
Clarification of Response to Draft Report and Publication of Procedure Reminders

Dear Ms. Campbell:

This is in response to verbal communications between the Department and Farmers regarding our
September 6, 2005 response to the Draft Report. We are providing further clarification to our
previous responses to the Draft Report and in some cases, copies of procedures and/or procedure

reminders. We greatly appreciate this additional opportunity to review and comment on the Draft
Report.

Following is further clarification and/or documentation for items listed in the Draft Report.

Statements in bold reference items identified in the Draft Report and are immediately followed by
our response.

Company Management — Board of Directors (Page 7)

This will confirm that the Department agreed in verbal communications to correct the Report to
include the addition of two Directors as of April 4, 2004, as stated in our Draft Response of
September 6, 2005.

Agent Activi age 9

This will confirm that the Department has agreed in verbal communications to change the
reference from “field office” to “Service Center”.

Agent Activity (Standard #1, Instruction#1) (Page 10)

We would like to take this opportunity to provide additional clarification in regards to this
finding. The agent in question was part of the Farmers Agency Service Team, a small alternate

Farmers New World Life Insurance Company Page 1 of 5
Market conduct Examination as of June 30, 2004
Clarification of September 6 Response to Draft Report dated 15 Aug 2005



agency distribution program implemented in September 2003 as a marketing pilot program. This
program was designed to use licensed and appointed agents to contact existing Farmers customers
for the opportunity to purchase life insurance. As indicated previously, additional system

controls were put in place to prohibit an agent’s inadvertent access to leads outside their state(s)
of licensure.

Agent Activity Standard #2: (Balmores Agency) Instruction #2

The Jerri Lynn Balmores Insurance Agency was licensed and appointed with Farmers New World
Life effective January 15, 1998. Unfortunately, when the agency structure correction (outlined in
our previous response) was processed by the Washington Department of Insurance, the FNWL
appointment under the Jerri Lynn Balmores Insurance Agency was inadvertently cancelled by the
Department. During the course of this exam, the examiners acknowledged (see Information
Request 024SR) that Farmers New World Life did not request the cancellation of the Jerri Lynn

Balmores Insurance Agency appointment with the Company. Again, we respectfully request that
this information be noted in the Report.

Claims — Procedures and Processing (page 10 - 11)

As stated in our recent verbal communications, Farmers New World Life does conduct regular
audits in Claims. Claims management personnel are aware of the audits as they are being
completed and of the results of the audits. This will confirm that the Department has agreed in
verbal communications to modify the Report to reflect this information. A list of audits
completed in the Claims area was previously provided.

Recommendation #3 — Cross Referencing Policies in Claims

We would like to re-emphasize that Company procedures and systems do provide the capability
to cross-reference policies. Our standard procedure to access our ‘Alpha System’ allows us to
identify all policies covering the decedent. All identified policies are then verified to ensure that
the policy is in-force and that the decedent is an insured person on the policy.

Diligent efforts are made to ensure all policies associated with a claim are identified and handled
in accordance with our published procedures. These procedures are documented in the Life
Claims Department Manual (Pgs. B-7 thru B-11). We therefore respectfully request that this
observation be amended or removed from the Report.

Claims — Findings (Page 14) — (Determination if Claim was Paid Based on Issue
State/Decedent’s Resident State)

As requested during recent verbal communications with the Department, we are providing copies
of the completed “Approval for Payment” screens for the following policies:

OICID# Claim#  Policy/contract # Comments

#LF Pd8 71572 004783697 Policy issued in WA; insured moved to AZ
insured died in AZ.

#LF Pd15 73050 001816802P Policy issued in WA; insured moved to OR;
insured died in OR.

#LF Pd20 74254 001647700 Policy issued in WA; insured resident of CA
when died.

Farmers New World Life Insurance Company Page 2 of 5
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#LF Pd29 75436 005516303U Policy issued in WA, insured was resident of
MT when died.

#LF Pd32 76708 004490061U Policy issued in WA, insured was resident of NV
NV when died.

These screen prints are included in all claim files and clearly identify which state is used to
determine claims payment and any accrued interest due.

Please note that in the five policies above, the decedent was not a resident of Washington at the
time of death. However, when the laws of one or more states may be considered in the payment

of a claim, it is our practice to evaluate all state requirements and pay the amount that would most
benefit the beneficiary.

Please see attached screen prints, Exhibit 1.

Claims Standard #8. Instructions #4, #5 and #6 (Interest Calculations and Review of
Claims)

As indicated previously, procedures are in place to identify the commencement date used to pay
interest on death claims. Claims personnel have been formally reminded of the requirement to

ensure correct interest payments are calculated on death claims. Please see attached Directive
Memo D0057, Exhibit 2.

In addition, Instruction #6 directed the Company to complete a review of all death claims paid
from 1/1/2003 forward to ensure that all claims on Washington residents at the time of death were
paid in accordance with Washington law, and to notify the Department of the results of the audit
90 days from the adoption of the Report. We have already completed this review and would like
to provide the audit results as follows:

220 paid claims were reviewed. Of these, two claims were found to have been paid incorrectly,
due to clerical error:

Policy #002024533 - an additional $23.60 was paid to the beneficiary.
Policy #004407390P- an additional $630.60 was paid to the beneficiary.

Please see attached copies of correspondence regarding corrected amounts paid; Exhibit 3.
Please note that a third claim (Policy #4704546U) had already been identified and corrected
during the course of the exam, and an additional $2,489.49 was paid to the beneficiary. Copies of

documentation for that claim correction are also attached for your records; please see Exhibit 3

As indicated above, reminders have been provided to personnel to ensure correct requirements are
applied when calculating interest payments; see Exhibit 2.

Underwriting and Policy Issue — Underwriting Procedures (Page 15) Recommendation #7
(Issuance of policies based on state where application is signed)

As previously indicated, our procedures require that the agent must be licensed in the state in
which the application is written, and we therefore agreed with the Department that the appropriate
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determination to use for policy issuance is the state in which the application is signed, which is
also the state in which the agent is licensed. Furthermore, agents are instructed to deliver the
policy in the state where it was issued. We therefore respectfully request that the above-quoted
observation be amended or removed from the Report.

Underwriting and Policy Issue — Underwriting Process (Page 15)

This will confirm that the Department has agreed in verbal communications to correct the
statement “Amendments or endorsemenits that apply are added and the policy is mailed to the
agent for delivery to the proposed insured” to reflect that policies are mailed to the agent for
delivery to the policy owner.

Underwriting and Policy Issue Standard #3. Recommendation #9 (Material Changes to

Application forms)

As stated previously, it is our standard practice to review contract files for complete and accurate
forms, which includes verifying that any material changes are initialed by a proposed insured
and/or policy owner and requesting an application amendment, if necessary. A copy of the
formal reminder sent to affected departments is attached. See Directive Memo D0558, Exhibit 4.

Underwriting and Policy Issue Standard #11. Instruction #8 (Retention of Illustrations)

As previously indicated, it is standard operating procedure to retain a copy of illustrations
prepared and submitted by our agents. During the course of the exarnination, our Underwriting
area was verbally reminded of the importance of retaining all pages of illustrations received from
the agent. A copy of the formal reminder provided to affected departments is attached. See
Directive Memo D0058, Exhibit 4.

Policy Replacements — Policy Replacement Procedures (Page 20)

As indicated previously, when replacement questions on the application are left unanswered or
the applicant and/or agents answers do not match, it is our general practice to amend for a
complete answer or to obtain clarification. During the course of the examination, Underwriting
personnel were reminded to obtain clarification or an amendment when replacement questions are
left unanswered or the applicant and/or agents’ answers do not match. A copy of the formal
reminder provided to affected departments is attached. See Directive Memo D0558, Exhibit 4.

Policy Replacements — Policy Replacement Findings (Page 20 - 22) -Policy Replacement
Standard #4. Recommendation #10

This will confirm that the Department has agreed in verbal communications to remove findings
related to OIC 18 Policy #007064368 (regarding listing of existing policies) and OIC #20, Policy
#007148902 (regarding replacement on a declined policy).

Policy Replacement Standard #5. Recommendation #11

It is standard company procedure to promptly route new application files to the replacement
processing clerks to handle notification to the existing insurer. A copy of the formal reminder
provided to affected departments is attached. See Directive Memo D0558, Exhibit 4.
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Policy Replacement Standards #2 and #3. Instructions #9 and #10

As indicated previously, when questions on the application are left unanswered, or are answered
inconsistently, it is our general practice to amend for a complete answer or to obtain clarification
as appropriate. Our Underwriting areas were reminded of the importance of this practice during

the course of the examination. A copy of the formal reminder provided to affected departments is
attached. See Directive Memo D0558, Exhibit 4.

Policy Replacement Standard #10. Instruction #11 (Replacement Form)

As indicated previously, agents have access to the Washington replacement notice (31-0069 —
11/99) on-line through the Company intranet site. Previous print date versions of the form
contain the same text, as required by WAC 284-23-485. This will confirm that the Department
has agreed in verbal communications to remove this finding from the Report.

Please note that neither this response nor any of our actions are admissions on our part of any
violation, wrongdoing or fault, and should not be interpreted by the Department or any other
party as constituting any admissions. Please further note that we are providing this response and
taking actions without waiver of any defense, legal or equitable, and without waiver of any
applicable privilege in connection with the information provided.

Thank you again for the opportunity to provide additional clarifying information in response to
the Draft Report. It is our understanding that our responses to the Draft Report will be included
along with the Final Report.

Sincerely,

John R. Patton, FLMI, FLHC, CLU, ChFC, AALU
Assistant Vice President, Staff Operations

cc: Michael G Watson, Chief Deputy Commissioner
Leslie A Krier, Chief Market Conduct Examiner
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