












































EXECUTIVE SUMMARY

The DIFP conducted a targeted market conduct examination of American Interstate
Insurance Company. The examiners found the following principal areas of concern:

o The examiners found one violation in the active workers’ compensation
underwriting.

e The examiners found 24 violations in the workers’ compensation paid
indemnity claims

The examiners requested that the Company make refunds concerning underwriting
premium overcharges and claim underpayments found for amounts greater than $5.00
during the examination if any were found.



EXAMINATION FINDINGS

UNDERWRITING AND RATING PRACTICES

This section of the report is designed to provide a review of the Company’s underwriting
and rating practices. These practices included the use of policy forms, adherence to
underwriting guidelines, assessment of premium, and procedures to decline or terminate
coverage. Examiners reviewed how the Company handled new and renewal policies to
ensure that the Company underwrote and rated risks according to their own underwriting
guidelines, filed rates, and Missouri statutes and regulations.

Because of the time and cost involved in reviewing each policy/underwriting file, the
examiners utilize sampling techniques in conducting compliance testing. A
policy/underwriting file is determined in accordance with 20 CSR 100-8.040 and the
NAIC Market Regulation Handbook. Error rates are established when testing for
compliance with laws that apply a general business practice standard (e.g., §§375.930 —
375.948 and §375.445) and compared with the NAIC benchmark error rate of ten percent
(10%). Error rates in excess of the NAIC benchmark error rate are presumed to indicate
a general business practice contrary to the law. Errors indicating a failure to comply with
laws that do not apply the general business practice standard are separately noted as
errors and are not included in the error rates. '

The examiners requested the Company’s underwriting and rating manuals for the line of
business under review. This included all rates, guidelines, and rules that were in effect on
the first day of the examination period and at any point during that period to ensure that
the examiners could properly rate each policy reviewed.

The examiners also reviewed the Company’s procedures, rules, and forms filed by or on
behalf of the Company with the DIFP. The examiners systematically selected the
policies for review from a listing furnished by the Company.

The examiners also requested a written description of significant underwriting and rating
changes that occurred during the examination period for underwriting files that were
maintained in an electronic format.

An error can include, but is not limited to, any miscalculation of the premium based on
the information in the file, an improper acceptance or rejection of an application, the
misapplication of the company’s underwriting guidelines, incomplete file information
preventing the examiners from readily ascertaining the company's rating and
underwriting practices, and any other activity indicating a failure to comply with
Missouri statutes and regulations,



A. Forms and Filings

The examiners reviewed the Company’s policy and contract forms to determine its
compliance with filing, approval, and content requirements to ensure that the
contract language is not ambiguous or misleading and is adequate to protect those
insured. The examiners found no general business practice issues in this review.

B Underwriting and Rating

The examiners reviewed applications for coverage that were issued, modified, or
declined by the Company to determine the accuracy of ratmg and adherence to
prescribed and acceptable underwriting criteria.

1. Workers’ Compensation Underwriting (New and Renewal)

Field Size: 420
Sample Size: 107
Type of Sample: Random
Number of Errors: 1

The Company did not apply the 2009 filed rates for the calculation of the premium
for this policy. This caused an overcharge to the insured in the amount of $431 and
$32 in interest for a total amount of $463.

Policy Number: AVWCMO1853382009
Reference: §§287.947,287.955.1 and 408.020, RSMo.
C. Workers’ Compensation Terminations
The examiners reviewed policies that the carrier terminated at or before the
scheduled expiration date of the policies and policies that were rescinded by the

Company after the effective date of the policy.

1. Workers’ Compensation Terminations

Field Size: 100
Sample Size: 100
Type of Sample: Census
Number of Errors: 0

The examiners discovered no general business practice issues in this review



II.

D. Practices Not in the Best Interest of Consumers

The examiners also looked for items that were not in the best interest of consumers.
Not only could these practices be harmful to the insured, they may expose the
company to potential liability.

The examiners discovered no general business practice issues in this review.

CLAIMS PRACTICES

This section of the report is designed to provide a review of the Company’'s claims
handling practices. Examiners reviewed how the Company handled claims to determine
the timeliness of handling, accuracy of payment, adherence to contract provisions, and
compliance with Missouri statutes and regulations. '

To minimize the duration of the examination, while still achieving an accurate evaluation
of claim practices, the examiners reviewed a statistical sampling of the claims processed.
The examiners requested a listing of claims paid and claims closed without payment
during the examination period for the line of business under review. The review consisted
of Missouri claims selected from a listing furnished by the Company with a date of
closing from January 1, 2007, through December 31, 2009. |

Missouri statutes require the Company to disclose to first-party claimants all pertinent
benefits, coverage or other provisions of an insurance policy under which a claim is
presented. Claim denials must be given to the claimant in writing, and the Company
must maintain a copy 1n its claim files.

1. Workers’ Compensation Paid Indemnity Claims

Field Size: 232
Sample Size: 252
Type of Sample: Census
Errors: 24
Error Ratio: 10.3%

In the following 24 claim files the employer/insurer failed to notify the employee of
the termination of benefits/compensation pursuant to §287.203, RSMo., within 10
days of when such benefits were due, and failed to provide the Division with a copy
of the notice. '

Some of the claim files contained a written letter to the employee or his/her/attorney
notifying the employee of the termination of compensation, but the Company did not
notify the Division of such termination. Some of the claim files contained
Stipulations of Settlement, executed by the employee and approved by a Division of
Workers Compensation administrative law judge, that notified the employee and



his/her attorney of the termination of compensation. But these Stipulations did not
provide the required notice within 10 days of when such benefits were due.

Reference: §§287.203 and 374.205, RSMo, 8 CSR 50-2.010 (3) and 20 CSR 300-
2.200 (as replaced by 20 CSR 100-8.040, eff. 7/30/08)

" Claim Numbers:

200443771 200549389 200549889 200549945 200552634
200654237 200654406 200654730 200655516 200872942
200658270 200659692 200659989 200553073 200765128
200762091 200761833 200661482 200762494 200871114
200766456 200767446 200661152 200768223

C. Practices Not in the Best Interest of Consumers

The examiners also looked for items that were not in the best interest of consumers.
Not only could these practices be harmful to the insured, they may expose the
company to potential claims. '

The examiners discovered no general business practice issues in this review.

III. COMPLAINTS

This section of the report is designed to provide a review of the Company’s complaint
handling practices. Examiners reviewed how the Company handled complaints to
ensure it was performing according to its own guidelines and Missouri statutes and
regulations.

Section 375.936(3), RSMo, requires companies to maintain a registry of all written

complaints received for the last three years. The regisiry must include all Missouri
complaints, including those sent to the DIFP and those sent directly to the company.

The examiners verified the Company’s complaint registry, dated January 1, 2007,
through December 31, 2009. The registry did not have any complaints.

The review consisted of a review of the nature of each complaint, the disposition of the
complaint, and the time taken to process the complaint as required by §375.936(3),
RSMo, and 20 CSR 100-8.240.

The e xaminers discovered no issues or concerns.
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IV. CRITICISMS AND FORMAL REQUESTS TIME STUDY

This study is based upon the time required by the Company to provide the examiners
with the requested material or to respond to criticisms. Missouri law requires companies
to respond to criticisms and formal requests within 10 calendar days. Please note that in
the event an extension was requested by the company and granted by the examiners, the
response was deemed timely if it was received within the time frame granted by the
examiners. Ifthe response was not received within that time period, the response was not
considered timely.

A. Criticism Time Study

Calendar Days Number of Criticisms Percentage
Received w/in time-limit,

incl. any extensions B 100%
Received outside time-limit,

incl. any extensions 0 0%
No Response 0 0%
Total 3 100%

Reference: §374.205.2(2), RSMo, and 20 CSR 100-8.040.

B. Formal Request Time Study

Calendar Days Number of Requests Percentage

Received w/in time-limit,
incl. any extensions 8 100%
Received outside time-limit,

incl. any extensions 0 0%
No Response 0 (0%
Total 8 100%

Reference: §374.205.2(2), RSMo, and 20 CSR 100-8.040.
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EXAMINATION REPORT SUBMISSION

Attached hereto is the Division of Insurance Market Regulation’s Final Report of the
examination of American Interstate Insurance Company (NAIC #31895), Examination
Number 0812-23-TGT. This examination was conducted by Gary T. Meyer, Gerald
Mitchitsch, Darren Jordan, and Shelly Herzing. The findings in the Final Report were
extracted from the Market Conduct Examiner’s Draft Report, dated September 23, 2010.
Any changes from the text of the Market Conduct Examiner’s Draft Report reflected in
s Final Report were made by the Chief Market Conduct Examiner or with the Chief
Market Conduct Examiner’s approval. This Final Report has been reviewed and
approved by the undersigned.

Jirh
Ch( f Market Conduct Examiner
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STATE OF ‘&‘5@1‘. ,(', )
)
COUNTY OF ( 95 Vd )

VERIFICATION OF WRITTEN REPORT OF EXAMINATION

! :
I, l iM ‘ ' léﬂl# , on my oath swea that to the best of my knowledge and belief, the
attached Examination Report is trug¢ Jand accurate and is comprised of only facts
appearing upon the books, records, ¢r Jother documents of the Company, its agents or
other persons examined or as ascertaing aitestingony of its officers or agents or

other persons examined concergi nd such conclusions and
recommendations as reasonably warrg

essional Registration,
bale of Missouri
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