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Field Rating and Underwriting

From: Tara Sandidge Division:
Insurance Rate Analyst
Date: June 14, 2004 Branch:

Re: MERCURY INSURANCE GROUP

“Field Ratifl)and Underwriting Bureaus

Request: The recently filed Field Rating and Underwriting (FRUB) examination of the
Mercury Insurance Group resulted in eight unresolved criticisms. We need Legal to issue a
notice of Non-Compliance against Mercury to achieve compliance on the unresolved issues.
I addition, a penalty is warranted due to the number of unresolved issues and due to the
overall number and severity of the issues found in the examination.

Issues: The FRUB examination of the Mercury Insurance Group resulted in eight unresolved
criticisms. There were eleven additional practices alleged to be in violation of California law.

Standards: The FRUB standard is to request compliance with the State of California’s
Insurance statutes and regulations. A penalty is appropriate considering the type, nature, and
number of the violations.

Background: The FRUB examination of the Mercury Insurance Group resulted in nineteen
overall criticisms including eight unresolved criticisms (seven listed as such in the report, with
an eighth discovered after the exam was filed).

The seven unresolved criticisms include the following:

1. Mercury required telephone inspections to be conducted to verify information already
provided on the personal auto insurance application. If a phone inspection was unable
to be obtained for a risk, then Mercury non-renewed the policy. The failure to obtain a
telephone inspection report does not represent a substantial increase in hazard nor
does it have a substantial relationship fo the risk of loss. Mercury has not agreed to
change this practice or to re-offer coverage to those non-renewed due to this practice.

2. Mercury fails to allow California Good Drivers the opportunity to select coverage from
each of the three personal auto programs offered. Mercury does not allow equal
access to all of its personal auto programs fo its appointed agents and independent
brokers. In addition, those producers who do have access to all three programs do not
consistently disclose coverage and premium differences to Good Drivers seeking

insurance coverage.
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Mercury’s underwriting guidelines for non-good drivers allow subjectivity in eligibility
determination for drivers with six or more driver safety record points. As Mercury lacks
definitive eligibility criteria, non-renewal decisions are made based upon subjective
evaluation of a driver's safety record and do not meet the requirements of the
substantial increase in hazards provisions to non-renew an auto policy. Mercury has
not drafted guidelines for non-good drivers which satisfy the requirements to be

- specific, objective, and substantially related to an insured’s loss exposure.

Mercury will use a violation without a conviction appearing on an insured’s MVR to
non-renew policies. The use of violations without convictions does not meet the
criteria prescribed by the substantial increase in hazard regulations as a legitimate
basis for non-renewal. Mercury has not agreed to revise this procedure or to re-offer
coverage to insureds non-renewed due tfo this practice. ’

The examination uncovered correspondence between Mercury and its assigned risk
insureds which indicated that Mercury intended to cancel policies due to the lack of a
signed named insured driver exclusion, or for the failure to complete phone
questionnaires. Current CAARP laws prevent cancellation of a policy due to the failure
to provide information which would not make the insured ineligible under the plan.

Mercury continues to require that an applicant for a homeowners policy must have a
supporting auto policy in order to be eligible for coverage. Mercury had previously
indicated that it no longer required applicants for homeowners coverage to have a
Mercury auto policy. The policy review, along with recent attempts made by
Departmental staff to obtain a homeowners only quote, revealed that Mercury is still
requiring a supporting auto policy. '

Mercury's commercial auto rating plan limits the percentage of credit available for
deductibles and discounts to which insureds are entitled. The commercial auto plan
allows a maximum of 25% credit total for the four discounts offered under the plan.

The maximum credit available from the four discounts combined is 45% without the

credit limitation. The imposition of a maximum credit is unfairly discriminatory as some
insureds will not receive the full premium benefit of the credit and also allows for the
application of excessive rates.

Continued use of a persistency discount that utilizes prior insurance with unaffiliated
carriers, and combines driving safety record with length of persistency to determine
eligibility for the discount. (The report shows this as resolved, but new information
from the company indicates that they never made the filing promised to correct the
problem.)

Additional resolved issues had enough negative impact on consumers that they should be
used to calculate an appropriate penalty. A complete description of these issues is contained
in the examination report but the most important included the following: :
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1. Inconsistency in the offering of PPA coverage to Good Drivers excluding ineligible non-
good drivers. This is a repeat issue from the prior examination.

2. The use of “C-codes” on homeowners polices, to designate risks who were to non-
renewed due to failure to meet guidelines. C-coded polices were not allowed to make
mid-term changes to coverage or limits. The C-code remained in the system for three
years, even if the insured corrected the problem and regained eligibility, meaning no
coverage changes were allowed. Also, those who were non-renewed and returned to
Mercury at a later date meeting all new business criteria were not allowed to purchase
a policy until the C-code expired. This is a repeat criticism from the prior exam.

3. Failure to consistently allow 30 days advance notice of cancellation on commercial
auto policies.

Company Response:

Mercury Insurance Group’s responses to the unresolved criticisms were lengthy and centered
primarily around what they considered to be our inadequate reading of the Code and related
regulations. The complete responses will be included as exhibits for the attorney. Ultimately,
Mercury does not believe that we have the authority to require them to change a their
business practices.

Final Analysis: The arguments provided by the Mercury Insurance Group do not adequately
address the issues, and Mercury has not rectified the unresolved issues. The practices are
unfair and should be discontinued, and penalties are warranted. Also, the existence of repeat
criticisms from the prior exam further emphasize the need for penalties
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California Department of Insurance, Legal Division

Legal Services Request

- Please send or fax completed form to Deputy Chief Counsel
in San Francisco office c/o Elizabeth Law (Fax # 415-904-5889)

1. Title: Provide the name and your file number for request. 2. Date: (Request sent to legal)

Mercury Insurance Group | June 14, 2004
3. priority:  Standard (Regular)

[Requested Date: ASAP (No specific date) Deadlines/special considerations regarding requested date (provide details)
4. Information About Requestors:
Pam O'Connell, . Field Rating & Underwriting Bureau/CSMCB/MCD (916) 492-3599
, Field Rating & Underwriting Bureau/CSMCB/MCD ()
\IName : Bureau/Division/Branci : Phone #

5. Bﬂckground (Please provide a short summary of the issue(s) related to this request)

FRUB identified multiple areasof non-compliance in its examination of the Mercury Insurance Group
The issues noted in this exam include: 1) Failure to allow universal access to all PPA programs 2) Unfairly discriminatory treatment of similar risk
3) Failure to maintain specific and objective eligibility guidelines; and 4) Improper non-renewal and cancellation practices.

The overall negative imapct this insurers actions have had on the Calfornia consumer should be considered justification for penalties.

oy

6. Specific Question/Request:

FRUB would like a notice of non-compliance issued against the Mercury Insurance Group to correct the unresolved problems, and a
penalty assessed due to the number and nature of the violations discovered in their recent examination. We would also like fo see
offers of coverage made to insuredswho were improperly non-renewed, and correcticns of non-compliant practices.

topic before? Are vou mware of any executive staff (or other) policy directive related to this request? Please provide details.

Current non-compliance action pending for PPA/HO tie-in requirements, which is also an issue in our report. Mary Ann Shulman is
the assigned attorney, and has expertise in Mercury issues.

7. Prior Legal Advice/Policy Determinations: To your knowledge, has the Legal Division or a particular attorney provided advice on or been involved in this or a relatec ‘

8. Please attach all relevant documents, files or citations (if sent separately, please note the person to whom they are sent).

19. Approval (to be completed by requestor's Burean Chief, Division Chief or Deputy Commissioner):

Jim Johnson . CSMCB Deputy Commissioner

Vane Swnature Title
Shaded Area for Legal Division Use Only ) 57 T Teramann e

The purpose of this form is to assist the Legal Division to evaluate and respond 10 your request for legal services. When
this request is received in the Legal Division Office in San Francisco, it will be reviewed and assigned to an attorney.
If Legal finds it is unable to meet the requested response date, the requestor will be contacted to discuss alternative dates.

(Form ed. 2/1/01) Confidential / Attorney-Client Privilege




FILE NUMBER:

(Assigned by REB)

GROUP:

FRUB REFERRAL TO LEGAL DIVISION

DATE: 6/14/04

MERCURY INSURANCE GROUP (NAIC GROUP # 0660) [MIG]

COMPANIES: MERCURY CASUALTY COMPANY [MCC]
(NAIC#11908, CDI# 1952-1))

MERCURY INSURANCE COMPANY [MIC]
(NAIC# 27553, CDI# 2143-6)

CALIFORNIA AUTOMOBILE INSURANCE COMPANY [CAIC]
(NAIC #38342, CDI #2343-2)

LINES OF BUSINESS: PRIVATE PASSENGER AU'.I‘O, HOMEOWNERS, COMMERCIAL Auto

DOCUMENTS TO BE RETURNED: None

FRUB CONTACT: Pam O’Connell (916) 492-3599

FRUB EXAM TEAM: Tracy Stevenson

Senior Insurance Rate Analyst
N/A. (no longer with CDI)

Legal action is being requested against the Mercury Insurance Group due to 8 unresolved
criticisms and the overall number and severity of criticisms noted in the recently filed rating
and underwriting examination. '

SUMMARY OF REFERRAL ISSUES

Issue # Line of Summar Repeat
Business y , Violation
- Mercury uses the failure to obtain telephone inspections as a
1 PPA reason for-cancellation or non-renewal. The phone inspection is No

used to “verify” information already provided on the application.
Mercury fails to disclose coverage and premium differences and

2 PPA offer the consumer a choice between the three companies offenng No
PPA coverage.

3 PPA Mercury does not have objective eligibility guidelines for non- Ves
good drivers with six or more driver safety record points. :

4 PPA Mercury uses Vlolatlons without conviction dates in termination No
practices.
' Mercury cancels assigned risk policies if the insured fails to return

5 PPA . o . No
or sign named driver exclusions.

6 PPA Aercury requires a supporting autopolicy in order to be eligible No
for a homeowners policy.
Mercury places a cap on the premium credit available due to

7 HO . . No
combined discounts.
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Mercury Insurance Group (

Mercury’s persistency rule uses a risk’s loss experience to

8 CA | determine eligibility for the credit. No
' Mercury was not properly offering Good Drivers coverage
9 PPA o . Yes
excluding ineligible non-good drivers
Mercury was unfairly preventing insureds from making changes to
10 HO their policy coverages, and from re-applying for coverage due to Yes
- | pastnon-renewals.
11 CA Mercury did not give commercial auto insureds the required 30 No

days notice of cancellation for underwriting reasons.

o




SUBMISSION TO REB
Mercury Insurance Group (

ISSUE #1

COMPANIES: MERCURY CASUALTY COMPANY
.MERCURY INSURANCE COMPANY
CALIFORNIA AUTOMOBILE INSURANCE COMPANY

LINE OF BUSINESS: PRIVATE PASSENGER AUTOMOBILE

'REASON FOR LEGAL ACTION: TELEPHONE INSPECTION REQUIREMENTS

Mercury conducts telephone inspections on its insured to verify information already provided by the
insured on the application. If an inspection is unable to be obtained, Mercury will non-renew the
policy.

INSURANCE CODE SECTION(S):

1861.05(a) — Rates shall not remain in effect which are excessive, inadequate, or unfairly
discriminatory.

1861.03(c)(1) — A notice of cancellation or non-renewal for automobile insurance must be based
on nonpayment of premium, fraud or material misrepresentation, or a substantial increase in
hazard.

CA CODE OF REGULATION SECTION(S):
2360.0(b) — “Eligibility Guidelines” are épeoiﬁc, objective factors, or categories of specific,
objective factors, which are selected and/or defined by an insurer, and which have a substantial

relationship to an insured’s loss exposure.

2360.2 - Insurers shall maintain objective, specific eligibility guidelines for every line of
insurance offered for sale to the public.

2362.19 - For purposes of cancellation or non-renewal, a risk shall constitute a substantlal
mcrease in hazard insured against as defined by this section.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION:

Mercury conducts a telephone inspection of each insured to verify information contained on the
mnsured’s application. This procedure is done for personal auto, homeowners, and commercial auto

business and is done after the policy is issued. Phone inspection reports are used to verify information |

on the application, however, there is no material underwriting information being provided that is not
already included on the application. Ifit is unable to conduct a phone inspection, Mercury will non-
renew the policy. By law, insurers may only non-renew personal auto policies due to non-payment of
premium, fraud or material misrepresentation, or substantial increase in hazard as defined by
regulation. In addition, regulations require eligibility guidelines for personal auto, commercial auto




Mercury Insurance Group (

SUBMISSION TO REB

and homeowners business to be objective, specific, and substantially related to the insured’s risk of
loss. Failure to participate in a telephone inspection to confirm information already provided on the
application does not meet either of these requirements. The policy review revealed two personal auto
and two commercial auto policies that had been non-renewed due to the failure to complete a
telephone inspection.

At the time of the exam, Mercury was waiving phone inspection reports for personal auto policies
unless the risk met one or more of the criteria established to identify features that may indicate that
the risk had been mis-rated. However, these guidelines ultimately left the decision open to
underwriter or management judgment to determine whether a risk should be subject to inspection,
even if it raised no issue under the guidelines for waivers. This allowed for the dissimilar treatment
of similar risks, which is considered unfairly discriminatory.

Mercury’s argument is that the materiality of the phone inspections depends upon what the person
says orally as opposed to what was reported on the application, and that none of the statutes and
regulations cited prevent them from attempting to verify underwriting information. Since the time of
the exam, Mercury has made adjustments to its workload processing so that it no longer needs to
“waive” any inspections as was occurring at the time of the exam. It is FRUB’s understanding that at
this time, all applicants are subject to a phone inspection.

PERTINENT EXHIBITS: #1
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ISSUE #2

COMPANIES: MERCURY CASUALTY COMPANY
MERCURY INSURANCE COMPANY '
CALIFORNIA AUTOMOBILE INSURANCE COMPANY

LINE OF BUSINESS: PRIVATE PASSENGER AUTOMOBILE

REASON FOR LEGAL ACTION: FAILURE TO DISCLOSE COVERAGE DIFFERENCES

Mercury fails to allow California Good Drivers the opportunity to select coverage from each of the
three personal auto programs offered. Mercury does not allow equal access to all of its personal auto
programs to its appointed agents and independent brokers. In addition, those producers who do have
access to all three programs do not consistently disclose coverage and premium differences to Good

Drivers seeking insurance coverage.

INSURANCE CODE SECTION(S):

1861.02(b)(1) - Every person who qualifies as a Good Driver shall be eligible to purchase a
Good Driver Discount Policy from the insurer of his or her choice.

1861.05(a) — Rates shall not be approved or remain in effect that are excessive, -
inadequate, or unfairly discriminatory.

1861.16(b) - An insurer shall offer and sell a good driver discount policy to a good driver
from an insurer within a common ownership, management, or control group, which offers the
lowest rates for that coverage.

CA CODE OF REGULATIONS SECTION(S):

2360.3 — An insurer shall charge each insured the lowest premium for which the insured
qualifies...

2360.4 — It shall be the insurer’s responsibility to determine the lowest premium for which
each insured qualifies. If the insurer delegates this responsibility to its agent, the insurer shall
remain responsible for the agent’s determination.

2632.14(b) — Insurers shall offer and sell good driver discount policies under the same terms
and conditions and with the same options and services that the insurer offers and sells to the
public for any other automobile insurance policy.
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BRIEF NARRATIVE SUPPORTING LEGAL ACTION:

Mercury fails to allow California Good Drivers the opportunity to elect coverage between each of its
three personal automobile programs. Mercury markets its automobile programs through appointed
agents and independent brokers, and accepts Good Drivers into each of its three programs, written in
MIC, MCC, and CAIC. MCC and CAIC offer identical rates and coverages; the only difference
between MCC and CAIC is that CAIC offers a monthly payment option that is not available in any
other program Both Good Drivers and non-good drivers are eligible for MCC and CAIC policies.
MIC offers the lowest rates, with a policy form that contains minor coverage restrlcuons MIC
policies are only marketed to California Good Drivers.

At the time of the exam, MIC policies were sold by appointed agents and brokers under contract.

- MCC policies were sold by the same appointed agents and brokers who sold MIC policies. CAIC

- policies were sold by some of the same contracted brokers as MIC and MCC, and also by a separate
group of brokers who had access to CAIC as their only Mercury product. The appointed agents and
the remaining brokers under contract were not able to sell CAIC policies. Consumers shopping on
Mercury’s internet web-site are quoted MIC if they are Good Drivers and MCC if they are not.
CAIC is not offered on the infernet. As a result, a Good Driver who purchased his policy over the
internet or from an agent or broker who did not offer, or was not able to offer, all three products is not
offered all of the coverages and terms available.

Since the time of the exam, Mercury revised its producer agreements so that no producer offers CAIC
as his only Mercury product. Now all producers who sell CAIC can also sell either MCC or MIC
policies, or both. However, Mercury still hasn’t taken any steps to make sure that each applicant is
told about all three products and offered a choice.

_PERTINENT EXHIBITS: #1
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Mercury Insurance Group (.

ISSUE #3

COMPANY INVOLVED: MERCURY CASUALTY COMPANY
MERCURY INSURANCE COMPANY
- CALIFORNIA AUTOMOBILE INSURANCE COMPANY

LINE OF BUSINESS: PRIVATE PASSENGER AUTOMOBILE

- REASON FOR LEGAL ACTION: LACK OF OBJECTIVE ELIGIBILITY GUIDELINES

Mercury’s underwriting guidelines for non-good drivers allow subjectivity in eligibility
determination for drivers with six or more driver safety record points. As Mercury lacks definitive
eligibility criteria , non-renewal decisions are made based upon subjective evaluation of a driver’s
safety record and do not meet the requirements of the substantial increase in hazard provisions to
non-renew an auto policy. '

INSURANCE CODE SECTION(S):

1861.05(a) — Rates shall not be approved or remain in effect that are excessive,
inadequate, or unfairly discriminatory.

1861.03(c)(1) — A notice of cancellation or non-renewal for automobile insurance must be
based on nonpayment of premium, fraud or material misrepresentation, or a substantial
increase in hazard.

CA CODE OF REGULATIONS SECTION(S):

2360.0(b) — “Eligibility Guidelines” are specific, objective factors, or categories of specific,
objective factors, which are selected and/or defined by an insurer, and which have a
substantial relationship to an insured’s loss exposure.

2360.2 - Insurers shall maintain objective, specific eligibility guidelines for every line of
insurance offered for sale to the public.

2362.19 - For purposes of cancellation or non-renewal, a risk shall constitute a substantial
increase-in hazard insured against as defined by this section.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION:

Mercury’s personal auto manual allows for the use of underwriter judgment to determine eligibility
for new and renewal non-good driver risks who have six or more driving safety record points. This
fails to comply with the regulations that require insurers to establish and use eligibility guidelines that
are objective, specific, and substantially related to the insured’s loss exposure. Failure to maintain
such guidelines may also allow for unfair discrimination. In addition, use of judgment to determine
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eligibility for certain drivers violates the Substantial Increase in Hazard regulations. These
regulations define those incidents that may be considered a substantial increase in hazard, including
patterns of driving record activity that meet these requirements. The regulations also require that in
addition to meeting the listed driving record criteria, the risk must also fail to be eligible under the
insurer’s “then-current underwriting rules” to purchase a policy. Since Mercury has not established
eligibility guidelines for certain non-good drivers, it may violate these regulations when it makes
non-renewal decisions. The policy review revealed seven policies that were improperly canceled or
non-renewed as a result of the non-compliant guidelines. A similar issue was raised in the 1998 |
examination, in which Mercury was criticized for failing to follow established eligibility guidelines.

Following the prior examination, Mercury had agreed to follow objective eligibility guidelines for
non-good drivers, and to continuously update those guidelines should the Company wish to decline a
risk for areason not already contained in the guidelines (to ensure consistent application of the
requirement to all applicants.) The current exam shows that Mercury did not honor this commitment.

PERTINENT EXHIBiTS: #1,2,3
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ISSUE #4

COMPANY INVOLVED: MERCURY CASUALTY COMPANY

MERCURY INSURANCE COMPANY

CALIFORNIA AUTOMOBILE INSURANCE COMPANY
LINE OF BUSINESS: PRIVATE PASSENGER AUTOMOBILE

REASON FOR LEGAL ACTION: USE OF VIOLATION DATES IN UNDERWRITING

Mercury uses violations without convictions appearing on an insured’s MVR to non-renew policies.
The use of violations without convictions does not meet the criteria prescribed by the substantial
increase in hazard regulations as a legitimate basis for non-renewal.

INSURANCE CODE SECTION(S):

1861.03(c)(1) — A notice of cancellation or non-renewal for automobile insurance must be
based on nonpayment of premium, fraud or material misrepresentation, or a substantial
increase in hazard.

11580.08 — The insurer, or his agency or employee, of any automobile or motor vehicle
liability policy shall not inquire of an applicant whether he has been arrested for any violation
relating to vehicles, that did not result in a conviction.

CA CODE OF REGULATIONS SECTION(S):

2632.5(c)(1)(A) — The “ First Mandatory Rating Factor” means the public record of traffic
violation convictions available from the California Department of Motor Vehicles, together
with similar public records of traffic violation convictions that are available from other
jurisdictions... '

2632.13 - Insurers must follow the requirements of this section in determining when
accidents are “principall y at-fault”, and are thus chargeable.

2632.19 - For purposes of cancellation or non-renewal, a risk shall constitute a substantial
increase in hazard insured against as defined by this section.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION:

The policy review revealed that Mercury will non-renew a personal auto policy if the MVR shows a
violation with no conviction, but for which the insured failed to appear. Under the law, violations
may only be chargeable and used for non-renewal if they have convictions dates within the most
recent 36 months. One policy was found in the policy review which had been improperly non-
renewed due to this practice. The policy was discovered in MCC, but Mercury’s explanation for its




_ SUBMISSION TO REB

Mercury Insurance Group ( (

actions indicates that the practice also impacts MIC and CAIC.

The Company’s primary argument for continuing to operate in this manner is that CCR Section
2632.19 simply lists various categories that the Commissioner recognizes as being a substantial
increase in hazard. According to Mercury, nothing in the regulation states that it is an exclusive
listing of all conditions meeting the definition. (In fact, Mercury goes on to say that the
Commissioner would need to be “clairvoyant” to suggest that he could state all such conditions.)

PERTINENT EXHIBITS: #1
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Mercury Insurance Group

ISSUE #5

COMPANY INVOLVED: CALIFORNIA AUTOMOBILE INSURANCE COMPANY
LINES OF BUSINESS: PRIVATE PASSENGER AUTOMOBILE

REASON FOR LEGAL ACTION: CAARP CANCELLATIONS

The examination uncovered correspondence between Mercury and its assigned risk insureds which
indicated that Mercury intended to cancel policies due to the lack of a signed named driver exclusion.

CA CODE OF REGULATIONS SECTION(S):
2404 — The Assigned Risk Plan shall be available to all residents of California.

2430 — An applicant certifying eligibility shall be considered for assignment into the
Assigned Risk Plan upon making application in good faith to the Plan.

2431 — If an applicant is ineligible for Assigned Risk solely by reason of the operation of the
automobile by another person, he may become eligible by agreeing to exclude coverage for
that person.

2470 — An applicant shall be ineligible if the applicant has violated any of the terms or .
conditions upon the basis of which the insurance was issued, or if the insurance was obtained
through fraud or misrepresentation. .. '

BRIEF NARRATIVE SUPPORTING LEGAL ACTION:

Correspondence between Mercury and assigned risk insureds revealed Mercury’s intent to cancel
policies for the lack of signed designated person exclusions, or for the failure to complete a phone
questionnaire. The failure to return a named-driver exclusion for another person or complete a phone

questionnaire, in and of themselves, do not make the applicant ineligible for coverage under the Plan. .

If the failure to provide information does not make the applicant ineligible for the Plan, then the
policy cannot be canceled. Since the purpose of the assigned risk plan is to provide insurance to
individuals eligible but unable to obtain insurance through ordinary methods, there are very few
eligibility requirements to qualify. Unless the missing information is necessary to determine
eligibility, the company cannot cancel the policy. No cancellations based on the above practice were
observed. ‘

PERTINENT EXHIBITS: #1, 4
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ITEM #6

COMPANY INVOLVED: MERCURY CASUALTY COMPANY

LINES OF BUSINESS: HOMEOWNERS

REASON FOR LEGAL ACTION: PPA TIE-IN REQUIREMENTS FOR ELIGIBILITY

Mercury continues to require auto support in order to purchase a homeowners policy. Mercury had
informed the Department that it had ceased this practice on August 29, 2002. However, as of
December 2003, it was confirmed by the Department’s attempt to obtain quotes for stand alone
homeowners coverage that Mercury still requires a supporting auto policy in order to obtain
coverage.

INSURACE CODE SECTION(S):

790.02 — No person shall engage in any trade practice, which is determined pursuant to this
article to be an unfair method of competition or an unfair or deceptive act or practice in the
business of insurance. '

790.06 — The Commissioner may identify unfair or deceptive practices that are not specified
in Section 790.03 in accordance with the provisions of this Section.

1861.02(b)(1) — Every person who qualifies as a Good Driver shall be eligible to purchase a
Good Driver Discount Policy from the insurer of his or her choice.

1861.03(a) — The business of insurance shall be subject to the laws of California applicable to
any other business, including, but not limited to, the Unruh Civil Rights Act (Sections 51 to
53 of the Civil Code), and the antitrust and unfair business practices laws [Parts 2
(commencing with Section 16600) and 3 (commencing with Section 17500) if Division 7 of
the Business and Professions Code].

1861.05(a) — Rates shall not be excessive, inadequate, or unfairly discriminatory.

CA CODE OF REGULATIONS SECTION(S):
2360.0(b) — “Eligibility Guidelines” are specific, objective factors, or categories of specific,
objective factors, which are selected and/or defined by an insurer, and which have a

substantial relationship to an insured’s loss exposure.

2360.2 - Insurers shall maintain objective, specific eligibility guidelines for every line of
insurance offered for sale to the public.

12
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Mercury Insurance Group

BRIEF NARRATIVE SUPPORTING LEGAL ACTION:

The examination and a consumer complaint revealed that Mercury requires a person to have a
supporting auto policy with Mercury in order to write the homeowners insurance. During the rate
filing approval process for a rate increase, the Department’s Rate Regulation Branch advised
Mercury that it was not allowable to use the existence of supporting policies to determine eligibility
for homeowners coverage. In or about June of 2002, Mercury withdrew the underwriting guideline
requiring a supporting auto policy from its rate application and advised the Rate Regulation Branch
that it would not require a supporting auto policy in order to write the homeowners policy.

However, during the exam, Mercury management stated verbally that the Companies never ceased
the practice of requiring the auto policy in order to write the homeowners policy, and continue to.
enforce this requirement. This was further supported by a homeowner quote that the Department
attempted to obtain on August 29, 2002. Instead of providing a Mercury quote as requested, the
producer provided a quote from a different carrier, stating that, “...she was unable to do Mercury
because Mercury would only write homeowners if you already had their auto.” Additional
information was collected in December 2003, to confirm whether Mercury was, in fact, continuing to
require supporting auto business as a condition of writing the homeowners policy. Multiple attempts
were made by various FRUB staff in multiple locations to secure a stand-alone homeowners quote.
In each case, the Mercury producer advised that this was not possible. Documentation of the facts
associated with these calls has been provided to REB (Mary Ann Shulman) under separate cover.

In accordance with the “Objective Guidelines for rating” regulations, eligibility guidelines must be
substantially related to the insured’s loss exposure. CIC Section 1861.05(a) prohibits excessive or
unfairly discriminatory rates. Mercury has not shown that its rates reflect any relationship between
the loss exposure of homeowners and auto policies. Without supporting data of a substantial
relationship, this practice is considered unfairly discriminatory. In addition, this restriction unfairly
treats similar risks disparately and is considered an unfair method of competition in violation of CIC
Sections 790.06 and 1861.03(a) and the Unruh Act. Further, Mercury’s marketing plan impedes the
ability of good drivers to purchase a Good Driver Discount policy from the insurer of his or her
choice, in violation of CIC Section 1861.02(b)(1).

PERTINENT EXHIBITS: #1,5,6
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ITEM #7

COMPANY INVOLVED: MERCURY CASUALTY COMPANY

LINES OF BUSINESS: COMMERCIAL AUTO

REASON FOR LEGAL ACTION: CAPPING OF PREMIUM CREDITS
INSURANCE CODE SECTION(S):

1861.05(a) — Rates may not be exéessive, inadequate, or unfairly discriminatory.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION

The commercial auto rating plan provides for an Experience Rating Plan, a Rating Credit Plan, a
Multi-Policy Discount, and a Renewal Policy Discount. Each of these four rating plans are
considered objective and are applied with fixed factors. However, these rating plans are subject to a
maximum combined credit of 25% as opposed to the 45% that would apply if the insured qualified
for the maximum credit under each individual rating plan. The failure to allow for maximum credit
eligibility based on the objective criteria of each separate rating plan is unfairly discriminatory and
allows for excessive rates. There were six policies reviewed that were not given the maximum credit
allowable by the individual rating plans.

The report also discusses a maximum. dollar cap for homeowner deductible credits. Since the time of
the exam, Rate Regulation has provided FRUB with its opinion on the actuarial validity of deductible
credit caps. RRB advises that if the insurer can provide support for the desired cap, the cap is
permissible. Therefore, no action is requested on this portion of the issue.

PERTINENT EXHIBITS: #1,7
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. SUBMISSION TO REB -

Mercury Insurance Group (

ITEM #8

COMPANY INVOLVED: MERCURY CASUALTY COMPANY

MERCURY INSURANCE COMPANY

CALIFORNIA AUTOMOBILE INSURANCE COMPANY
LINES OF BUSINESS: PRIVATE PASSENGER AUTO

REASON FOR LEGAL ACTION: NON-COMPLIANT PERSISTENCY RULE

Mercury uses a persistency discount which is based upon an insured’s loss experience and the
number of years the insured has been continuously insured with no lapse of coverage in excess of 30
days. The rule is non-compliant with the previsions of the persistency regulation currently applicable
to Mercury.

INSURANCE CODE SECTION(S):

491 — The rating plan of a motor vehicle liability insurer shall not provide for an increase
in the premium if based upon an accident in which the insured is not at fault, in any
manner, as determined by either the accident report or the nsurer.

1861.02(c) — The absence of prior insurance shall not, in and of itself, be used as a criterion
determining eligibility for a Good Driver Discount policy, or generally for automobile rates,
premiums, or insurability. However, notwithstanding subsection (2), an insurer may use
persistency with the insurer, an affiliate, or another insurer as an optioral rating factor.
Persistency shall be deemed to exist even if there is a lapse of coverage of up to two years due
to an insured’s absence from the state while in military service, and up to 90 days in the Iast
five years for any other reason.

CA CODE OF REGULATION SECTION(S):

2632.5(c)(1)(A) — The First Mandatory Rating factor is the public record of traffic violation
convictions available from the California Department of Motor Vehicles, together with
similar public records of traffic violation convictions that are available from other
jurisdictions.

2632.5(d)(11) — Persistency is an allowable optional personal automobile rating factor. An
insurer may apply a discount for persistency with that insurer or an affiliated insurer only. .

2632.13(c) - A driver may be considered to be principally at fault in an accident if the driver's
actions or omissions were at least 51 percent of the proximate cause of the accident, subject to
the exceptions set forth in Subsection (d), and, in accidents not resulting in death, if the
damage to the property of any one person caused by the accident exceeded $750.00.
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Mercury Insurance Group {

SUBMISSION TO REB

BRIEF NARRATIVE SUPPORTING LEGAL ACTION

At the time of the examination, Mercury’s persistency rule was as follows:

“The Persistency discount is based on loss experience and the number of years the Named
Insured has been continuously insured and no lapse of coverage in excess of 30 days. The
risk has had no loss in the last five years in which there was some degree of fault. (Number of
vehicles divided by number of losses may not exceed one).” '

When CCR Section 2632.5(d)(11) was revised to no longer allow portable persistency, Mercury
stated that it would file an amendment to its rule to comply with the new regulation. Mercury
submitted this filing to the Department on January 15, 2003 (Filing 03-441 for Mercury Insurance
Company contains the details — Adam Gammel is the RRB analyst). However, when the Legislature
passed SB 841, making “portable persistency’’ allowable, Mercury withdrew the persistency portion
of the filing, and re-submitted a persistency rule that allowed portable persistency following the
provisions outlined in the newly revised CIC Section 1861.02(c). However, due to a Departmental
interpretation of the new language in the statute, the filing was disapproved by the Rate Regulation
Bureau due to Mercury’s desire to have differing levels of credit based on the number of years of
demonstrated persistency. Since this occurred after the court ruling that decided that portable
persistency was contrary to Proposition 103, Mercury was unable to re-file a portable persistency
credit. Mercury continues to use the persistency rule that was in effect in 2002, which was criticized
by the exam team. Mercury has not filed a change be compliant with CCR § 2632.5(d)(11) as
promised at the time of the exam.

The examination report does not discuss the fact that issuance of the persistency credit is dependant
upon a risk being completely loss free for the preceding five year period, but this fact should be taken

- into consideration during the enforcement action. The intent of the use of persistency as an optional

rating factor is to allow credit for continuous insurance coverage and further insurance competition.
By incorporating loss experience into eligibility for the discount, Mercury fails to comply with
current statues and regulations by; 1) using duplicative information in rate development as the driver
safety record already recognizes a driver’s loss history; 2) using losses in which the insured may
have been 50% or less at fault; and 3) using accidents for which the insured was not at fault to
increase Insurance premiums.

PERTINENT EXHIBITS: #1, 8
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. SUBMISSION TOREB - (,

Mercury Insurance Group -

ITEM #9

COMPANY INVOLVED: MERCURY CASUALTY COMPANY

MERCURY INSURANCE COMPANY

CALIFORNIA AUTOMOBILE INSURANCE COMPANY
LINES OF BUSINESS: PRIVATE PASSENGER AUTO

REASON FOR LEGAL ACTION: Named Driver Exclusions

Mercury was not properly offering coverage to Good Drivers excluding ineligible non-good drivers
in the event of a non-renewal or cancellation. This is a repeat issue from the 1998 exam.

- INSURANCE CODE SECTION(S):

1857 — Insurers must retain adequate records:....

1861.02(b)(1) — A Good Drivers is entitled to purchase a Good Driver discount policy from
the insurer of his or her choice.

1861.025 — Individuals meeting the requirements of this section are Good Drivers.
CA CODE OF REGULATION SECTION(S):
2632.12(b) — 12(b) -- If a Good Driver is ineligible to purchase a Good Driver discount

policy due to the driving record or years of experience of any other person, the Good Driver
shall be eligible to purchase such policy which excludes such other persons form coverage.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION

In the cancellation and non-renewal process, Mercury was sending a notice to the producer letting
them know that the Good Driver could be covered if the ineligible non-good driver was excluded.
There was no procedure in place to ensure that this offer was communicated to the consumer, and to
document the offer to the consumer. The policy review identified nine cases in which no notice to
the consumer concerning the availability of an exclusion appeared to have been sent.

Mercury has since changed its cancellation and non-renewal notices, so that the offer to exclude the
ineligible driver appears directly on the notice received by the insured. However, the fact that this
was a repeated issue, and the negative impact that this had on Good Drivers warrants consideration
for a penalty.

PERTINENT EXHIBITS -#1,2,9
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SUBMISSION TO REB (
Mercury Insurance Group

ITEM #10
COMPANY INVOLVED: MERCURY CASUALTY COMPANY

LINES OF BUSINESS: HOMEOWNERS
REASON FOR LEGAL ACTION:
Mercury’s administrative process known as “C-Coding” unfairly prevents consumers from being able

to make coverage changes to their policies, and prevents otherwise eligible risks from being able to
retain or apply for coverage. This is a repeat issue form the 1998 exam. -

INSURANCE CODE SECTION(S):
790.02, 790.06 — Practices that are determined to be unfair are prohibited

1861.05(a) — Rates must not be excessive, inadequate, or unfairly discriminatory.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION

When Mercury discovers something about an existing risk that make the risk ineligible for coverage,
a “C-Code” is applied in the computer system, and the policy is set to non-renew. Once this occurs,
Mercury does not allow that insured to make any changes to his or her limits or coverages. There
was also no mechanism in place to remove the “C-Code” from the system if the insured corrected the
problem prior to being non-renewed. This means that even though the policy would be renewed, the
insured was still not allowed to make any changes to the coverages on the policy for three years
(When the C-Code dropped off the system). For policies that were non-renewed, the “C-Code” also
remained in Mercury’s system for three years. Insureds who corrected the situation that had caused
the non-renewal were not allowed to re-purchase coverage from Mercury until the C- Code dropped
off, even if they met all new business eligibility guidelines.

As a result of the repeat criticism, Mercury has agreed to change its system so that insured can make
changes to their coverages and policies immediately upon correcting the problem causing the C-
Code, and so that previously non-renewed risks can be re-written if they meet all current eligibility
rules. Even though an acceptable resolution was reached, the repetitiveness and gravity of this issue -
warrant penalty consideration. '

PERTINENT EXHIBITS - #1, 2, 10
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" Mercury Insurance Group (

SUBMISSION TO REB

ITEM #11
COMPANY l INVOLVED: MERCURY CASUALTY COMPANY

LINES OF BUSINESS: COMMERCIAL AUTOMOBILE

REASON FOR LEGAL ACTION:

Mercury was not consistently providing 30 days advance notice of cancellation for commercial auto

- insureds as required by law.

INSURANCE CODE SEC‘TION(S):
677.2(c) — the notice of cancellation shall be given at least 30 days prior to the effective date

of the cancellation, except that in the case of non-payment of premium or fraud, the notice
shall be given no less than 10 days prior to the effective date of the cancellation.

BRIEF NARRATIVE SUPPORTING LEGAL ACTION

The exam identified at least 23 commercial auto policyholders who were not given 30 days notice of

- cancellation for underwriting reasons as required by CIC Section 677.2. (The report discusses 24, but
evidence concerning only 23 was available in the examiner’s workpapers.) Mercury’s explanation at
the time of the exam was that the Company was aware of the proper time frames, but due to rapid
growth in the commercial department, the correct information was not relayed to everyone. In
subsequent correspondence, Mercury advised that it was actually a programming error that caused the
problem and that correction to the system was made in September of 2002. this is the explanation that
appears in the report. The workpapers do not contain details concerning the exact date that the error
in the system first occurred (in order to estimate the total number of incorrect not1ces) but Mercury
could be requested to provide this date.

The fact that the impact was widespread makes this issue Worthy of penalty consideration.

PERTINENT EXHIBITS - #1, 2, 11, 12
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MERCURY INSURANCE GROUP (MIG)

EXHIBITS

1. 2002 Examination Report
2. 1998 Examination Report

3. Page from Mercury’s personal auto manual showing subjective eligibility guidelines
for non-good drivers.

»

Correspondence between MIG and CDI covering the CAARP cancellation practices.
December 1997 letter from CDI included, which addressed this issue as well, and
sample copy of notice sent to policyholder.

. MIG Agent/Brokers memos dated November 16, 2001 and October 15, 2001
addressing stand alone homeowners coverage.

U]

o

MIG Agent/Broker memo dated August 29, 2002 where MIG initially agreed to
discontinue the tie-in requirement. Documentation showing this was not
implemented was already provided to REB.

. Page from MCC Commercial Automobile Manual showing maximum allowable
credits of 25% that may be applied to any policy.

~3J

co

. Pages from MIG’s Private Passenger Automobile Agent/Broker’s Manual detailing
eligibility for the persistency credit dated March 1, 2002 and October 8, 2001.

9. List of cancelled and non-renewed policies where no offer of exclusion appeared to be
communicated to the insured. Copies of MIG’s response to policy crits on this
subject, as well as copies of notices sent to producers and consumers are included.

10. List of Homeowners non-renewals that had been “C-Coded”. Sample of notice sent
to producer on subject also included.

- 11. List of commercial auto policies with less than 30 days notice of cancellation given.,
with copy of MIG’s initial response to policy crits on subject.

12. CDI correspondence (9-27-02) and Mercury response (10-31-02) explaining
programming error as cause of faulty notices.

13. Correspondence between Mercury (8-8-03, 2-11-04, and 2-27-04) and the CDI
(dated 2-20-04) during the finalization of the report. The 8-8-03 letter in particular
provides Mercury’s arguments against each of our criticisms.
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o

STATE OF CALIFQRNIA { ( JHN GARAMENDI, Insurance Commissioner
DEPARTMENT OF INSURANCE
MARXKET CONDUCT DIVISION ’
FIELD RATING & UNDERWRITING BUREAU (SAC/LA)
300 CariTOL MALL, SUITE 265

SACRAMENTO, CALIFORNIA 95814

Telephone: (916) 492-3599
Facsimile: (216) 322-7421

March 16, 2004

The Honorable John Garamendi
Insurance Commissioner

-State of California

45 Fremont Street

San Francisco, California 94105

Honorable Commissioner:

Pursﬁant to instructions, and under the authority granted under Section 730 of the
California Insurance Code, an examination was made of the rating and underwriting practices and
procedures in California of MERCURY INSURANCE GROUP (NAIC Group # 0660),

comprised in California of:

MERCURY CASUALTY COMPANY
(NAIC #11908, CDI #1952-1)

MERCURY INSURANCE COMPANY
(NAIC #27553, CDI #2143-6)

CALIFORNIA AUTOMOBILE INSURANCE COMPANY
(NAIC #38342, CDI #2343-2)

AMERICAN MERCURY INSURANCE COMPANY
(NAIC #16810, CDI #2253-3)

and

CALIFORNIA GENERAL UNDERWRITERS INSURANCE COMPANY, INC.
(NAIC #31046, CDI #3136-9)




hereinafter referred to as MCC, MIC, CAIC, AMIC, CGUIC or collectively as MIG, Mercury or:
the Companies. The California Department of Insurance will be referred to as the Department.
Due to minimal California premium for AMIC and no California premium for CGUIC,
only a very limited review of these two Mercury companies was done and no policies were
reviewed for either company.
This report is maintained as a confidential document pursuant to California Insurance Code

‘Section 735.5.




SCOPE OF THE EXAMINATION

The examination covered the rating and underwriting praotices of Mercury during the
period from January 1, 2001 to August 31, 2002. The examination was made to discover, in
general, if these and other operating procedures of the Companies conform to provisions of the
California Insurance Code (CIC), the California Code of Regulations (CCR), and other applicable
insurance law. This report contains only alleged violations of laws other than CIC Section 790.03
and its implementing regulations.

Reports of violations of Section 790.03 and its implementing regulations are made
* available .for public inspection and are published on the Department’s internet website pursuant to
CIC Section 12938.-

To accomplish the foregoing, the examination included:

1. A review of the rates, rating plans, forms, and underwriting rules made or
adopted by the Companies for use in California, including a review of records
of data, statistics, or information maintained by the Companies in support of or
relating to such rates, forms, and rules.

2. A review of the application of such rates, forms, and rules by means of an
examination of policy files and related records.

3. Areview of any consumer complaints received by the California Department of
Insurance in the most recent year prior to the start of the examination.

The examination was conducted primarily at the Companies’ office in Brea, California.

This report is written in a “report by exception” format. This report does not present a
comprehensive overview of the subject insurer’s practices. The report contains only a summary of
pertinent information about the. lines of business examined and of the non—compliant or
problematic activities or results that were discovered during the course of the examination, along

with the insurer’s proposals for correcting the deficiencies. In the event that a non-compliant
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activity was not discovered during the examination, the insurers remain responsible for correcting
that practice. Failure to identify, comment on, or criticize non-compliant activities does not
constitute acceptance of such activities.

The violations alleged in this report, and any criticism of practices, have not undergone a

formal administrative or judicial process.

METHOD OF DOING BUSINESS

Mercury offers its insurance products in California through 980 agents and brokers. Of
these, 123 are appointed agents. Effective January 1, 2001, Mercury Insuram;,e Services, LL.C, a
non-insurance limited liability corporation owned by Mercury Casualty Company, began
providing management, underwriting, marketing, claims handling, and processing for all the group

companies in California.

ADVERTISING MATERIALS

The examination included a review of the Companies’ advertising and marketing materials,

including a review of the Companies’ internet site at www.mercuryinsurance.com. This site

provides background information regarding the Companies as well as the products and services

offered. This review revealed no violations of law within the scope of this examination.




AUTHORIZED CLASSES OF BUSINESS

The Mercury Insurance Group is authorized to transact the following classes of business in

- California:
Class of Insurance MCC MIC CAIC AMIC CGUIC
1. Life
2. Fire X X X X
3.  Marine X X X X
4,  Title
5. Surety X X X X
6.  Disability X X X
7.  Plate Glass X X X X
8.  Liability X X X X X
9.  Workers' Compensation
10. Common Carrier Liability X X X
11. Boiler & Machinery X X
12.  Burglary X X X X
13, Credit ’ X X
14.  Sprinkler X X X
15. Team and Vehicle X X X
16. Automobile X X X X X
17. Mortgage '
18.  Aircraft X X
. 19.  Mortgage Gudranty
19.6. Legal Insurance
20. Miscellaneous X X X X

24. Financial Guaranty




PREMIUM AND LOSS EXPERIENCE STUDY

The following tables show the California premium and loss experience for each Mercury

company by line of business for calendar year 2001, based on data from the Statutory Page 14 of

the Annual Statement filed with the Department. The “Mercury Insurance Group, Consolidated”

table includes combined California premium and loss experience for all companies. The loss ratio

for each line is calculated by dividing Direct Losses Incurred by Direct Premiums Earned.

(Figures with no meaning due to division by zero are indicated as “NM,” as are calculations

including a negative premium earned and a positive loss incurred. All ratios are capped at 999%).

There is no table for CGUIC, as thié company generated no premium and incurred no losses in

California in 2001.

Mercury Insurance Group, Consolidated
California Premium and Loss Experience by Line for the Year 2001

Direct Direct Direct
Line of Business Prerr}iums Premiums Losses Loss
Written Earned Incurred Ratio
($) &) &) (%)
Fire and Allied Lines 1,715,981 1,506,239 539,782 | 36%
Homeowners Multi-Peril 63,205,604 52,885,099 | 36,182,030 | 68%
Commercial Multi-Peril — '
(non-liability portion) 7,363,757 6,659,603 2,178,300 | 33%
Commercial Multi-Peril — :
(liability portion) 3,637,904 3,201,210 247,451 1 8%
Earthquake 145,849 141,635 2721 2%
Other Liability 1,800,553 1,683,492 321,901 | 19%
Other Private Passeriger Auto
Liability 666,171,930 654,626,930 | 387,052,812 1 59%
Other Commercial Auto
Liability 32,388,014 30,225,085 17,963,856 i 59%
Private Passenger Auto
Physical Damage 474,359,425 458,759,002 | 285,703,136 | 62%
Commercial Auto Physical
Damage 13,369,274 12,063,691 4,848,092 | 40%
*Aggregate Write-Ins 6,327,065 4,894,010 3,408,854 | 70%
TOTALS $1,270,485,356 | $1,226,645,996 | $738,446,486 | 60%
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Mercury Casualty Company

California Premium and Loss Experience by Line for the Year 2001

Direct Direct Direct
. ) Premiums Premiums Losses LOS.S
Line of Business . Ratio
Written Earned Incurred %)
$) & )] '
Fire and Allied Lines 1,715,981 1,506,239 539,782 36%
Homeowners Multi-Peril 63,205,604 52,885,099 36,182,030 68%
' Commercial Multi-Peril — - 33%
(non-liability portion) 7,363,757 6,659,603 2,178,300.
Commercial Multi-Peril —
| (liability portion) 3,637,904 3,201,210 247,451 8%
Earthquake 145,849 141,635 272 1%
Other Liability 1,800,553 1,683,492 321,901 19%
Other Private Passenger Auto
Liability 152,296,253 152,096,463 98,409,747 65%
Other Commercial Auto '
Liability 32,388,014 30,225,085 17,963,856 59%
Private Passenger Auto - 4 :
Physical Damage 112,401,515 110,592,436 74,827,642 68%
Commercial Auto Physical
Damage 13,369,274 12,063,691 4,848,092 40%
TOTALS $388,324,704 $371,054,953 $235,519,073 63%
Mercury Insurance Company
California Premium and Loss Experience by Line for the Year 2001
~ Direct Direct Direct
Line of Business Premiums Premiums Losses Loss
_ Written Earned Incurred Ratio
» ] 6] ® (%)
Other Private Passenger Auto
Liability 460,461,055 455,171,166 258,295,729 1 57%
Private Passenger Auto
Physical Damage 330,313,471 321,135,824 189,821,802 | 59%
TOTALS $790,774,526 $776,306,990 $448,117,531 1 58%




California Automobile Insurance Company

California Premium and Loss Experience by Line for the Year 2001

Direct Direct Direct
Line of Business Premiums Premiums Losses Loss
: Written Earned Incurred Ratio
_ & - ($) &) (%0)
Other Private Passenger Auto
Liability 53,414,622 47,359,301 30,347,336 | 64%
Private Passenger Auto
Physical Damage 31,644,439 27,030,742 21,053,692 1 78%
TOTALS $85,059,061 $74,390,043 $51,401,028 | 69%"
American Mercury Insurance Company _
California Premium and Loss Experience by Line for the Year 2001
~ Direct Direct Direct
Line of Business Premiums A Premiums Losses Loss
Written Earned Incurred Ratio
® $) &) (%)
*Aggregate Write-Ins 6,327,065 4,894,010 3,408,854 | 70%

* Aggregate Write-Ins consist of Mechanical Breakdown coverage.




LINES OF BUSINESS REVIEWED

Mercury Insurance Group examination included a review of the following lines of business:

PRIVATE PASSENGER AUTO

Voluntary Personal Automobile

Rates Filed: MIC — 1/30/02
MCC -1/30/02
CAIC - 1/30/02

" Rate Pages Edition: MIC —3/1/02
MCC - 3/1/02
CAIC —-3/1/02

California Automobile Assigned Risk Plan (CAARP)
Manual Page Edition Date: March 1, 2000

Voluntary personal auto policies are written in MIC, MCC, and CAIC. MIC offers the
lowest rates, with a policy form that contains minor coverage restrictions, such as no medical
expense coverage for injury caused by farm-type tractors, rail operated vehicles, or other off-road
vehicles, and no coverage for tapes, cassettes, and portable players. MIC policies are only
marketed to California Good Drivefs. The MCC and CAIC policies do not contain the coverage

| restrictions found in MIC, and higher rates apply. MCC and CAIC use the same rates and offer
the same coverages; the only differencé between MCC and CAIC is that CAIC offers a monthly
payment option. Both Goo& Drivers and non-good drivers are eligible for MCC and CAIC.

| | At the time of the exam, MIC policies were sold by appointed agents and brokers under
contract. MCC policies were sold by the same appointed agents and brokers who sell MIC
policies. CAIC policies were sold by some of the same contracted brokers as MIC and MCC, and

| .also by a separate group of brokers V\.rho had access to CAIC as their only Mercury product. The

appointed agents and the remaining brokers under contract are not able to sell CAIC policies.

Consumers shopping on Mercury’s internet web-site are quoted MIC if they are Good Drivers and -

MCC if they are not. CAIC is not offered on the internet.




Issues regarding the coverage differences, payment plan availability, and marketing of the
various products are discussed beginning on page 17 of this report.

In addition to the mandatory Good Dr‘iver and Mature Driver Improvement Course
discounts, the volunfary private passenger automobile rating plans include discounts for multi-car,
anti-lock brakes, anti-theft devices, peréistenéy, academic standing, and multi-policy discount.

The Companies also write CAARP policies for all risks that are assigned to them through
the assigned risk plan. All CAARP policies are issued in California Automobile Insurance

Company, using the rules and rates that have been established by regulation.

HOMEOWNERS

Rates filed: 2/19/02
Rate Manual Edition: 5/15/02

Mercury Insurance Group writes HO-3 homeowners multiple peril policies, HO-4 renters
policies, and HO-6 condominium owners policies. Coverage is written in Mercury Casualty
Company, with credits being offered for: fire/burglary alarms, newer homes, gated communities,

increased deductibles, and persistency.

COMMERCIAL AUTO

Rates filed: 1/26/00
Rate Manual Edition:. 6/1/00

Mercury writes commercial automobile policies in Mercury Casualty Company. Coverage
is written in three different rate tiers that are distinguished by driving record and age of driver.
Mercury was unable to implement the revised rating plan within 90 days of approval and

inadvertently neglected to advise the Department of the delay in implementation.
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POLICY SAMPLE REVIEWED AND OVERVIEW OF FINDINGS

The examiners reviewed 250 in-force policies and 191 terminated or declined polices. In
the course of the examination, and within the scope of this report, the examiners identified 21
rating errors, 12 non-rating errors, 16 termination transaction errors, and alleged violations of 30

provisions of California law.

POLICY REVIEW RESULTS

A representative sample of the policies issued by Mercury was reviewed to determine if the
Companies were properly and consistently applying their adopted rates, rating plans and
underwriting rules at the individual policy level. The policies were selected at random from the
Companies’ listing of policies issued, renewed, non-renewed, cancelled, or declined during the
period from January 1, 2002 through April 30, 2002. The results of the policy file review are
shown below in the In-Force Policies and Terminated and Declined Transactions tables.

The In-Force Policies table indicates the number of policies reviewed, the number of -
policies with rating errors, the number of policies with non-rating errors, and the error ratios
resulting from this examination. In general, policies containing errors that result in premium
overcharges are corrected by policy endorsement, and refunds are made to the policyholder.
Policies with errors that result in undercharges are marked for corrective action at the next policy
renewal date. Non-rating errors include forms, documentation, and other errors not affecting
premium. (Errors that result in premium changes under $5 or 1% of the policy premium,
whichever is greater, are counted as non-rating errors.)

The Terminated and Declined Transactions table shows the numiber of termination
transactions reviewed per line of business. These include policies that had been declined,
cancelled or non-renewed. The number of policies with errors noted in the termination transaction

is shown as well as the overall ratio of terminations with errors. No declinations were reviewed
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for voluntary private passenger auto as all risks are considered issued and bound when submitted.

POLICY REVIEW RESULTS SUMMARY TABLES

In-Force Policies

No.of | No.with | Rating No. with | Non-Rating
Policies Rating Error | Non-Rating Error
Program Reviewed | Errors | Ratio % Errors Ratio %
Private Passenger Auto ) ]
MIC 29 0 0% 0 0%
MCC 30 3 10% 0 0%
CAIC 18 0 0% 0 . 0%
Total Voluntary Private
Passenger Auto 77 3 4% 0 0%
CAARP
CAIC 28 0 0% 0 0%
Total Private Passenger Auto 105 3 3% 0 0%
Homeowners _
MCC [ 97 1 4 | 4% | 4. | 4%
Commercial Auto ,
MCC | 48 1 14 1 29% | 8 L 17%
. " " . _____]
| | |
TOTALS| 250 | 21 | 8% | 2 | 5%
Terminated and Declined Transactions
No. of No. :
Transactions | with Error
Program Reviewed Errors | Ratio %
Private Passenger Auto
Voluntary Private Passenger Auto 67 9 13%
CAARP ' 2 0 0%
Total Private Passenger Auto 69 9 13%
Homeowners 68 4 6%
Commercial Auto 54 3 6%
' TOTALS 191 16 8%

12




GENERAL ,_PRACTICES REVIEW RESULTS

The examination included a review of Mercury’s rates, rating' plans, forms, and the
underwriting rules made or adopted by the Companies in California. Thirty laws were alleged to
have been violated based on the insurer’s error trends and general practices. A single citation in
the following Violation Summary Table may be due to a general practice‘ or error trend that affects
many policyholders. One practice can also vioiate multiple laws or occur across multiple
companies within an insurer group. The table indicates the provisions of the California Insurance
Code (CIC), the California Code of Regulations (CCR), or other pertinent laws for which
violations were alleged during the exam. A description of the trends and practices aséerted to be

in violation of these laws is provided in the final section of this report.

VIOLATION SUMMARY TABLE

Code | N
Citation Description of Law
_ The notice of cancellation for commercial insurance shall be
L. CIC § 677.2(c) given at least 30 days prior to the effective date of

cancellation.

No person shall engage in any trade practice, which is
determined pursuant to this article to be an unfair method of
competition or an unfair or deceptive act or practice in the
business of insurance.

The Commissioner may identify unfair or deceptive practices
3. | CIC§790.06 that are not specified in Section 790.03 in accordance with
the provisions of this Section.

Documentation must be maintained in support of rates
charged.

2. | CIC § 790.02

4. | CIC § 1857

Insurance rates must be approved by the Commissioner prior
to their use.

Every person who qualifies as a Good Driver shall be eligible
6. | CIC § 1861.02(b)(1) | to purchase a Good Driver Discount Policy from the insurer
of his or her choice. '

5. | CIC § 1861.01(c)
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Code
Citation

Description of Law

CIC § 1861.02(c)

The absence of prior insurance shall not, in and of itself, be
used as a criterion determining eligibility for a Good Driver
Discount policy, or generally for automobile rates, premiums,
or insurability.

CIC § 1861.025

| This section sets forth the criteria in which a person is

qualified to purchase a Good Driver Discount policy.

CIC § 1861.03()

The business of insurance shall be subject to the laws of
California applicable to any other business, including, but not
limited to, the Unruh Civil Rights Act (Sections 51 to 53 of
the Civil Code), and the antitrust and unfair business

practices laws [Parts 2 (commencing with Section 16600) and
3 (commencing with Section 17500) if Division 7 of the
Business and Professions Code].

10.

CIC § 1861.03(c)(1)

A notice of cancellation or non-renewal for automobile
insurance must be based on nonpayment of premium, fraud or
material misrepresentation, or a substantial increase in
hazard.

11.

CIC § 1861.05(a)

Rates shall not be excessive, inadequate, or unfairly
discriminatory.

12

CIC § 1861.16(b)

An insurer shall offer and sell a good driver discount policy
to a good driver from an insurer within a common ownership,
management, or control group, which offers the lowest rates
for that coverage.

13.1

CIC § 10101

No policy of residential property insurance shall be is'sued
unless the insured is provided a copy of the California
Residential Property Insurance Disclosure statement.

14.

CIC § 10102

The insurer shall have the burden of demonstrating that the
California Residential Property Insurance Disclosure was
provided to the applicant or insured.

15.

CIC § 11580.08

The insurer, or his agency or employee, of any automobile or
motor vehicle liability policy shall not inquire of an applicant
whether he has been arrested for any violation relating to
vehicles, that did not result in a conviction.
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Code
Citation

Description of Law

16.

CCR § 2360.0(b)

“Eligibility Guidelines” are specific, objective factors, or
categories of specific, objective factors, which are selected
and/or defined by an insurer, and which have a substantial
relationship to an insured’s loss exposure.

17.

| CCR §2360.2

Insurers shall maintain objective, specific eligibility
guidelines for every line of insurance offered for sale to the
public.

18.

CCR § 2360.3

An insurer shall charge each insured the lowest premium for
which the insured qualifies.

19.

CCR § 2360.4

It shall be the insurer’s responsibility to determine the lowest
premium for which each insured qualifies. If the insurer
delegates this responsibility to its agent, the insurer shall
remain responsible for the agent’s determination.

20.

CCR § 2360.6

The insurer shall keep documentation in the underwriting file
for every policy, identifying all information for which the

| insurer considered in determining the premium charged.

21.

CCR § 2404

The Assigned Risk Plan shall be available to all residents of
California. '

22.

CCR § 2430

An applicant certifying eligibility shall be considered for
assignment into the Assigned Risk Plan upon making
application in good faith to the Plan.

23,

CCR § 2431

If an applicant is ineligible for Assigned Risk solely by
reason of the operation of the automobile by another person,
he may become eligible by agreeing to exclude coverage for
that person.

24,

CCR § 2470

" An applicant shall be ineligible if the applicant has violated

any of the terms or conditions upon the basis of which the
insurance was issued, or if the insurance was obtained
through fraud or misrepresentation. ..

| ccr§

2632.5)(1)(A)

. The “First Mandatory Rating Factor” means the public record

of traffic violation convictions available from the California
Department of Motor Vehicles, together with similar public

records of traffic violation convictions that are available from

other jurisdictions. ..

26.

CCR §
2632.5(d)(11)

Persistency is an allowable optional personal automobile
rating factor. An insurer may apply a discount for persistency
with that insurer or an affiliated insurer only.
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Code
Citation

Description of Law

27.

CCR § 2632.12(b)

If a good driver is not eligible to purchase a good driver
discount policy because of the driving safety record or years
of driving experience of any other person, the good driver
shall be eligible to purchase a good driver discount policy
which excludes such other persons from coverage.

28.

CCR § 2632.13

Insurers must follow the requirements of this section in
determining when accidents are “principally at-fault”, and are
thus chargeable. -

T 29.

CCR § 2632.14(b)

Insurers shall offer and sell good driver discount policies
under the same terms and conditions and with the same
options and services that the insurer offers and sells to the
public for any other automobile insurance policy.

30.

CCR § 2632.19

For purposes of cancellation or non-renewal, a risk shall
constitute a substantial increase in hazard insured against as
defined by this section.
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SUMMARY OF CRITICISMS, INSURER COMPLIANCE ACTIONS, AND |
TOTAL PREMIUM RETURNED TO CONSUMERS |

During the Mercury examination, and within the scope of this report, 19 general practices
or error trends were alleged as being in violation of California law. Each of these practices is
summarized below, as are the Companies’ response to each criticism. Regardless of the
resolutions or actions taken or proposed by the insurer in this report, it is the insurer’s obligation
to ensure that compliance with California law is maintained continuously.

To date, $7,723 in premium has been returned to consumers as a result of this examination.
Mercury ’s implementation of corrective actions béséd ~on this examination will continue to be
reviewed by the Field Rating and Underwriting Bureau.

UNRESOLVED CRITICISMS

1. Mercury conducts a telephone inspection of each insured to verify information contained on the
insured’s application. This procedure is done for personal auto, homeowners, and commercial
auto business and is done after the policy is issued. Phone inspection reports are used to verify
information on the application, however, there is no material underwriting information being
provided that is not already included on the application. Ifit is unable to conduct a phone
inspection, Mercury will non-renew the policy. By law, insurers may only non-renew personal
auto policies due to non-payment of premium, fraud or material misrepresentation, or

. substantial increase in hazard as defined by regulation. In addition, regulations require
eligibility guidelines for personal auto, commercial auto and homeowners business to be
objective, specific, and substantially related to the insured’s risk of loss. Failure to participate
in a telephone inspection to confirm information already provided on the application does not
meet either of these requirements. The policy review revealed two personal auto and two
commercial auto policies that had been non-renewed due to the failure to complete a telephone
mspection.

At the time of the exam, Mercury was waiving phone inspection reports for personal auto
policies unless the risk met one or more of the criteria established to identify features that may
indicate that the risk had been mis-rated. However, these guidelines ultimately left the
decision open to underwriter or management judgment to determine whether a risk should be
subject to inspection, even if it raised no issue under the guidelines for waivers. This allowed
for the dissimilar treatment of similar risks, which is considered unfairly discriminatory.

These problems were observed in MIC, MCC, and CAIC.
CIC Sections 1861.05(a) and 1861.03(c)(1)
CCR Sections 2360.0(b)., 2360.2, and 2632.19
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Summary of Company Response: In regards to the materiality of phone reports, Mercury
states that the determination of whether information is material is dependent upon what the
applicant says orally as opposed to what he or she says on an application. Mercury states that
the ability to verify the accuracy of information provided is a valuable addition to the
underwriting process, and that case law has held that insurérs should perform a thorough
investigation and obtain accurate information by whatever means is available. The
Companies argue that the regulations and statute cited do not deprive an insurer of its ability
to verify statements made by applicants, because Mercury has deemed the phone reports vital
to its ability to accurately underwrite and classify each risk. Mercury has also asserted that
the Company has not cancelled any Good Driver policy merely because a phone inspection
could not be completed. Finally, Mercury disagrees that CIC Section 1861.05(a) applies to
the use of phone inspection reports, because they are an underwriting function. The statute is
a rate law which “deals solely with the rate approval process”. Mercury stated that it no
longer waives phone reports due to workload, which had been occurring at the time of the
exam, and also stated that its process, while governed by some judgment, results in rating that
is appropriate to each insured’s risk characteristics.

Examiner Conclusion: Although Mercury has now discontinued the practice of waiving
phone reports, eliminating the potential for unfair discrimination in this regard, the problems
surrounding the requirement that every risk complete a phone inspection persist. Contrary to
statements made by Mercury, failure to provide information that is designed to verify
information already provided by the insured does not represent a substantial increase in
hazard, nor does it have a substantial relationship to the risk of loss. Mercury has made no
change to correct this problem, and has not re-offered coverage to those risks who were non-
renewed due to this practice. At the time of the report, this issue had not been resolved.

Mercury fails to allow California Good Drivers the opportunity to elect coverage between
each of its three personal automobile programs. Mercury markets its automobile programs
through appointed agents and independent brokers, and accepts Good Drivers into each of its
three programs, written in MIC, MCC, and CAIC. MCC and CAIC offer identical rates and
coverages; the only difference between MCC and CAIC is that CAIC offers a monthly
payment option that is not available in any other program Both Good Drivers and non-good
drivers are eligible for MCC and CAIC policies. MIC offers the lowest rates, with a policy
form that contains minor coverage restrictions. MIC policies are only marketed to California
Good Drivers.

At the time of the exam, MIC policies were sold by appointed agents and brokers under
contract. MCC policies were sold by the same appointed agents and brokers who sold MIC
policies. CAIC policies were sold by some of the same contracted brokers as MIC and MCC,
and also by a separate group of brokers who had access to CAIC as their only Mercury
product. The appointed agents and the remaining brokers under contract were not able to sell
CAIC policies. Consumers shopping on Mercury’s internet web-site are quoted MIC if they
are Good Drivers and MCC if they are not. CAIC is not offered on the internet. As a result, a
Good Driver who purchased his policy over the internet or from an agent or broker who did
not offer, or was not able to offer, all three products is not offered all of the coverages and
terms available.
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The exam also showed that the producers who do have multiple products available to sell do
not consistently disclose coverage and premium differences to Good Drivers seeking a quote.
During the exam, the Department attempted to obtain auto quotes through several different
sources, including Mercury ’s website, agents, and brokers. During the quoting process, it
was noted that the various sources did not disclose coverage or premium differences
between the companies. This can also lead to Good Drivers not being allowed to purchase
the lowest rated policy for which they qualify.

These issues involve MIC, MCC, and CAIC.
CIC Sections 1861.02(b)(1), 1861.05(a), 1861.16(b)
CCR Sections 2360.3, 2360.4 and 2632.14(b)

Summary of Company Response: Although Mercury does not agree that the Department has
statutory authority to disallow multiple rate levels and class plans, the Companies have
historically deferred to this interpretation. Mercury has developed products with differing
levels of coverage to support the multiple rate levels and has filed and received approval for
these rating plans. Mercury has stated that the statutes and regulations cited by the
Department do not prohibit Mercury’s current sales and marketing practices for the following
reasons:

No principle of law requires that all Mercury Insurance Group programs be made
available to all brokers. The Department misconstrues Insurance Code, Section
1861.16(b) to mandate that all agents (representatives is a term applicable to direct
writers, which we are not) have access to all programs within our holding company
group, and we have complied with that misconstruction, but that section explicitly does
not include brokers.

Insurance Code, Section 1861.02(b)(1) is complied with by all of our companies; each is
available to any “good driver” applicant. However, that section contains no requirement
that brokers for each company have access to each of the others...And, once again,
Insurance Code, Section 1861.05(a) only refers to unfair discrimination within an
individual insurer; it does not purport to regulate insurance holding company groups and
rates charged within such groups as a whole... -

Mercury further states that the regulations cited, CCR Section 2360.3, 2360.4, and
2632.14(b), do not apply because each individual insurer within the holding company group
offers the lowest premium available and all terms an conditions of coverage available within
that individual insurer. Finally, Mercury clarified that as of September of 2003, it made
changes to its producer agreements so that no producer offers CAIC as its only Mercury
product. As a result of these changes, all agents or brokers who sell CAIC policies are now
also able to sell MCC or MIC policies.

Examiner Conclusion: The changes Mercury has made to its producer agreements do not fully
resolve the criticisms. Mercury has not agreed to take steps to ensure that each Good driver
1s advised of and allowed to select from the differences in the various products, the
differences in the terms and conditions associated with each, and the difference in the rates
for each product. At the time of the report, these issues had not been resolved.
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Mercury’s personal auto manual allows for the use of underwriter judgment to determine
eligibility for new and renewal non-good driver risks who have six or more driving safety
record points. This fails to comply with the regulations that require insurers to establish and
use eligibility guidelines that are objective, specific, and substantially related to the insured’s
loss exposure. Failure to maintain such guidelines may also allow for unfair discrimination.
In addition, use of judgment to determine eligibility for certain drivers violates the Substantial
Increase in Hazard regulations. These regulations define those incidents that may be
considered a substantial increase in hazard, including patterns of driving record activity that
meet these requirements. The regulations also require that in addition to meeting the listed
driving record criteria, the risk must also fail to be eligible under the insurer’s “then-current
underwriting rules” to purchase a policy. Since Mercury has not established eligibility
guidelines for certain non-good drivers, it may violate these regulations when it makes non-
renewal decisions. The policy review revealed seven policies that were improperly canceled or
non-renewed as a result of the non-compliant guidelines. A similar issue was raised in the
1998 examination, in which Mercury was criticized for failing to follow established eligibility
guidelines. These issues apply to MIC, MCC, and CAIC.

CIC Sections 1861.05(a) and 1861.03(c)(1)

CCR Sections 2360.0(b), 2360.2, 2632.19

Summary of Company Response: Mercury has stated that it does not believe that Proposition
103 reduced underwriting to an activity devoid of judgment, and that non-good drivers are not
protected in the same manner as statutory Good Drivers. Therefore, Mercury believes it is
acting within the law when it utilizes underwriter judgment in these cases, and that such
judgment is necessary to maintain rates at their lowest possible level for all drivers. In
addition, Mercury has expressed that it had Departmental approval following the 1998 exam to
continue using underwriter judgment to determine eligibility for non-good drivers. Mercury
states that at that time, the Department agreed that “...if a technically-eligible applicant has a

_permutation that makes him unacceptable for coverage...the underwriter can reject or

terminate coverage for that risks as permitted by law, but must document his reasons for doing
s0.”

Examiner Conclusion: Mercury’s statement regarding what the Department agreed to -
following the 1998 examination is not complete. The addendum to the report that Mercury has
quoted makes the statement provided in the response. However, the addendum goes on to
state that when making deviations from its guidelines, Mercury will be required to be as
consistent as possible when handling risks with similar characteristics, and that Mercury will
keep its eligibility guidelines updated to assist the underwriters in ensuring consistency.
Mercury has taken no steps to develop objective eligibility guidelines for non-good driver risks
with six or more points to ensure that all such risks will be treated consistently. At the time of
the report, this issue had not been resolved.

The policy review revealed that Mercury will non-renew a personal auto policy if the MVR
shows a violation with no conviction, but for which the insured failed to appear. Under the
law, violations may only be chargeable and used for non-renewal if they have convictions
dates within the most recent 36 months. One policy was found in the policy review which had
been improperly non-renewed due to this practice. The policy was discovered in MCC, but
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Mercury’s explanation for its actions indicates that the practice also impacts MIC and CAIC.
CIC Sections 1861.03(c)(1) and 11580.08
CCR Sections 2632.5(c)(1)(A). 2632.13 and 2632.19

Summary of Company Response: With respect to the general procedure Mercury uses to
handle failure to appear situations, as well as the Department’s contention that statutes and
regulations govern when insurers may non-renew personal automobile policies, Mercury
provided the following statement:

... The underlying statute, Insurance Code, Section 1861.03(c)(1) simply refers to ‘a
substantial increase in hazard.” While the Insurance Commissioner may issue
regulations elaborating on a statute, he is not empowered to exceed its scope. And in
fact, Section 2632.19 simply lists various categories that the Commissioner recognizes
as meeting the definition of a ‘substantial increase in hazard,” or not. Nothing in the
regulation states that it is exclusive, and, in fact, it would assume clairvoyant qualities
on the part if the Commissioner to assume that he can or should attempt to state all
conditions meeting the definition.

Mercury further explained that it believes that it is correct to require those with warrants due
to their failure to pay traffic tickets to pay for the risk that they present.

Examiner Conclusion: Contrary to the Companies’ position, CCR Section 2632.19 does
specify what constitutes a substantial increase in hazard and what does not. Canceling or
non-renewing due to a violation for which there is no conviction does not meet these
requirements. Mercury has not revised its procedure and has not re-offered coverage to the
insured identified in the policy review. At the time of the report, this issue had not been
resolved. :

Correspondence between Mercury and assigned risk insureds revealed Mercury’s intent to
cancel policies for the lack of signed designated person exclusions, or for the failure to
complete a phone questionnaire. The failure to return a named-driver exclusion for another
person or complete a phone questionnaire, in and of themselves, do not make the applicant
ineligible for coverage under the Plan. If the failure to provide information does not make the
applicant ineligible for the Plan, then the policy cannot be canceled. Since the purpose of the
assigned risk plan is to provide insurance to individuals eligible but unable to obtain
insurance through ordinary methods, there are very few eligibility requirements to qualify.
Unless the missing information is necessary to determine eligibility, the company cannot
cancel the policy. No cancellations based on the above practice were observed. This issue
pertains to CAIC.

CCR Sections 2404, 2430, 2431, 2470

Summary of Company Response: Mercury stated that it is not company practice to cancel
CAARRP policies for failure to complete a routine phone inspection, and has removed the
reference to this from the notices that are sent to assigned risk insureds. However, Mercury
does conduct phone inspections of assigned risk insureds, and has not agreed on its ability to
cancel for lack of signed designated person exclusions if additional drivers are d1scovered
during the phone inspection. Mercury stated the following:
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If an insured wishes to exclude a licensed resident from coverage to obtain a lower
premium or maintain acceptability under CCR Section 2431, we feel it is within our
right to require the insured to sign the exclusion document that we have provided to
make it a binding agreement. Without such signature, we feel that we are not receiving
the proper premium for the exposure that we are insuring. This will result in higher
loss costs, which in turn will result in higher premiums for all drivers insured under the
plan.

Mercury further explained that in 1997, it discussed with the Department how an insurer
should handle assigned risk policies when it is determined that an additional driver is in the
household. At that time, the Department advised Mercury that it would be permitted to either
add the driver and rate for the exposure, or exclude the driver. Mercury stated that if a person
has indicated no additional licensed drivers in the household on the application, but such
additional drivers are discovered during a phone interview, it requests that the additional
driver be rated or excluded. If the insured refuses, or fails to return the signed exclusion,
Mercury asks permission of the CAARP plan manager to cancel the policy on the grounds
that the insured obtained the insurance through fraud or misrepresentation. This is allowed
for under CCR Section 2470. The plan regularly grants permission for such cancellations,
and Mercury has, in fact, cancelled “hundreds of insureds for this very reason”.

Examiner Conclusion: As described in Mercury’s response, it would be permissible for an
insurer to rate for an additional exposure presented by an additional driver, or to allow the
insured to exclude the person to avoid the higher premium. In addition, it would be
permissible to cancel a policy once the CAARP plan manager has granted permission, if the
insured committed fraud or material misrepresentation to obtain the insurance. However,
CAARP is the market of last resort. Insureds who are eligible for the plan may not be
cancelled. Failure to return a signed exclusion does not make a person ineligible for the plan.
Mercury does not ask for permission to cancel based on the fact that the insured did not return
a driver exclusion form. Instead, Mercury asks the Plan for permission to cancel due to fraud
or material misrepresentation on the part of the insured. Mercury has made no change to its
practices to correct this problem. At the time of the report, this issue had not been resolved.

6. The examination and a consumer complaint revealed that Mercury requires a person to have a

supporting auto policy with Mercury in order to write the homeowners insurance. During the
rate filing approval process for a rate increase, the Department’s Rate Regulation Branch
advised Mercury that it was not allowable to use the existence of supporting policies to
determine eligibility for homeowners coverage. In or about June of 2002, Mercury withdrew
the underwriting guideline requiring a supporting auto policy from its rate application and
advised the Rate Regulation Branch that it would not require a supporting auto policy in order
to write the homeowners policy.

However, during the exam, Mercury management stated verbally that the Companies never
ceased the practice of requiring the auto policy in order to write the homeowners policy, and
continue to enforce this requirement. This was further supported by a homeowner quote that
the Department attempted to obtain on 'August 29, 2002. Instead of providing a Mercury quote
as requested, the producer provided a quote from a different carrier, stating that, “...she was
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unable to do Mercury because Mercury would dnly write homeowners if you already had their
auto.” :

In accordance with the “Objective Guidelines for rating” regulations, eligibility guidelines
must be substantially related to the insured’s loss exposure. CIC Section 1861.05(2) prohibits
excessive or unfairly discriminatory rates. Mercury has not shown that its rates reflect any
relationship between the loss exposure of homeowners and auto policies. Without supporting
data of a substantial relationship, this practice is considered unfairly discriminatory. In
addition, this restriction unfairly treats similar risks disparately and is considered an unfair
method of competition in violation of CIC Sections 790.06 and 1861.03(a) and the Unruh Act.
Further, Mercury’s marketing plan impedes the ability of good drivers to purchase a Good
Driver Discount policy from the insurer of his or her choice, in violation of CIC Section
1861.02(b)(1). These criticisms involve MCC.

CIC Sections 1861.02(b)(1). 1861.03(a), 1861.05(a), 790.02 and 790.06

CCR Sections 2360.0(b) and 2360.2

Summeary of Company Response: In response to this issue, Mercury states that it believes that
its marketing strategy is legitimate because the Homeowners insurance marketplace is not
subject to even the limited marketing laws and regulations covering the automobile insurance
marketplace, and that there is no law or regulation otherwise precluding Mercury’s marketing
plan. The Companies argue that the Department has no legal grounds under the statutes and
regulations cited to prohibit Mercury’s supporting auto policy requirement. Mercury provided
the following statement:

The Department asserts Mercury’s plan to market homeowners policies only to those
with Mercury automobile policies is unfairly discriminatory, is an illegal eligibility
guideline and a “tying arrangement” in violation of antitrust laws. As a preliminary
matter this issue is currently before the First District Court of Appeal for resolution
and, contrary to the Department’s assertion, this marketing practice is no longer in
effect. Mercury began the practice June 28, 2002 and, as a compromise with the

Department, ceased the practice on August 29, 2002, while Mercury pursues the matter -

in court.

Examiner Conclusion: The trial court sustained the Commissioner’s demurrer on the grounds
that Mercury failed to exhaust its administrative remedies. Mercury has appealed this
decision. The legality of Mercury’s tying arrangement is not the issue under appeal. The
Department continues to hold that the requirement for a supporting auto policy must be
substantially related to the insured’s homeowners loss exposure, which has not been proven,
and is therefore not an allowable eligibility guideline. The Department also holds that
Mercury’s requirement for a supporting auto policy is unfairly discriminatory, and interferes
with a good driver’s right to purchase a Good Driver Discount policy from the insurer of his or
her choice.

In addition, the Department has confirmed that Mercury currently enforces the unapproved
supporting auto business requirement, contrary to its statement that it ceased the practice as of
August 29, 2002. On December 29 and December 30, 2003, the Department made calls to
eight Mercury producers located in the Sacramento, Los Angeles, and San Francisco areas in




an effort to obtain homeowners policy quotes. In each of these eight cases, the producer
advised the caller that Mercury would only be willing to write a Homeowners policy if
Mercury had the auto policy as well. The Department also attempted to get a quote by calling
Mercury’s toll-free number. After selecting the quote option on the voice menu, the call was
automatically directed to a broker who informed the caller that Mercury only sells
homeowners coverage “as a package” with auto coverage. Mercury continues to require a
supporting auto policy prior to writing a homeowners policy. At the time of this report, this
issue had not been resolved.

7. The following observations were noted with respect to the capping of credits:

A. The homeowner rating plan imposes a maximum dollar cap on the percentage of
credits available for higher homeowners’ deductibles. Insureds with higher base
premiums (due to dwelling limit and/or territory) will be subject to the cap, and will
not receive the same premium benefit as similar risks who have selected the same
deductible. Consequently, this practice allows for the application of excessive rates
and may result in dissimilar treatment of similar risks.

B. The commercial auto rating plan provides for an Experience Rating Plan, a Rating
Credit Plan, a Multi-Policy Discount, and a Renewal Policy Discount. Each of
these four rating plans are considered objective and are applied with fixed factors.
However, these rating plans are subject to 2 maximum combined credit of 25% as
opposed to the 45% that would apply if the insured qualified for the maximum
credit under each individual rating plan. The failure to allow for maximum credit
eligibility based on the objective criteria of each separate rating plan is unfairly
discriminatory and allows for excessive rates. There were six policies reviewed
that were not given the maximum credit allowable by the individual rating plans.

These issues apply to MCC.
CIC Section 1861.05(a)

-Summary of Company Response: Mercury states that there are both legal and actuarial
justifications for the capping of credits, and provided the following response:

The applicability of deductible credits are addressed in Mercury’s rate and class
plans. Mercury’s rate and class plans have been approved consistently by the
Department. Once those class plans are approved, Mercury is obliged by law to
apply the credits as approved. [Insurance Code, Section 1861.05(2).] Doing so
cannot be deemed illegal or unfair [Walker v. Allstate(2000) 77 Cal. App. 4™
750,756.] Furthermore, credits are individually calculated in accord with actuarial
principles and they become progressively less valid as they are combined with
other credits; the credits may, and do, measure the same risk factors by different
means. In order to account for this overlap effect, Mercury places a cap on the
credits. If Mercury were to discontinue the use of caps, the credits would be
disproportionately weighted, thereby resulting in the very same discrimination the
Department wishes to avoid.




8.

Examiner Conclusion: Regardless of whether Mercury included information on credit caps
in its prior filings, CIC Section 1861.05(a) also states that rates may not remain in effect if
they are excessive, inadequate, or unfairly discriminatory. The discounts and credits are based
on objective criteria as opposed to judgment. The discount or credit amount developed for
each characteristic should be extended to any insured that qualifies based on the
characteristics that he or she possesses. By applying a cap, individuals who have an identical
risk characteristic may not receive the same quantity of discount. Mercury has made no -
revisions to its rating plans or amendments to its rate filings to address this problem. At the
time of the report, this issue had not been resolved

RESOLVED CRITICISMS

Mercury’s personal auto rating plan allowed for a persistency discount based on the number of
years that the insured has been previously insured either with Mercury or with any other
carrier. This issue applies to MIC, MCC, and CAIC

CIC Section 1861.02(c)

CCR Section 2632.5(d) (11)

Resolution: The Company agreed to re-file and amend the Persistency Discount in accordance
with the Department’s new regulation. Credits will only be allowed at policy renewal to

recognize persistency with Mercury. Mercury submitted this filing to the Department on
January 15, 2003.

9. The memo to the producers advising them of a personal auto non-renewal automatically

10.

includes an offer of acceptability for all good drivers. However, there is no documentation or
evidence that this offer is communicated directly to the insured. Mercury failed to follow its
own practice of offering driver exclusions via a memo to the agent on six policies. Thisis a
repeat criticism from the prior examination. This issue pertains to MIC, MCC, and CAIC.
CIC Sections 1857, 1861.02(b)(1), and 1861.025

CCR Section 2632.12(b)

Resolution: Mercury has agreed to make an offer of acceptability to Good Drivers excluding
the Non-Good Driver on each notice of cancellation and non-renewal. These notices are
issued directly to the insured. This was implemented as of January 2003.

A complete rating plan reflecting final factors and relativities was not filed with the
Department. Consequently, it was difficult to decipher if the rates being used by the
Companies were indeed those that were filed with the Department. In addition, the four
rating scenarios included in the rate filing revealed deficiencies in the rating process by
reflecting incorrect factors or factors that did not exist. Thus, the final premiums denoted by
the examples submitted to the Department via the rate filing were not matching those that

were calculated by the Companies’ rating algorithm currently in effect. This issue involved
MIC, MCC, and CAIC.

CIC Section 1861.01(c)
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11.

12.

Resolution: Mercury has submitted as of January 31, 2003, a complete set of final factors and

relativities for the current filing comply in all future filings. Mercury will also check the
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accuracy of the scenarios provided in future filings.

Mercury was found to be inappropriately considering accidents as chargeable based on a
bodily injury reserve revealed through CLUE reports. In one instance, the Companies failed
to send a letter to the insured requesting additional information. In another case, the
Companies canceled a policy without evidence that money in excess of $500 was ever paid.
In both situations, the Companies failed to investigate the accidents before taking action.
This was a repeat criticism from the prior examination. This issue pertains to MIC, MCC,
and CAIC.

CIC Sections 1861.02(b)(1), 1861.025, 1861.03(c)(1). and 1861.05(a)

CCR Sections 2632.13 and 2632.19

Resolution: Mercury has resolved the chargeability issue with new guidelines. The
Companies will not charge for accidents if the reserves listed on CLUE are set at $0, nor will

. the Companies charge for accidents unless the loss or damage exceeds the $750 threshold.

These guidelines were implemented as of March 1, 2002.

Mercury acknowledges delivery of the California Residential Property Insurance Disclosure
(CRPID) by obtaining the insured’s signature on the application. However, the policy review

revealed documentation of Mercury allowing the waiving of signatures on eleven policies in -

regards to acknowledging receipt of the CRPID. On six other policies, the signature was
merely left blank without any reference to an actual waiver. Without a signed
acknowledgement by the insured, there is no way to verify that the CRPID was delivered.
This issue involved MCC.

CIC Sections 10101 and 10102

Resolution: Mercury has agreed to require signatures on all applications, effective
immediately, and has reminded all staff to adhere to this requirement.

13. The following observations were noted with respect to MCC’s replacement cost valuation

process:

A. The homeowner policy review revealed five policies that were insured well in excess
of 100% replacement cost. Excessive replacement cost ranged from 127% ITV to
155% ITV without documentation to support the overinsurance. In addition, Mercury
no longer notifies its insureds of the possibility of being overinsured. The absence of
a consistent procedure to address overinsurance hinders the insured’s ability to make
an informed decision regarding dwelling coverage.

B. The underwriting guidelines require a minimum of 100% ITV. The policy review
revealed five policies in which dwelling coverage was below 100% ITV, ranging from
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85% to 97% ITV. The failure to follow established underwriting rules and insure
dwellings to a minimum of 100% of replacement cost is unfairly discriminatory.

C. Mercury had failed to prepare ITV worksheets on one niew business policy and five
renewal policies, reflecting the newly adopted replacement cost methodology,
ADVANTEK. The failure to update policies and apply the adopted methodology
consistently to all risks, new and renewal, is unfairly discriminatory.

D. The policy review revealed on four policies, a large discrepancy in square footage
between what was indicated on the application, versus what was indicated on the
inspection. There was a lack of documentation in the files to indicate that Mercury had
reconciled the discrepancy to determine the actual square footage in these cases. This
can ultimately affect the replacement cost value of the property. The failure to
reconcile discrepancies in square footage creates the potential for an excessive or
inadequate rate. '

CIC Sections 1857 and 1861.05(a), CCR Section 2360.6

Resolution: Mercury has agreed to notify its insureds when coverage exceeds 120% of ITV
for the Standard program and 150% of ITV for the Superior program. In addition, Mercury
has reminded its staff that it will not insure a property for less than 100% of replacement
cost. Also, Mercury has established a procedure as of May 20, 2002 for updating
replacement cost valuations periodically to ensure consistency and uniformity. To address
large discrepancies in square footage, Mercury has established a procedure of using a
service, Data Quick, which utilizes tax records, to resolve the issue with the homeowner.

14. The policy file review showed that Mercury was not consistently gathering the information
needed to apply the Gated Community Credit on condominium-owners policies. The policy
review sample included five policies that were eligible for the credit; none received the
discount. The lack of documentation and the failure of Mercury to apply its rating plan
consistently are considered unfairly discriminatory. This problem was found in MCC.

CIC Sections 1857 and 1861.05(a) '
CCR Section 2360.6

Resolution: Mercury has decided to revise the rating plan to discontinue offering the gated
community discount to condominium policies. This will have negligible impact on overall
rate levels since credits were never being applied. A filing to reflect this change was
submitted on February 1, 2003.

15. The homeowner review revealed Mercury’s practice of applying “C-Codes” to policies when
it determines that they have become ineligible for coverage. Under this practice, Mercury
sets the policy to non-renew, and will not make any changes to an insured’s policy that
would increase its exposure. Thus, an insured whose policy has been C-coded cannot
purchase additional limits or coverages. There are no mechanisms in place to remove the C-
Code from those insureds who have regained their eligibility. Consequently, an insured who
has regained his eligibility and whose policy is no longer set to non-renew may still be
refused additional coverage by Mercury. In addition, once a policy has been non-renewed,
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the C-Code stays with that insured in Mercury’s system for three years, which means that
insured cannot get a policy re-written with Mercury until the C-Code expires, even if he or
she meets all new business criteria. This is a repeat criticism from the previous exam. This
issue applies to MCC

CIC Sections 790.02 and 1861.05(a)

Resolution: Mercury has stated that it will now allow insureds to make changes to their
coverages immediately upon the correction of the exposure that was causing the “C-Code”.
Mercury has also advised the underwriting staff that previously C-Coded risks that had been
non-renewed may be resubmitted once the risk meets all eligibility requirements, regardless
of C-Code status.

16. The commercial auto policy review revealed that Mercury excludes shock losses when
determining the loss ratio for the experience rating plan. The rating rules in the manual,
however, fail to address the application of shock losses in the development of the loss ratio
and ultimately the credit to be applied. The lack of a rating rule creates the potential for
unfairly discriminatory rating. This issue applies to MCC.

CIC Section 1861.05(a)

Resolution: Mercury included a rule in the underwriting manual as of December 1, 2002 to
limit the maximum charge for any one loss to $25,000 in the experience rating calculation.

17. The commercial auto application indicates that limousines are unacceptable. However, this
guideline is not reflected in the rating and underwriting manual. The policy review revealed
an exception being made to the above rule if the vehicle was used for pleasure use and there
was no business use exposure. The policy review also revealed Mercury’s failure to
consistently apply the adopted pleasure-use only exception in at least one case, in which the
vehicle was rated for business use. The lack of a written eligibility guideline that is consistent
with the application and the inconsistency in the underwriting process can allow for the
dissimilar treatment of similar risks. This issue involves MCC.

CIC Section 1861.05(a)

Resolution: Mercury has agreed to update the underwriting manual and the application to
clarify that pleasure-use only limousines are eligible, but must be submitted unbound. This
will allow Mercury to determine appropriate usage prior to binding coverage. ThlS was
completed as of December 1, 2002.

18. The Rating Credit Plan allows for a 3% credit for each of the specified risk characteristics in
which a risk qualifies. To be eligible, the premium must exceed $7,500 and the applicant
must have been in business for three years. Total credits under this rating plan may not
exceed 15%. Six commercial auto policies contained errors in the application of the Rating
Credit Plan. These errors included:

»  Incorrect amount of credits applied
" Failure to apply credits

28




19.

" Change in credits were unsupported
. The use of an incorrect credit worksheet

This issue applies to MCC.
CIC Sections 1857 and 1861.05(a)
CCR Section 2360.6

Resolution: Mercury has addressed the need for proper application of the Rating Credit Plan
with its staff through additional training.

Mercury failed to give the required 30 day legal notice for cancellation on 24 commercial auto
policies. This issue involves MCC.
CIC Section 677.2

Resolution: Mercury had inadvertently programmed the system to provide less than the
Code-mandated time for cancellation notices. This error was corrected as of
September 9, 2002.
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STATE OF CALIFORNIA o - HARRY W. LOW., Insurance Commissioner

DEPARTMENT OF lNSURANCE :

Field Rating and Underwriting Bureau
300 S. Spring Street, 11" Floor

Los Angeles, CA 90013

(213) 346-6770

October 20, 2000

The Honorable Harry W. Low
Insurance Commissioner

State of California

45 Fremont Street

San Francisco, California 94105

Honorable Commissioner:

Pursuant to instructions, an examination was made of the rating and underwriting

practices and procedures in California of the Mercury Insurance Companies, consisting of:

MERCURY INSURANCE COMPANY (NAIC #27553),
MERCURY CASUALTY COMPANY (NAIC #11908),
CALIFORNIA AUTOMOBILE INSURANCE COMPANY (NAIC #38342),
CALIFORNIA GENERAL UNDERWRITERS INSURANCE COMPANY (NAIC #31046),
and

AMERICAN MERCURY INSURANCE COMPANY (NAIC #16810)

Hereinafter referred to collectively as Mercury (Mercury Insurance Companies), or
individually as MIC (Mercury Insurance Company), MCC (Mercury Casualty Company), CAIC
(California Automobile Insurance Company), CGUIC (California General Underwriters

Insurance Company), and AMIC (American Mercury Insurance Company).
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CGUIC and AMIC were exempted from the examination’s i)olicy file review. CGUIC has

no California premium earnings, and AMIC is currently generating less than $2,500,000 in

premiums, which is not enough to warrant a policy file review.
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SCOPE OF THE EXAMINATION

This examination covered the underwriting and rating practices applied by Mercury to its
homeowners multiple peril, personal aut;)mobﬂe, commercial multiple peril, and commercial
automobile insurance programs during the period January 1, 1995 to July 2, 1998. The
examination was made to discover, in general, if the operating procedures adopted by Mercury
for these pro grams conform to provisions of the California Insurance Code (CIC) and the -
California Code of Regulations (CCR).

To acoompiish the foregoing, the examination included: |

1. A review of the rates, rating plans, forms, and underwriting rules made or
adoptéd by Mercury for use in California, including a review of records of
data, statistics, or information maintained by Mercury in support of, or relating

to, such rates, forms, and rules.

2. A review of the application of such rates, forms, and rules by means of an
examination of policy files and related records.

The examination was primarily conducted at Mercury’s branch office in Brea, California.
Brief visits were also made to Mercury’s branch offices in Westlake and Riverside, Caliform'a,'

for the purpose of performing personal automobile policy file reviews.
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ORGANIZATION AND OPERATION

METHOD OF DOING BUSINESS

Mercury markets its insurance products in both Southern and Northern California through
the sales offices 0of 817 members. of the American Agency System. Approximately 12% of these
insufance producers have been appointed by Mercury as independent agents. The remaining
producers contract with Mercury as insurance brokers.

The brbkers are subject to substantially the same direction and control from Mercury as are
the agents. Both the agents and the brokers use the saﬁe rating and underwriting manuals and
follow the same application submission requirements. The agents and brokers also have similar
written contracts with Mercury. Moreover, Mercury will not accept applications from any broker
who does not have a contract with Mercury.'

From a marketing standpoint, Mercury does not make any significant distinction between

‘the brokers and the agents. Mercury represents the brokers as “independent agents” in its print

and radio advertisements and has requested that the brokers rebate their broker fees when
handling business that they know has been generated by Mercury rate comparison
édvertisements. Moreover, the brpkers use the same Mercury application forms as do fhe agents
and have Been invested with the same 7-day binding authority. The brokers are also authorized
by Mercury to quote premiums and issue financial responsibility certificates on its behalf.

The extent of Mercury’s direction and control over the brokers in the submission of
applications, Mercury’s representation of the brokers as independent agents, and the binding
authority that Mercury has invested in the brokers are altogether inconsistent with the CIC

Section 1623 brokerage definition. The brokers are therefore held to be operating as de facto
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agents under CIC Section 1621.

Mercury’s misrepresentation of the brokers has resulted in at least three violations of the
insurance statutes. A description of these violations is provideci below.

1) The brokers are charging broker fees for rendering the same services and coverage to -
Mercury’s msureds that the agents provide. This being the case, insureds who purchase
insurance coverage through the.brokers are likely to pay more for their insurance policies than
they would have had they bought their policies through agents. . Given that the brokeré are
operating as de facto agents under CIC Section 1621, the cost differential that is created by the
added broker fees is ineciuitable to insureds and violates CIC Section 1861.05(a).

2) Mercury’s print and radio advertisements advise the reader/listener that he can obtain a
quote from one of Mercury’s “independent agents.” Mercury’s portrayal of the producers as

independent agents is misleading given that a) Mercury has a brokerage contract with most of the

- producers, and b) the brokers can charge broker fees for the business that'is generated from all

non-rate comparison advertisements. When the brokers charge broker fees to individuals who
have been misled by Mercﬁry advertisements into thinking that they would be transacting
business with independent agents, the misrepresentaﬁons transiate into violations of CIC Section
790.03(b). |

3) Mercury has not filed notices of appointment with the California Insurance Department
(CDI) for the brokers. Given that the brokers are operating as de facto agents, Mercﬁry’s failure
to file the appointments is a violation of CIC Se.ction 1704(a).

These violations will be referred to the CDI’s Legal Division for review.
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AUTHORIZED LINES OF BUSINESS

A

The Mercury Insurance Companies are authorized by the CDI to fransact the classes of

business denoted below:

® N LA W

9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
19.6
20.

Life

Fire

Marine

Title

Surety

Disability

Plate Glass

Liability

Workers’ Compensation
Common Carrier Liability
Boiler and Machinery
Burglary

Credit-

Sprinkler

Team and Vehicle
Automobile

Mortgage

Aircraft

Mortgage Guaranty
Legal Insurance
Miscellaneous

MIC MCC
X X
X X
X X
X X
X X
X X
X
X
X X
X
X X
X :
X X
X
X X

(@)

CAIC CGUIC AMIC
X X
X X
X X
X
X X
X X X
X X
X
X X
X
X
X X
X X X
X
X X
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DISTRIBUTION OF WRITTEN PREMIUMS

The following tables show the direct written premiums for the Mercury Insurance

Companies by line of business for 1997. The figures are derived from the Statutory Pages 14 of

the 1997 Annual Statements that Mercury filed with the Insurance Commissioner. The table for

CGUIC has been omitted because the company did not write any business in 1997.

Distribution by Line of California Direct Premiums Written in 1997

Lines of Business

Fire and Allied Lines
Homeowners Multi Peril
Commercial Multi Peril
Earthquake

Other Liability

Priv Pass Auto Liability
Priv Pass Auto Phys Dmg
Commercial Auto Liability
Commercial Auto Phys Dmg
Totals

Lines of Business

Fire and Allied Lines
Homeowners Multi Peril
Commercial Multi Peril
Earthquake

Other Liability

Priv Pass Auto Liability
Priv Pass Auto Phys Dimg*
Comimercial Aunto Liability
Commmercial Auto Phys Dmg
Totals

, MIC MCC
Amount % of the Amount % of the
Wriiten Total Written Total
$ 0 0.0% $ 756,531 0.3%
0 0.0 8,741,761 3.1
0 0.0 8,882,289 32
0 0.0 793,793 0.3
0 0.0 732,670 0.2
471,160,520 67.7 150,024,469 534
234,743,243 333 74,914,514 26.7
0 0.0 28,177,543 10.0
0 0.0 7.965.029 2.8
$705,903.763 100.0% $280.988.599 100.0%
CAIC AMIC
Amount % of the Amount % of the
‘Written Total Written Total
5 0 0.0% 3 0 0.0%
0 0.0 0 0.0
0 0.0 0 0.0
0 0.0 -0 0.0
0 0.0 0 0.0
9,259,516 100.0 0 0.0
2,187 0.0 2,285,699 100.0
0 0.0 0 0.0
0 0.0 0 0.0
$ 9261703 _100.0% $ 2285699 100.0%

* AMIC’s pﬁvate passenger automobile physical damage premiums are derived from its Mechanical

Breakdown Program.
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LOSS EXPERIENCE ST UDIES
The table shown below displays the consolidated California adjusted loss ratioé for the
Mercury Insurance Companies, by line of business, for calendar years 1995, 1996, and 1997,
combiﬁed, based on data from the Statutory Pages 14 of the Annual Statements on file with the

CDL

The tables shown on the following two pages display each company’s California adjusted

loss ratios for calendar years 1995, 1996, and 1997, combined. AMIC’s table shows adjusted
loss rgtios for 1997, oply, because the Mercury Insurance Companies acquired AMIC in January
of that year. The table fof CGUIC has been omitted because CGUIC did not generate any
‘premiums in 1995, 1996, or 1997.

When pertinent, references will be made in the report to the loss ratios displayed in these

tables.
MERCURY INSURANCE COMPANIES, CONSOLIDATED
Loss Experience by Line
For the Years 1995, 1996, and 1997, Combined
™ ) 3)
Direct Direct " Loss

" Premiums Losses Ratios
Lines of Coverage . Earned Incurred %
Fire and Allied Lines $ 2,008,091 $ 701,433 34.9%
Homeowners Multi Peril 17,354,576 7,440,269 42.9
Commercial Multi Peril 25,507,327 7,840,065 30.7
Earthquake 3,003,450 3,018,436 100.5
Other Liability. - 1,107,597 72,651 6.6
Priv Pass Auto Liability - 1,471,839,288 671,932,125 45.7
Priv Pass Auto Phys Dmg 676,830,714 469,441,071 69.4
Commercial Auto Liability 72,132,128 30,283,259 42.0
Commercial Auto Phys Dmg 19,425,683 8.294.144 42.7
Totals $2,289.208.854  $1.199.023.453 52.4%
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MERCURY INSURANCE COMPANY
Loss Experience by Line
For the Years 1995, 1996, and 1997, Combined

(1) @) 3)
Direct Direct Loss
Premiums - Losses Ratios
Lines of Coverage Earped Incurred %o
Fire and Allied Lines $ 0 - ¥ 0 0.0%
Homeowners Multi Peril 0 0 0.0
Commercial Multi Peril 0 0 0.0
Earthquake 0 0 0.0
Other Liability 0 0 0.0
Priv Pass Auto Liability 1,066,130,227 472,204,388 44.3
Priv Pass Auto Phys Dmg 494,139,304 339,858,713 68.8
Commercial Auto Liability -0 0 0.0
Commercial Auto Phys Dmg 0 0 0.0
Totals $1.560.269.531 $ 812.063,101 52.0%
MERCURY CASUALTY COMPANY
Loss Experience by Line
For the Years 1995, 1996, and 1997, Combined
1) (2) 3)
Direct Direct Loss
Premiums Losses Ratios
Lines of Coverage Earned Incurred %
Fire and Allied Lines $ 2,008,091 § 701,433  34.9%
Homeowners Multi Peril 17,354,576 7,440,269 42.9
Commercial Multi Peril 25,507,327 7,840,065 30.7
Earthquake 3,003,450 3,018,436 100.5
Other Liability 1,107,597 72,651 6.6
Priv Pass Auto Liability 363,621,975 182,754,254 50.3
Priv Pass Auto Phys Dmg 170,000,605 121,831,756 71.7
Commercial Auto Liability 72,132,128 30,283,259 42.0
Commercial Auto Phys Dmg 19.425.683 8.294.144 42.7
Totals $ 674161432 § 362236267 _53.7%
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CALIFORNIA AUTOMOBILE INSURANCE COMPANY
Y.oss Experience by Line
For the Years 1995, 1996, and 1997, Combined

ey @
Direct Direct
_ Premiums Losses
‘Lines of Coverage Earned Incurred
Fire and Allied Lines 8 0 3 0
Homeowners Multi Peril 0 0
Commercial Multi Peril 0 0
Earthquake 0 0
Other Liability 0 0
Priv Pass Auto Liability ' 42,087,086 16,973,483
Priv Pass Auto Phys Dmg 10,681,122 6,225,180
Commercial Auto Liability ‘ 0 0
Commercial Auto Phys Dmg 0 0
Totals $ 52,768,208 $ 23.198.663
AMERICAN MERCURY INSURANCE COMPANY
" Loss Experience by Line
__For the Year 1997
@ @
Direct Direct
Premiums Losses
Lines of Coverage Earned Incurred
Fire and Allied Lines $ 0 $ 0
Homeowners Multi Peril 0 0
Commercial Multi Peril 0 0
Earthquake 0 0
Other Liability 0 0
Priv Pass Auto Liability 0 0
Priv Pass Auto Phys Dmg* 2,009,683 1,525,422
Commercial Auto Liability 0 0
Commercial Auto Phys Dmg ' 0 0
Totals $ __ 2.009:683 $- 1,525,422

e These premiums are derived from AMIC’s Mechanical Breakdown Program
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(3)
Loss
Ratios
(%
0.0%
0.0
0.0
0.0
0.0
40.3
58.3
0.0
0.0

44.0%

3)
Loss
Ratios
Y%
0.0%
0.0
0.0
0.0
0.0
0.0
75.9
0.0
0.0

75.9% -




ADVERTISING MATERIALS

Mercury has issued or approved numerous advertisements that encourage people to obtain
a quote from one of Mercury’s “independent agénts.” Some of these advertisements identify
speéiﬁc producers byvnam.e. Others reference the producers representing Mercury collecfively as
a group. The examination showed, however, that most of the producers who are mentioned in
the advertisements, either specifically by naﬁe or collectively as a gfoup, contract with Mercury
as brokers -- not-as agents.

Because appointed ageﬁts can not lawfully charge broker fees, the advertisements’
reference to Mercury’s producers as “independent agents” implies that respondents will not be
charged broker fees if they purchase iﬁsurance coverage from Mercury. However, this is nbt
glways the case. Mercury has requested that the brokers rebate their broker fees when
respondents are referred to them via épecial 800 and 888 telephone numbers that Mercury has
established for certain rate comparison advertisements, or when respondents mention that they
é,I‘G responding to a Mercury rate comparison advertisement. But, Mercury has not requested that
the brokérs rebate their broker fees for any other advertisements. In other words, the brokers are
under no obligétion to rebate their broker fees if respondents contact them directly and do not
ﬁention that they are responding to a Mercury rate comp arison advertisement.

The édvertisements’ portrayél of the brokers as independent agents violates CIC Section |
790.03(b) when the b£okers charge broker fees for the business that is generated from the
advertisements.

This violation will be referred to the CDI Legal Division for review.
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COMPLAINT TREND Aﬁi&LYéis

The examination included a review of the 142 underwriting and fating—related complaints
that MIC’s and MCC’s customers registered with the CDI over an eleven month period
beginning J. ahuary i, 1997. Sixteen (11%) of these complaints concerned MIC’s and MCC’s
upward adjustments of personal automobile inéurance premiums at policy issua;nce. |

A study was done of MIC’s and MCC’s premium adjustment procedﬁres. It was found .
that the producers sometimes included certain discounts in their quotes béfore they had obtained
the documentation required to substantiate these credits. The producers then submitted the
applications, minus the supporting documentation, to MIC and MCC. Upon receipt of some of
thec;‘,e applications, the companies immediately uprated the premiums on the basis that they had

not received the supporting documentation.

MIC and MCC are ultimately responsible under CIC Section 1861.05(a) for ensuring that .

the premium >quotation service that they provide to the public is relatively free of error. If
producers submit applications without the docu:tﬁentation needed to substantiate the discounts
that they have included in the premium quotations, then MIC and MCC need to give the insureds
sufficient time to produce these. documents before adjusting their premiums.

MIC and MCC have not proposed any solutions for minimizing the incidence of upward
premium adjustments. This matter has therefore been referred to the CDI Legal Division for
review.

The remainder of the complaints did not indicate any error trends. However, specific
attention was paid during the rating and underwriting examination to the additional issues

mentioned in the complaints,




POLICY SAMPLE REVIEWED

A represenfative sample of the policies issued by the Meréury Insurance Companies was
reviewed to determine if the companies were properly énd consistently applying their adopted
rules, rates, and rating plans. The policies were selected at random. Details concerning the
policy file review fmdings are discussed later in the report under gach line of bﬁsiness heading.

In general, policies céntaim'ng errors that had produced premium overcharges were
corrected by endorsement, and the overcharges were refunded to the insureds. Policies that were
cited for undercha.rgeé or errors that had no premium impact were marked for corrective action at
renewal.

Policy errors are categorized in this report as either rating or non-rating errors. Non-
rating errors include documentation omissions, forms mismanagement, and other errors that do
not directly impact the premium, as well as errors that have‘ resulted in premimﬁ differences of
less than $5.00 or 1% of the policy premium, whichever is greater. All other errors that impact
the premium are categorized as rating errors. |

The Exam Results Summary Table at thé top of the next page provides a breakdown, by
program, of the number of policies that We.re reviewed, the number of policies that were found to
contain rating and/or non-rating errors, and the resulting error ratios. Additional information
concerning the errors presented in this table is provided under the individual line of business

headings of the report.

b
(SN}




( I

EXAM RESULTS SUMMARY TABLE

No.of No. with No. with
Policies  Rating Error  Non-Rating - Error
Programs Reviewed Errors Ratio (%) Errors Ratio (%)
Homeowners Multi Peril 49 o1 2.0% 0 0.0%
Private Paésenger Auto : :
Voluntary 97 5 52 2 2.1
Assigned Risk 25 1 4.0 2 8.0
Commercial Auto 49 8 16.3 14 28.6
Commercial Multi Peril 46 _ 5 10.9 23 50.0
Totals 266 20 7.59 41 15.4%
HIGH ERROR RATIO

Errors ratios that exceed 5% for personal lines and 10% for commercial lines are
considered to be high. High ratihg error ratios were noted during a review of policies written in
the fdlowiﬁg programs:

Commercial Automobile
Commercial Multiple Peril

Because the 5.2% voluntary personal automobile policy file error ratio is not substantially

excessive, it has not been identified as a high error ratio. |
High noﬁ-rating error ratios were identified in policies written in the following programs:
Assigned Risk Private Passenger Automobile

Commercial Automobile
Commercial Multiple Peril
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High error ratios are deemed to be evidence of unfaiﬂy dis;criminatory practices that are in
violation of CIC Section 1861.05(a).

To reduce the high error ratios, Mercury will take the following steps:

- Personal Lines
CAIC will amend the questionnaire and upgrade the audit system that it uses for underwriting

and rating assigned risk private passenger automobile policy files.

Commercial Lines

MCC will revise its commercial automobile rate filing to eliminate schedule rating deficiencies
and will automate its Commercial Multiple Peril Department within the next eigﬁteen months.
Additionally, MCC will impose tightér controls over the application of filed deductibles and

rates.




COMMISSION LEVEL STUDY

A study was made of the average, standard, and filed commission levels maintained by

the Mercury Insurance Companies in 1997 for each of the programs described in this report for

‘the purpose of ascertaining whether the commissions paid by the companies for these programs

were consistent with the commission percentages recorded in the companies’ rate filings. The
study revealed that there were no significant variances between the average commissions that the
companies paid the producers, the standard commission levels that the companies established for

the programs, and the commission percentages that the companies filed with the CDL
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HOMEOWNERS MULTIPLE PERIL

ADOPTED RULES, RATES, AND FORMS

Homeowners Coverage (HO3)

Rate filing date: January 5, 1993

Rate pages edition date: January 1, 1993

Tenants Coverage (HO4)
Rate filing date: January 5, 1993
Rate pages edition date: January 1, 1993

Condominium and Townhouse Unit Owner Coverage (HO6)

Rate filing date: J anuary 5, 1993

Rate pages edition date: J. anuar}; 1, _1993

MCC offers three homeowners multiple peril insurance products: the HO3 homeowners
coverage, the HO4 tenants coverage, and ‘the HO6 condominium and townhouse unit owner
coverage. The company writes the HO3, HO4, and HO6 homeowners insurgnce coverages on a
monoline p.olicy basis or as a.compone'nt of the personal package policy. ’Ifhe personal package
policy, known as the Personal Protection Package, is compri.sed of homeowners multiple peril
and personal automobile insurance, and may include umbrella coverage; also.

MCC uses a modified Insurance Services Office (ISO) coverage form and independently-
developed endorsements. The rates were developed by the company.

The company adopted a list of regh‘icted zip codes in July 1996 for its HO3 product.
When asked about the list, management stated that MCC had discontinued writing HO3 policies

for dwellings located in the restricted zip codes because its earthquake insurance writings had




met or exceeded its capacity for thesé areas. The compangf discontinued using the list on'April 1,
1998, whgn it began writing earthquaké insurance under the California Earthquake Authority
rating plan.

The examination disclosed that several aspects of MCC’s homeowners multiple peril
program are inconsistent with California insurance statutes. Management has agreed to resolve
all findings except item numbers 2, 6(A), 6(B), 7(A), and 8(B), and will implément the needed
corrections within 60 days of the examination report filing date. The unresolved findings will be
referred to the CDI Legal Division for review.

A description of the examination findings is presented below along with a summary of
management’s written reply.

1. MCC informed the producers of two homeowners policies that the deductibles had to
be increased due to the insureds’ past losses and that the policies would be non-renewed if the
deductibles were not increased. .In both cases, MCC raised the deductibles mid-term once the
producers had reported to the company that the insureds had been advised of, or assented to, the
mandatory deductible increases. The deductible increases were implemented 265 and 128 days
into the policy periods, respe'ctively.

By processing the deductibles during the policy term rather than at renewal, MCC
unilaterally reformed the policy contracts. These reformations violated CIC Sections 678 and
1861.05(a). |

Inresponse to this finding, management stated the following:

“It has long been Mercury’s policy that any changes in deductibles at our

request will only be made effective as part of the next renewal offer. This has
been reiterated to all personnel in that (homeowners insurance) department.”
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2. Ina Novembér 6, 1997 letter to the CD], compafiSf mar;égement agreed to “revise our-
homeowners undérwriting guidelines (éo that) two unrelated individuals residing together will no
longer be unacceptable.” This agreement was prompted by a finding that MCC had declined to
write a homeowners policy for two unrelated men who were co-owners of a dwelling. As stated
in the CDI’s June 23, 1997 letter to management, MCC’s refusal of the men’s application
violated CCR Section 2560.3, which prohibits insurers from “Denying, cancelling or refusing to
renew coverage, or providing coverage on different terms, because the inspred or prospective
insured is residing with another person or persons not related to him or her by blood or
marriage.” |

The examingtion disclosed that MCC has not yet fully implemente(i the terms of the
November 6, 1997 agreement. The company has not amended its underwriting guideline, which
still states: “The named insured mﬁst be an individual or an individual and résident spouse to be
eligiblé.” Nor has the company issued a written statement to its producers concerning the
agreement. Also, the company is known to have violated the agreement in May 1998 when it
non-renewed a policy in violation of CCR Section 25 60.3. |

In response to this finding, management stated the following:

“A bulletin will be issued that two unrelated individuals residing together will

be acceptable as agreed. This has been our policy since November 6, 1997.

The file mentioned, HO 12019156, was effective 6/24/97, and set to non-

renew 9/17/97 -- prior to our agreement 11/6/97.”

The bulletin proposed by management is not an adequate substitute for the revised

guideline that management promised in its November 6, 1997 letter to the CDI. This finding is

therefore unresolved and will be referred to the CDI LegaliDivision for review.
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'3. MCC’s underwriting guideliﬁes contain one othé':r inelféibility rule that discriminates
against individuals based on their mari;cal status: that is, “Single renters residing in a single
family dwelling ére not eligible” to purchase renters pc'>licies. Given that there is no comparable

‘ restriction ai)pﬁed to Iri&rried individuals, the rule violates CCR Section 2560.3.

Management will delete this ineligibility rule from the manual.

4, MCC”s underwriting guideline states: “If the Gated Community credit is allowed, no
further credits, 'including the Newer Home credit..., will b'e. allowed.” In practice, however, the
company has been awarding both the thed Community credit and the Newer Home credit to
deserving insureds.

In response to this finding, management stated the following:

“This is a misstatement in the underwriting manual and will be corrected. The
filed rate plan is consistent with our current practice.”

5. MCC’s “Basic Policy Information Précessing” computer screen includes a space for
recording the insured’s national origin. The inclusioﬁ of the national origin information on an
underwriting screen is a violation of CIC Section 679.72.

For correction, management will block the national origin data field from the computer
screen.

6. MCC “c-codes” the monoline homeowners and personal package policies of insureds
when it determines that they have become ineligible for coverage. Once an insured’s policy has
been c—codéd, MCC will not make any changes to the policy that would increase its exposure. In
other words, an insured whose policy has been c-coded can not purchase increased limits or

additional coverages for his policy.
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The following observations %?vere made conceming MCC’;; c-coding practice:

A. MCC does not non-renew or cancel every monoline homeowners and personal
package policy that has been c-coded. This being the case, it is possible fhat an insﬁred may
regain his eligibility after his policy has been c-coded. However, MCC does not ﬁave a
procedure in place for identifying each such insured and removing the c-code. Consequently, a
c-coded insured who has regained his eligibility may still be refused additional coverage by his
producer or MCC. Such inequitable treatment violates CIC Section 1861 .QS(a) and is censurable |
under CIC Section 790.06.

In response to this finding, management sta.ted the following:

“For non-good driver risks who are canceled or non-renewed, we propose to

inform our agents as to the expiration of the c-coding by simply stating: ‘Do

"not submit until risk qualifies.’”

Management’s proposal does not address homeowners insurance, nor does it benefit
non-good drivers who regain their eligibility during the policy period. The finding is therefore

.unres_olved and has been referred to the CDI Legal Division for review.

B. MCC has not adopted a written guideline for regulating the c-coding of monoline
homeowners and personal package policies. In the absence of such a guideline, MCC can not
ensure that the c-codes are applied consistently and eciuitably among similar insureds. The
inconsistent application of the c-code among similarly-situated risks would violate CIC Section
1861.05(a) and would be censurable under CIC Section 750.06.

In response to the foregoing, management stated the following:

“The underwriters will be given written instructions that all policies will be c-
coded when set to non-renew.”
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Management’s proposed instruction is open-ended ihsofar‘::as. it is silent as respects other
situations for which thé c-code is currently being applied; i.e., can;:ellat.ion decisions,
underwriting judgement, et cetera. The proposal is therefore insufficient to cure the code
violations.

This finding is unresolved and will be referred to the CDI Legal Division for review.

7. After it has received an insured’s homeowners or personal package insurance
appliéaﬁon, MCC attempts to contact the insured for the purpose of conducﬁng a telephone
survey.

The following observations were made concerning the survey:

A. MCC will cancel a monoline homeowners or personal package policy if the inéured
does not provide answers to questions on the telephone survey that MCC considers to be
necessary for accurate underwriting. However, a review of the telephone survey form showed
that it does not provide MCC with material underwriting information beyond what is already
requested on the application. Assuming that the insured’s application has been completed in its
entirety, MCC can not reasonably.cite a lack of material underwriting information as its reason
for canceling a policy when it is unable to conduct a standard telephone survey.

Currently, MCC has no written gﬁidelines by which to ensure that the telephone survey
will be waived when the insured’s applicéltion has been completed in its entirely and MCC has
been unable to conduct the telephone survey. The cancellation of a policy by reason of the
insured’s nonparticipation in the telephone survey would, under such conditions, violate CIC
Section 1861.05(a).

In response to this finding, management stated the following:

“The telephone survey is used not only to verify information on the application
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(helps to minimize uprates ai.ﬁd:downrates) but also"to get information that has
been omitted. The question of whether the telephone survey provides material
information is one to be determined by an underwriter. Obviously, if we
believed that the significant expense and time involved in telephone surveys
simply resulted in information that was immaterial or irrelevant, we would
discontinue this 20 year old practice...we do not always get accurate and/or

_necessary information to accurately rate, qualify, or verify the risk...It is our

position that CIC Section 1861.05(a) applies only to rates.”

This ﬁnding is unresolved and will be referred to the CDI Legal Division for review.

B. MCC has been requesting that insureds call its telephone survey center when it has
been unsuccessful in reaching them for the telephone survey. To make this process more
convenient and less costly to insureds, MCC will provide them with its toll-free telephone
number and offer them the same extended hours that it offers to the assigned risk automobile
insureds.

8. The following observations were made concerning MCC’s application of the
California Farthquake Authority plan and related insurance statutes:

A. The policy file review included an audit of eight monoline/package policies that had
been issued for annual coverage terms on or after April 1, 1998, when MCC first began writing
earthquake insurance coverage under the California Earthquake Authority rating plan. A study of
the Earthquake Acceptance/Rejection Offers that the producers had presented to the eight
policyholders showed that an incorrect earthquake insurance premium had been recorded on five
(63%) of the eight forms. A sixth Earthquake Acceptance/Rejection Offer did not include a
stated premium. In other words, correct earthquake insurance premiums were recorded on two
(25%) of the eight Earthquake Acceptance/Rejection Offers that were reviewed. The high error

ratio (75%) violates the disclosure requirements of CIC Sections 10081 and 10082.

In response to this finding, management stated the following:
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“The initial earthquake premium is quoted by the agent. The files audited were

among the first submitted with Mercury as a CEA servicing carrier. The
agents are now more familiar with the system, plus marketing and
underwriting have been active in agency CEA training. This should resolve
the problem on future policies.”

B. MCC does not begin issuing the Notice of Non-Coverage for Earthquake until the
second policy renewal. In other words, MCC waits until the insured has rejected the first and
second earthquake insurance offers before it issues the first Notice of Non-Coverage for
Earthquake. The company’s practice of waiting until the second policy renewal to issue the
Notice of Non-Coverage for Barthquake is inconsistent with CIC Section 10086.1, which
requires that the company issue the notice the year following the insured’s rejection of the
earthquake offer.

In response to this finding, management stated the following:

“Our interpretation of CIC Section 10086.1 is that the notice of non-coverage

need be filed only every other year. Thius the notice is required only on new

business, and the second, fourth, etc. renewal.”

In evaluating management’s reply, it is important to note that MCC does not issue the
Notice of Non-Coverage for Earthquake to new policyholders. Consequently, the company does
not begin sending the notice to insureds until the second policy renewal. This fact was confirmed
by management during the policy file review.

This finding is unresolved and will be referred to the CDI Legal Division for review.

C. Contrary to CIC Section 10089.2, MCC has not been providing insureds with a free-
standing notice that discloses the earthquaké premium discounts that they have not already

received.

Management will develop a free-standing notice of the earthquake discounts that are




available to insureds.

Personal Umbrella Progsram

The examination of MCC’s homeowners multiple peril insurance program included a
review of the company’s personal umbrella underwﬂﬁng and rating rules. The findings listed
i below were developed during fhe course of the review. The findings have not been resolved, and
therefore will be referred to the CDI Legal Division for review.
1. MCC’s umbrella occupational eligibility rule includes a list of 26 occupations that are

labeled “U” for unacceptable. A partial list of the unacceptable occupations is provided below:

Artisans Junk dealers = Bartenders
Longshoremen Domestics Garbage collectors
Military Iron workers Door-to-door salesmen

The “U” designatibns are discriminatory; accordingly, MCC was requested to provide
actuarial justiﬁcati/on for each “U”-labeled occupation.
In response, management stated the following:
“Tt is our position that CIC Section 1861.05(a) applies to rates only, not
acceptability. We use underwriting judgment to determine acceptability as
long as we do not violate any statute or regulation.”
This finding is unrésolved and will be referred to the CDI Legal Division for review.
2. MCC’s umbrella occupational eligibility rule also includes a list of 6 occupations that
are labeled “S” for “submit non-bound.” These occupations are as follows:
Artists
Emergency vehicle drivers
Automobile claims adjusters employed by other insurers
People who are self-employed and working out of their homes

People who are unemployed
People who work out of their homes and have one source of income
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Personal umbrella applications that are submitted for individuals who are employed in

occupations that are not labeled “S” are bound by the producers provided the applicants qualify

- for coverage under the company’s other umbrella program guidelines. The company requires

that the applications of individuals employed in “S”-labeled occupations be submitted non;bound
so that the company can decline the applications if it determines that the applicants are
unacceptable. Some of the criteria that ﬁle company uses to evaluate these applications are
unwritten, é violation of CCR Section 2360.2.

The ejlcposures of the “S”-labeled OCcupatioﬁs are not unique to these occupationsj By
targeting these oceupations for special review, the company is failing to apply its underwriting
criteria uniformly across all occupations. This being the case, the company is discriminating
unfairly against.“S”-labeled occupations, and is thereby violating CCR Section 2360.2 and
CIC Secti'ons 790.06 and i861.05(a). |

| In response to this finding, management stated the following:

“Tt is our position fhat CIC Section 1861.05(a) applies to rates only, not

acceptability. We use underwriting judgment to determine acceptability as

long as we do not violate any statute or regulation.”

This finding is unresolved and will be referred to the CDI Legal Division for review. B

3. The umbrella underwriting guideline instructs fhe producer to submit the application
of a physically-impaired individual -- that is, an applicant who is diabetic, a cardiovascular
patient, or who suffers from some other medical condition -- to MCC as non-bound. The
guidéling further states that MCC may rc_aqujre that the physically-impaired applicant provide
MCC with a medical examination report before the company will issue him an umbrella policy.

However, the company has not adopted a written rule by which the underwriters can determine
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when they are to request a medical reApQr‘t.‘ Without this rulé, there is no assurance that the
underwriters will require a medical report from every individual who has a medical condition
comparable in type or degree to that of other individuals from whom reports have been requested,
which in turn creates the possibility that the underwriters might decline to write umbrella
coverage on the basis of an individual’s medical condition without first attempting to obtain his
medical examination report. In fact, the company recently rejected an umbrella insurance |
applicaﬁbn for a man and his family without first requesting such a report. A note in the
company’s file states: “Heart condition. Doesn’t qualify.” There was no information in the file
that conclusively showed tﬁat the man was ineligible for coverage under the company’s written
guidelines. The declination therefore violated CIC Sections 790.06 and 1861.05(a). (For
purposes of confidentiality, the idenfity of the company file is not stated in this examination
report. The file was identified unider item 21 on page 8 of the CDI’s July 2, 1998 letter to
company management.)

Pursuant to CCR Section 23 60.2, management needs to revise the company’s
underwriting guidelines to be more definitive. Specifically, the underwriting guidelines should
require that umbrella coverage be written for any applicant who is a diabetic, a cardiovascular
patient, or who suffers from some other medical condition if he qualifies for the coverage and his
medical report shows that, in i'.U'.S doctor’s opinion, his condition does not prevent him from safely
operating a motor vehicle., And, for those medical conditions for which the company does not
require a medical report, that coverage be written for the applicant if he qualifies for coverage.

In response to this finding, management stated: “A written guideline will be adopted

requiring that all medically impaired risks provide a medical report. Risks receiving a
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satisfactory report will be accepted.”
The term “satisfactory” has not been defined by management. Accordingly, this finding

will be referred to the CDI Legal Divisioﬁ for review.

APPLICATION OF RULES, RATES, AND FORMS

The examination included a review of 49 in-force homeowners monoline policy files and
homeowners package policy sections. One homeowners monoline policy file (number
H012012004), with a premium of $2,399, was cited for a $1,430 undercharge that occurred

when the homeowners and earthquake premium calculations were based on an incorrect building

age. No other policy files were cited for rating or non-rating errors. .

Declined, Canceled, or Non-Renewed Policies

The examination also included a review of 34 declined property applications and 41
canceled and non-renewed homeowners monoline policies and personal package policies. The
review produced the three findings listed below..

Management has agreed to resolve finding numbers 2 and 3 and will implement the
needed corrections within 60 days of the examination report filing date. The remaining finding
will be referred to the CDI Legal Division for review. |

1. The homeowners and personal umbrella eligibility guidelines include rules for
submitting applicatior;s as non-bound if the applicants satisfy certain criteria. The criteria are
ambiguous and are therefore open to interpretation. In other words, MCC is requiring the
underwriters to exercise independent judgement when determining the acceptability of ins;urancé

* applicants who are subject to the submission criteria. The lack of definitive submission criteria
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directly violates CCR Section 23 60.2. Moreover; MCC’s i;elianée on the underwriters to
independently determine the acceptability of technically eligible risks promotes unfair
disérimination, and therefore violates CIC Sections 790.06 and 1861.05(a).

The examination included a review of 34 property applications that had been declined by
the company. The review showed that six (18%) of the 34 declinations had been rendered to
applicants (18%) who were technically eligible for coverage.

In response to this finding, manégement stated the following:

“The sections cited do ﬁot prohibit the use of underwriting judgment in

determining acceptability of risks who are not specifically protected. We

interpret both CCR Section 2360.2 and CIC Section 1861.05(a) as guidelines

for rates, and do not mean that the insurer needs fo accept the applicant. This

is provided we do not violate CIC Section 11628(a), which we do not.”

This finding is unresolved and will be referred to the CDI Legal Division for review.

2. Ofthe 34 canceled policies that were reviewed, ten were canceled at the request of the
insureds. The premiums that were refunded on two (20%) of these ten policies were found to
have been calculated on a pro-rata basis, instead of the short-rate basis required by the company’s
manual cancellation rule. These deviations from the manual rule violated
CIC Section 1861.05(a).

In response to this ﬁnding, managements stated: “These policies were canceled pro-rate

in error. This was a training issue involving houses that had been sold and has been corrected.”

3. MCC cancels a new homeowners monoline or personal package policy when it does

not receive a signed Earthquake Acceptance/Rej ection Offer from the insured. Policy

cancellation is unnecessary insofar as CIC Section 10085 establishes a conclusive presumption of

earthquake coverage rejection when the named insured does not accept the earthquake coverage
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offer within 30 days from the proven date of its delivery.

In response to this finding, Management stated the following:

“Following the Northridge earthquake, with the multitude of coverage
questions, allegations of misconduct, apd litigation, we felt it critical to obtain
concrete acknowledgment from the insured of the coverages desired.

Now, as part of the CEA, we can agree to your request and will accept failure

to return the Earthquake Acceptance/Rejection offer as coverage rejection.
The policy will be continued without earthquake coverage in these situations.”
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PRIVATE PASSENGER AUTOMOBILE

The Mercury Insurance Companies’ private passenger automobile insurance premiums

and losses are generated from its voluntary personal automobile insurance program and

‘assignments that it receives from the California Automobile Assigned Risk Plan (CAARP).

The examination included a review of Mercury’s private passenger automobile insurance

rating and underwriting practices. The results of this review are described on the following pages

of this report.

Underwriting Results'

The following table shows the private passenger automobile insurance premiums earned

and losses incurred by Mercury during the 1995, 1996, and 1997 calendar years, combined.

E Earned Incurred
Program . Premium . L osses
Voluntary Personal Automobile  $2,106,582,916 $1,124,399,713
Assigned Risk Automobile 42.087.086 16.973.483
Totals | : $2.148.670,002
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$1,141.373,196

Loss

Ratio (%)

53.4%
403

53.1°
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YOLUNTARY PERSONAL AUTOMOBILE PRO GRAM

ADOPTED RULES, RATES, AND FORMS

Rate filing date: July 8, 1997

Rate pages edition date: October 1, 1997

Voluntary personal automobile insurance is written by MIC and MCC. Both companies
offer the same class plan and independently-developed coveragé form. Both companies share the
same uﬁd_erwriters and are operated bjf the same management.. And, both compém'es insure good
and non-good drivers. |

. Policy rating is automated, and premiums are based on réting factors promulgated by
CCR Secﬁon 2632.5. Various premium credits, including the good driver discount, are
contained in the rating plan.

Froﬁ an operati.onal standpoint, the companies differ primarily in their application
submission requirements. Produqers are required to submmit insurance appﬁcations for good
drivers té MIC and to send applications for non-good dﬁve;s to MCC. The companies .maintain
these submission requi;ements for rate-making purposes; but, the companies do nof reject
applications that are misdirected by the producers.

Several aspects of I\/ﬂC’s and MCC’s personal automébile program are inconsistent with -
California insurance statutes and regulations. The companies’ method of establiéhin_g the

insured’s physical damage limit of liability is one such example. The insurance application used

by the companies requires that the insured state his vehicle’s cost or value. The amount reported

- by the insured on‘ the application is recorded on his personal automobile policy declaration page.

gy g o vgv
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collisi-on coverage shall not éxceed the (étated vehicle) ‘cos;é’....” In other words, the vehicle
value recorded on the application is the maximum amount of indemm'ﬁcation that the insured can
‘receive under the physical damage section 6f the policy if he incurs a total loss to the vehicle.

This method of establishing a maximum physical damage limit of liability violafes at
least two insurance‘statutes. First, the companies are violating the CIC Section 332 disclosure . -
requirement by not notifying the insured when he is completing the application that the vehicle
value that he rep01:ts on the application will become the physical damage limit of liability on his
policy. And second, the companies are violating the CIC Se‘ction 1861.05(a) ex'cessi\‘/e and
unfair rate prohibitions by failing to.ensure that the amount of premium being charged is
appropriate for the physical damage limit of Hability recorded on the policy declaration page.

The CDI’s Mérket Conduct Bureau is currently invesﬁgéting the companies’ physical
damage claims pgymént procedures. Further-action on the CIC 'Section 332 and 1861.05 (a)
““violations will be based on the resﬁlts of that investigation.

The remaining personal automobile éxamination findings are described belQW along with '
a summary of management’su written reply. Management has agreed to resolve finding numbers
1D, 1), 1K) 1(M), 1), 1(0), 1(P), 2(D), 3(A), 5(B), 6(A), and 6(B), and will implement the
corrections W1thm 60 days.of the examination report filing date. The ﬁnresolved findings will be'
referred to thé CDI Legal Division for review. |

For purposes of simplicity, MIC and MCC will be referred to collectively as “Mercgry’s
in the remaining portion of the Voluntary Personal Automobile Program section of the

~ examination report.
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1. The following was observed Conceming Mercury’s personal automobile underwriting

and rating guidelines.

- A. The “Occupations” ineligi’bility gﬁideline states that applications are to be submitted
non-bound for non-good drivers employed in the following occupations: |

Artists

Emergency vehicle drivers

Insurance -- automobile and personal injury liability claims adjusters

Military-, '

Applicants employed in the entertainment industry as actors, dancers, et cetera

¥ X ¥ ¥ %

| Applications that are submitted for individuals who are émployed in occﬁpations other
than those listed above are submitted as bound by the producers provided the applicants qualify
for coverage under Mercury’s other guidelines. Mercury requires that fhe applications of artists,
emergency vehicle drivers, ef cetera be submitted non-bound so that it cén deéh’ne the
applications if it determines that the applicants are unacceptable. Some of the criteria that
Mercury uses to evaluate these applications are unwritten, a 'viélation of CCR Section 2360.2.
Th_e exposures of the above-listed occupations that Mercury wants to @gegwﬁtg ‘arel not
' uﬁique to these occupations. By'targeting artists, emergency vehicle drivers, et cetera féf special
review, Mercury is failing to apply its underwriting criteria uniformly across all occupations.
This being the case, ’MercuAry is discriminating unfairly ag;linst artists, emergency vehivcle
~ workers, et cetera on the basis of their occupations when it declines their applicaﬁons, and is
thereby violating CCR Section 2360.2 and CIC Sections 1861.05(a) and 11 628(c).
In response to this finding, Iﬁanagement stated the following:
“We read CCR Section 2360.2 as applicable to the proper rating of risks and
not applicable to acceptability. We read CIC Section 1861.05(a) as only
applicable to rates. -As respects CIC Section 11628(c), please see CIC Section

11628(c)(2) and (d). We do not believe the CIC or the CCRs require us to
accept risks that fall into the exceptions to the definition of occupation (CIC
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Section 11628(c)(2) last par;gréph) and do not quéﬁfy as good drnivers....”

As shown on page 62 of this examination report, Mercury’s reliance upoﬁ its underwriters
to independently determine the acceptability of technically eligible risks has resulted in éoﬁe
risks being Wﬁtten while similarly-situated risks are not. There were 51 declination files
reviewed during the examination. The declinations Weré issued for various reasons, iﬁcluding
the applicant’s ‘medical condition, age, occupation, et cetera. Eleven.of the declinations (21.6%)
were issued to applicants who Were fechnically eligible to purchase personal automobile
insurance under Mercury"s eligibility guidelines. These acts of unfair discriminatioﬁ violated
CIC Section 1861.05(a) and were censurable under CIC Section 790.06.

| This finding is unresolved, and will therefore be reférred to the CDI Legal Division for |
réview. | |

B. The “Occupations” ineligﬁ)ﬂity guideline also states that the applications of non-good
drivers employed in the military are to be submitted non-bound, 'also. No exemption is included

_ 1n ﬂ}g g}lidelil}? for rnilitary personnel who are on _ac’_cive duty service in the United States Armed
' Forcés (i.e., on-call at the United States military 24 hours a day). The absence of such an |
exemption from the ineﬁgibility guideline is inconsistent with CIC Section 11628(c); which
states: “No admitted insurér, licensed to issue and issuing motor vehicle liébﬂity insurance |
policies...shall fail or refuse to accept an appﬁcation, refuse to issue that insurance to an applicant
therefor, or cancel that insurance solely for the reason that the applicant for that insurance or any
insured is...on active duty service in the United States Armed Forces.”

This problem was cited on page 23 of the 1994 Califomia Rating and Underwriting

Examination Report and was to have been corrected by Mercury.
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In resﬁo’n‘se to this finding, management stated the fbllowing:
“...As respects CIC Section 11628(c), please see CIC Section 11628(c)(2) and
: ‘(d). We do not believe the CIC or the CCRs require us to accept risks that fall
into the exceptions to the definition of occupation (CIC Section 11628(c)(2)
last paragraph) and do not qualify as good drivers....”

As shown on page 60 of this examination report, Mércury’s reliance upon its underwriters
to independently de;cermine the acceptability of technically eligible risks has resulted in
Mercury’s declination of applicants who were technically eligible to putchase personal
automobile insurance under Mercury’s eligibility glllidelines, These unlawful declinations were
issued for various reasons, including the applicant’s medical condition, age, ahd occupation.

This ﬁnding is unresolved, and will th;:refore be referred to the CDI Legal Division for
review.

C. The “Occupations” ineligibility guideline states that Mercury will write personal
automobile .poh'cies for individuals emplo_yed in the following occupations only i_f fhey are good
| drivers, with the proviso that Mercury may limit fheir coverage to listed vehicles, only: -
© ¥ Aufo salespersons, sales managers, new/used car dealers and their employees

* Auto rebuilders, salvage dealers, wreckers and their employees
* Auto rental and leasing personnel unless employed by national firms such as Avis,

Hertz, et cetera _
* Auto repossessors and their employees
* Messengers -- using the insured vehicle in their occupation
* Motor vehicle salespersons and sales managers '
Mercury uses “stripper” endorsement form U-178 (7/96) to delete the non-owned
automobile liability coverage.
By limiting the good driver’s coverage to the vehicles listed on his policy, Mercury is

denying him the full use of the non-owned, personal use automobile coverage that is provided in

the standard coverage form. In so doing, Mercury is failing to comply with CCR Section
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2632.14, which states that the insurer 1s to offer the good dﬁver a policy that contains any of the
“types of coverage that the insurer offers to sell to the public.
In response to this finding, management stated the following:
“As respects the use of “stripper’ endorsement U-178 (7/96), our policy, and I
believe policies in general, exclude or restrict coverage for non-owned.
automobiles used in the automobile business. Automobile business means the
business or occupation of selling, repairing, servicing, storing, parking,
delivering, testing or road testing motor vehicles.
We feel it is prudent to clearly exclude coverage for non-owned autos and for
those occupations that are very likely to use non-owned autos under conditions
for which the policy does not provide coverage. As we read CCR Section
2632.14, the intent is to require that good drivers do not receive less coverage
than non-good drivers. We use the ‘stripper’ endorsement on all drivers in
these occupations, good drivers or non-good drivers.”
From the point of view of the analysts, three key facts should be taken into consideration -
- when examining the foregoing statement from management. First, the protections extended by'
CCR Section 2632.14 to good drivers are not divisible on the basis of occupation because the
_protections are afforded to the “public” in general.. Second, the “stripper” endorsement removes.
" all coverage afforded under the policy for non-owned automobiles -- including coverage for those
non-owned automobiles that the insured drives for his personal use -- and to that extent is more
restrictive than Mercury’s personal automobile policy jacket, which only excludes coverage for
losses arising from the insured’s use of non-owned automobiles in his or his employer’s
automobile business. And third, Mercury does not ordinarily have cause to add the “stripper”
endorsement to the policies of non-good drivers employed in the above-listed occupations
because Mercury’s “Occupations” ineligibility guideline states that Mercury will not write

cdverage for these individuals.

This finding is unresolved and will be referred to the CDI Legal Division‘for review'.
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D. The “Occupations” iIlGligﬁ:)ilit}f guideline prohiﬁts producers from binding coverage
for non-good drivers who are self-employed in businesses operated out of their plaées of
.residence. However, the guideline dées not include criteria for ﬁnderwn'ting the non-bound
applications that the producers submit for these non-good aﬁvers. Without such critc?ria, each
.underWﬁter must apply hlS own personal j udéement when deciding which risks to write, which in
turn means that Mercury will end up writing policies for some self-employed people while
rejecting the épplications of others who have similar exposures. The lack of definitive
underwriting criteria violates CCR Section 2360.2. The acts of unfair discn'mination violate
CIC Section 186 1.05(a) and are censu;éble under CIC Section 790.06.
In response to tlﬁs finding, management stated the following:
“Our underwriters use their judgement in accepting risks unless the rejection
would violate some statute or regulation. We believe it is lawful to accept
some self employed and degh’ne others so long as the applicant is not a good
driver and we do not violate CIC Section 11628(a).”
As shown on page 60 of this examination report, Mercur}}’s reliance upon its underwriters
' to independently determine the acceptability of technically éligible risks has resulted in
Mercury’s declination of applicémts who were technically eligible to purchase personal
automobile insurance under Mercury’s eligibility guidelines. These unlawful deélinations were
issued for various reasons, including the applicant’s medical condition, age, and occupation.
This finding is unresolved and will be referred to the CDI Legal Division for review.
E. The “Unacceptable Drivers” ineligibility guideline states that “students with less than
10 yeafs” residency in the United States are unacceptable for coverage if they are non-good

drivers. This “Students” rule is virtually identical to its 1994 forebear, which was cited on page

21 of the 1994 California Rating and Underwriting Examination Reporit as being incompatible
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with CIC Section 11628(a) because it discriminates against students who originate from
countries outside of the United States.
Mercury had agreed to discontinue the 10-year residency requirement in 1995, but has not
- done so.
In response to the current finding, management stated the following:

~.“Please note that the manual rule used at that time (referring to the 1994 .

California Rating and Underwriting Examination) did not refer to students at

all. It simply referred to non-good driver citizens of countries other than the

U.S. or Canada who have not resided in California and held a California

drivers license for five years. We agreed to delete this rule and we did. We

have no problem with insuring students whose countries of origin are other
than the U.S. or Canada provided they continue to reside in the U.S....”

The foregoing statement does not acknowledge that there was a separate “Students” rule
in the May 1994 edition of Mercury’s “Unacceptable Drivers” manual guideline.

Managemént’s assurancé that Mercury will insure “students whose coﬁntﬁes of origin are
other than the U.S. or Canada provided they continue to reside in the U.S.” does not satisfactorily
resolve its oﬁginal ag;@er%legt to “diécontiﬁue the 107yéar residency réquiyemgpt” because the
1997 edition of the “Students” rule still states: “Students with less than 10 years residency in the
United States” are unacceptable for coverage if they are non—gobd drivers.

This finding is unresolved and will be referred to the CDI Legal Division for review.

F. The “Physically Impaired” ineligibility guideliné states that Mercury ma}} require that
the physically-impaired applicant -- that is, the aﬁpﬁcant who is a diabetic, a' cardiov_aseular.
patient, or who suffers from some other medical condition -—‘provide Mercﬁry with a medical

examination report that attests to his ability to safely drive a motor vehicle. However, Mercury

has not adopted a written rule by which the underwriters can determine when they are to request
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medical rejports. Withéut this rule, tiié_ré 1S no assurance tﬁét the underwriters will require a
medical report from every individual who has a medical_ condition comp‘arabile in type or degree |
to that of other individuals from whom reports have been requested, which in turn creates the
possibility that the underwriters might decline to write coverage on the basis of an individual’s
medical condition without first attenipting to obtaiﬁ his medical‘ examination report. Such an
unfairly discriminatory decision would violéte CIC Section 1861 .bS (2) and would be censurable
under CIC Section 790.06.

Mercury’s need to adopt a rule for ordeﬁng med1;ca1 examination reports goes hand in
hand with its need to amend its underwriting guidelines to require that personal automobile
coverage be written for any applicant who is 2 diabetic, a cardiovascular patient, or who suffers
from some other medical condition if he qﬁaﬁﬂes for the coverage, is licensed to drive, and has 'é.
satisfactory med_ical report. _.And, for those medical éonditions for which Mercury does not
require a medical report, that coverage be written for the applicant if he qualifies for coverage

~and 1s licensed to drive. Mercury’s present lack of such definitive underwriting criteria ﬁolat_e_s
CCR Section 2360.2.
In response to fhe foregoing, management stated the following:
« . 'We believe it is lawful to abcept some non good driver diabetics and reject
others as long as we do not violate CIC Section 11628(a)....We believe it is
lawful to use underwriting judgement in accepting or rejecting non-good
'driver diabetics or other non good driver medically (as opposed to physically)
impaired risks.” : :
In other words, Mercury is asserting that it does not need to amend its guidelines because

_ it has interpreted the law as allowing it to decline the application of any non-good driver who is a

diabetic, a cardiovascular patient, or who suffers from-some other medical condition even if he
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quaiiﬂes for coverage, is licenced to' dﬁve-, and has a satiéfabt_ory_medical report. In fact,

~ Mercury recently declined to write a policy for an individual who had submitted a favorable
medical report and who qualified for coverage under Mercury’s guidelines. That declinatic;n
violated CIC Section 1861.05(a) and was censurable under CIC Section 790.06. (For purpdses of
confidentiality, the identity of the company’s declination ﬁie is not stated in this examination-
report. The file was identified under item 1(E) on page 2 of the CDI’s May 5, 1998 Jetter to
company management.) |

o This finding is unresolved and will be referred to the CDI Legal Division for review.
G. The underwriting manual states that Mercury “may decline™ to write liability limits

| greater than $15,000/$30,000/$10,000 for “some” non—gbod driver risks that satisfy two or more
of the rule’s criteria. The rule’s.language is ambiguous, which creates the potential for different
interpretations and, inevitably, violations of the CIC Section 1861.05(a) unfair discrimination
prohibition. For example, the words “may decline” and “some ﬁsks” suggest tﬁat Mercury does
not alwajrs enforce the coverage limit _;esj:ricﬁoﬁ. Also, the rule does not state whether the 1iﬁlit
restriction applies to new and existing insureds, or just new insure&s. If Mercury intends to apply
the rule to existing insureds, it needs to clarify the rule to show whether its application is to be
limited to insureds who orﬂy have $15,000/$30,000/$10,000 limits to begin with, or if it is to be
used to prevent insureds with higher limits ﬁoﬁ purchasing more.

In response to this finding, management stated that CIC Section 1861.05 (a) “refers only

to ‘rates,” not acceptability.”

This finding is unresolved and will be referred to the CDI Legal Division for review.
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H. The underwriting manual states that in order fof an insured to qualify as a good driver,
he “must have been continuously licensed to drive a motor vehicle for the preceding three years
with a valid U.S. or Caﬁadiaﬁ license for all of the last 18 months.” This good driver eligibility

" requirement violates the CIC Section 1861.02(b)(1) “all comer‘s” provision Because it is more
restrictive than CCR Section 2632.13(1) and CIC S'ection 1861.025(d), which do not prevent
insureds from qualifying for the good driver discount 1f they have held a valid license from a
naﬁion QEher than the United States or Canada during the previous 18 months.

Mercury’s notice of discounts references the underwriting manual’;United States/Canada
licensing requirement, and so is in violation of CIC Section 1861.02(b)(1), also.

In response to this finding, management stated: ‘“Please see CIC Section 1861.025(d) for
the 18 month requirement.” | |

This finding is unresolved and will be feferred to the CDI Legal Division for review.

I. The manual states that an insured does not qualify for the good driver discount if he

has had more than one violation point count. This rule is i;;consistént with subparagraphs (a) and
(b)(i) of CCR Section 2632.13, which stipulate that an insurer can assign a point for a traffic '
violation for the purpose of determinihg good driver discount eligibility only if the insured has
been convicted of that traffic violation.

In response to this finding, managemeht stated: “We are willing to amend this rule to read
‘one violation point count conviction.””

J. In practice, Mercury has ex’pandgd the three year timeframe for establishing good

driver discount eﬁgi;piﬁty to seven years for insureds who have been convicted of drunk dﬁving,

manslaughter, and other violations referenced by CIC Section 1861.025(c). Pursuant to CIC
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Section 1861.05(b), Mercury needs te _ﬁle an amendment‘te: the rr;anuel that shows.this change.

Management has agreed to include this change in the filing that it is preparing to seﬁd to
the CDL

K. The underwriting manual states in part: “The Cbmpany will waive the last 30 days of
the experience period for accidents and cenvictions when establishing eligibility and computing .
premium.” In practice, Mercury is also waiving the last 30 days of the insured’s age and years of
driving experience for the purpose of establishing eligibility and computing premium.

' Pursuant to CIC Section 1861.05 (b), management will iﬁclude the age and years of
driving experience changes in the ﬁlmg that it is preparing to send to the CDL

L. Mercury’s April 10, 1996 “Underwriting Update” bulletin indicates that it
aﬁtomatically charges for any accident recorded on the Comprehensive Loss and Underwriting
Exchange (CLUE) report for which a claims reserve has been opened uniess the CL.UE report
shows that the insured is not at fault, or that tile reserve has been closed without payment.

Many insurers will open a claims reserve prior to determining whether an insured is at
fault for an accident. This beiﬁg the case, an open reserve can not be cited as proof of
chargeability under CCR Section 2632.13(f)(1). The fact that the CLUE report does not state
that the accident is not‘ chafgeabl_e can not be eited as proof that the insured is at fault for the
acciden‘.t either, because the CLUE report often does not state whether accidents are chargeable.
| Consequently, Mercury is prohibited by CCR Sections 2632.5(c)(1)(B) and 2632.13(a) from
automatically charging for an accident tecorded on the CLUE report when its sole basis for doing
.so is the fact that a claims reserve has been established on1‘ the accident and the insured is not

reported as being not at-fauit.
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In response to this finding, management stated the following:

“CCR Section 2632.13(f)(I) provides that if the previous insurer charged the
driver with a violation point then it is a chargeable loss.”

We don’t believe insurers set up BI or PD reserves before investigating the
accident. The reserves are generally based on the insured’s report of the
-accident. The automatic rating of renewals based on loss information would
and should preclude inaccurate reserves remaining in place very long. To do
so would mean many policyholders may lose their good driver discount

_erroneously. BIL, PD reserves sometimes stay up for two or three years before

they are paid.” :

The analysts have verified through the CDI’s Market Conduct Bureau that it is a common
practice of personal automobile insurers to establish an automobile libility or physical damage
claims reserve prior to determining an insured’s fault status. Mercury must implement the steps -
outlined in CCR Section 2632.13(f) in order to ascertain whether an insured was principally at-
fault for an accident recorded on his CLUE report if his fault status is not shown on the report.

This ﬁﬁding is unresolved and will be referred to the CDI Legal Division for review.

M. Mercury’é Summer 1996 “Underwriting Update Newsletter” states in part: “Vehicle
fnspection Law Compliance - Should the producer fail fo comply with the vehicle inspection
photo or U-79 (automobile inspection form) requirements, we will issue the policy, memo for
compliance, and give the producer a 2 week reply date. If the producer does not respond to the
request within the w'w (underwriting) time pério‘d, send cancellation notice, reason #17
(substantial increase in hazard).” This rule violates the California mandatory vehicle inspection
law as codified in CIC Sections 401 and 402, which do not recognize policy cancellation as being
an acceptable procedure.

In response to this ﬁnding, management stated the following:

«_CIC Sections 401 and 402 and the applicable regulation will sunset 1/1/99.
CIC Section 402(d) provides for suspensions of collision and comprehensive
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coverage if the inspection 1s gdt conducted withiri.;/' days:of déferral. We will
follow this procedure and notify the insured as required by CIC Section
402(e).”
N. The October 1997 “Mercu;fy Undethg Uiadate” states in part: “If the insured’s-
license has been suspended in excess of one year, the Date First Licensed may be adjusted to
| disallow credit for the suspended years (for the purpo;c:e of calculating the driving experience
rating factor).” In practice, Mercury is limiting the application of this rule to continuous .license
suspensioﬁs that last more than a year. This being the case, Mercury is reducing the dnvmg
experience period for insureds whose licenses have been suspended for more fhan a sfear, W']jile
allowing full credit for insureds whose licenses have been suspended for lesser periods of time
that, when totaled, add up to rﬁor@ than a yéar. The targeting of long-term, continuous license
suspgnsions promotes unfair rate discrimination, a violation of CIC Section 1861.05(a).
Another unfairly discriminatbry aspect of this rule is that it is only appiied to new

policies.

For correction, management stated__ fchat it wil ._“...ﬁle the proper a_xir'ner_ldmept applicable to

new and renewal policies and aggregate thg periods of suspension....”

O. The October 1997 “Mercury Underwn'ting Update;’ states in part: “The good driver
discount may be deleted on (new business) risks that have allowed their dﬂvef’s license to lapse
in éxcess of 6 months * The exclusive application of this rule to new insureds violates the unfair
rate discrirrﬁnation prohibition of CIC Section 1861.05(a).

For correction, management will file an amendment applicable to new and renewal

policies.




P. Mercury’s “Underwriting ﬁﬁda’fe”' newsletters c.o'ntain rating rules that héve not been

ﬁled.‘ S;Dme of the rules thét should have been filed are described under finding numbers 1(L),
I(N),and 1 (Oj, above. |

Pursuant to CIC Section 1861.05(b), managemént will file the rating rules.

2. The following was observed during the review of Mercury’s telephone survey
procedures.

A. Currently, Mercury is attempting to conduct a telephc.)ne survey of each insured who
has been issued a pers_onall automobile insurance policy. Mercury makes three attempts to
contact thé insured before a) requesting the producer’s assistance in scheduling the survey and
b) issuing the CCR Section 2632.19(b)(1) information request letter to the instAJred.‘ Mercury méy

waive a survey of it does not contact ;che insured aﬁer the first three tries. If Mercury does not
waive the survey, it‘ will cancel the insured’s policy if the insured does not fespdnd to the
producer and the information request letter.

The t?lephoné survey is a standard form developed by Meroury, and it is used by Mercury
to verify tﬁe information that is recorded on the insured’s application. The underwriters have the
autho_rity. to waive a telephone survey if they determine that ﬁe survey would not yield material
underwriting information. The waiving of the telephone survey is currently a matter of
individual judgrnent insofar as Mercury has not established 2 permanenf, objective guideline for
the underwriters’ use in identifﬁng those risks for which the survey is to be waived. The lack of
an objective waiver guideline means that the underwriters will not waive thg telephone survéys
for all similarly-situated insureds, which in turn means that the policies of some of these insureds

will be canceled uniess the insureds participate in the telephone surveys. This dissimilar
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treatment of similar insureds is unfaiﬂj discriminatory and Violates CIC Section 1861.05(a).

Mercury’s lack of an objective waiver guideline also creates the scenario for additional
code violations. The telephone survey does not provide Mercury with material underwriting
information that is not already recorded on the application form. This being the case, Mercury’
can not claim that its inability to conduct a survey represerits a substantial increase in hazard if
the insured’s application has been completed in its entirety. But, Mercury has no objective
guideline in place with which to ensure that surveys will be waived for those insureds who have
submitted a completed application. And if Mercury does not waive surveys for insureds who
have submitted a completed application, Mercury will cancel their policies, thereby violating
CCR Section 2632.19(b)(1) and CIC Section 1861.03(c)(1).

In response to these criticisms, management stated the following: -

“The telephone sufvey is used not only to verify information on the application

(helps to minimize uprates and downrates) but also to get information that has
been omitted. The question of whether the telephone survey provides material
information is one to be determined by an underwriter. Obviously, if we
believed that the significant expense and time involved in telephone surveys

“simply resulted in information that was immaterial or irrelevant, we would

discontinue this 20 year old practice. We believe this practice conforms to
CCR Section 2632.19(b)(1)....we do not always get accurate and or necessary
information to accurately rate, qualify, or verify the risk.”

This finding is unresolved and will be referred to the CDI Legal Division for review.

B. The telephone survey includes the following question:

- “How many accidents have you or any driver been involved in during the past 3
years, including accidents that were not your fault? Number 7

Mercury uses the accident count reported by the insured to calculate the insured’s
premium. This being the case, Mercury needs to phrase the question to request that the insured

identify the non-fault accidents that he has included in the total accident count. Without such
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information, Mercury may be charging for non-fault abcideﬁts in violation of subpart (c)(i) (B) of
VCCR Section 2632.5 and subparts (a), (d), (£) and (g) of CCR Sectioﬁ 2632.13. |

In response to this finding, m_anagément stated: “We believe that we can solve this by a |
following question that asks, how many of these were partially or totally your fanlt?”’

The resolution proposed by mmaéement does not provide sufficient clarification to

ensure that Mercury will not charge for non-fault accidents as defined in CCR Section 2632.13(c)

“and (d).

This finding is unresolved and will be referred to the CDI Legal Division for review.

C. Mercury has been requesting that insureds call its 'teleph'one survey center when
'Mercury has been unsuccessful in reaching thé insureds for the telephone survey. To make this
process more convenient and less costly to insureds, Mercury will provide them with a toll—ﬁ-eé
telephone‘ number and offer themn the same extended hours that it offers to its aséigled risk

automobile insureds.

3. The following was observed about Mercury’s compliance with the advance notice

reqﬁirementsl of CCR Section 2632.19(b)(1).

A. The information request that Mercury includes in its advance notice requirements
letter to the insured is usnally phrased as follows:
“We recently advised your producer that we needed some additional
information and/or documents from you. In order to continue your insurance
coverage without interruption, please furnish the requested information and/or

documents promptly. If you have already complied with our request, we wish
to thank you for your courtesy and quick response.”

This wording réVeals that Mercury is relying upon the producer to contact the insured to

request the “additional information and/or documents™ referenced in Mercury’s advance notice

48



requirements letter to the insured. If Mercury does not rec‘e.'ive this information on time, it
termirates the insureci’s policy.

Because Mercury’s advance notice requirements letter does not identify the information
| that Mercury wants, the letter itself provides insufficient proof of Mercury’s qompliance with
CCR Section 2632.19(b)(1). The producer’s correspondence to the insured must therefore
compensate.for this omiésion. In othe1; words, the producer’s réquest for the additional .
information and/or documents must identify the insuring Mercury company, must be in Wﬁtmg,
and must be mailed at least 30. days in advance of the information due date in order for Mercury
to fulfill the requirements of CCR Section 2632.19(b)(1).

The examination included an audit of the producer coxrespondence that was sent to 15
insureds in furtherance of Mercury’s advance notice requiremeﬁts letters. The following table'
shows whether the producers é) identified the insuring cémpany, b) requested the information in

. writing, and ¢) gave the insureds 30 days notice of the information being requested.
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Producer Correspondence

Written Notice Thirty Days Insuring Company

Policy Number Sent to Insured? Notice Given? Identified?
AP 03169800 ' Yes . Yes Yes -
No No No
AP 05127920 ' - No , No No
AP 05113132 . Yes Yes o No
AP 05125814 - Yes Yes Yes
AP 03159816 Yes Yes ' Yes
AP 05120213 No .~ No ' No
AP 05122400 - No No No
- AP 02058582 Yes Yes "~ Yes .
‘ ' No : - No No -
AP 02082101 Yes ‘ No Yes
AP 03157669 No No No
AP 05111812 - No 4 No . No
No No : No
AP 03156123 No ’ No No
No . No No
A No - No No
AP 08196806 No No - No
" AP 04186803 Yes ~ No "~ No

AP 02059416 No No : No

The table shows that the producers frequently did not giﬁfe the insureds a written notice of
Mercury’s additional informatidn and/or document requirements. This being the case, Mercury
is not in full compliance with‘ CCR Section 2632.19(b)(1). Mo?éover, §vhen Mercury tenniﬁates
a poliéy because the insured has not responded to a non—conforming advance notice requirements
letter, it is violating CIC Section 1861.03(c)(1).

Mercﬁry’s failure to comply with the CCR Section 2632. iQ(b)(l) advance notice
requirements law was citeci on page 29 of the 1994' California Rating and Underwriting

Examination Report.
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In response to this finding, ﬁémagement stated: “\;\}é will change our procedure so that
the 'letter 1s mailed by the company directl to the msured identifying the information we need.”

B. Mercury Wés cited on page 28 of the 1994 California Rating énd Underwriting
Examination Report for violating CIC Section 1861.03(c)(1) by terminating the policies of
insureds who would .not sign a.driver exclusion form to exclude non-licensed individuals. from
- coverage. Mercury agreed in 1995 to discontinue that ﬁracti_ce and subsequently adopted the
followiﬁg U-45 driver exclusion forms for the i)urpose of distinguishing between residents of the
insured’s household who are licensed to drive and those §vho are not:

U-45A -- Used to exclude a licensed person who is not already excluded from coverage.
U-45C -- Used to exclude an unlicensed person who is not already excluded from coverage.

If Mercury discovers from its review of a policyholder’s CLUE report or telephone survey

that thére is an individuél residing at the policyholder’s address who is not listed on the poiicy as
being either a covered or an excluded driver, Mercury will mail either a U-45A or a
U-45C form to the policyholder for him to sign. IfMefcury sends a U-45A form, it will also
'seﬁd the advance notice réquiféments letter so that it can cancel the policy if the policyholder
does not sign the form. If MechIY sends a U-45C .form, however, it Will not send the'ladvance |
notice requirements letter.

In theory, Mercury’s U-45A/U-45C procedure appears to ensure its compliance with the |
1995 agreement. In practice, however, the procedure vhas two major flaws. First, the
underwriters are 11st1ng unlicensed, non-drivers on the U-45A form 1f at least one other persgn
included on the form is licensed. If the pohcyholder refuses to sign the U-45A form because he
does not want to exclude the unlicensed, non-drivers from coverage, Mercury will cancel his

policy as stated in the advance notice requirements letter. For example, the CDI was contacted
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by a policyholder who complained that Mercury was requiﬁn.g her to exclude her three young

children from the policy. A review of her policy file showed that the children were listed on a U--

45A form along with three other people. The children were all under five years of age.

| The policy file review also Showéd that the underwriters are issuing fhe U-45C form
together with other forms and information requests and that on such occasionsi."c is not unusual
for the underwriters to send the advance notice requirement letter to the insureds, too. The
issuance of fhe advance notice requirements letter concurrently with the U-45C form can easily
give the policyholder the impression that Mercury Wﬂl cancel his coverage if ﬁe does not sign the
U-45C form.

In response to tﬁis finding, management stated: ‘“Mercury will use the U-45C o.niy for

non drivers and use the U-45A or U-45B for drivers. - We will only issue the U-202B letter (the
advance notice requirements letter) on the U-45A and specify return of the U-45A.”

Management’s proposed resolution appears to be no more than a re-statement of

| Mer‘oury’s existing written procedures aﬁd, if so, does not resolve the CIC Section 1861.03(c)(1)

violations described above. Management ‘s propésal does not guarantee that Mercury will not
| list unlicensed, non-drivers on the U-45A form, nor‘does it explain how Mercury will
communicate to insureds that the U-45C form is exempt from Mercury’s advance notice
.requirementé letter. This finding is therefore unresolved, and will be referred to the CDI Legal '
Division for review.
4. Mercury “c-codes” the policies of insureds when it determines that they have become
ineligible for coverage under its ineligibility criteria. Once a policy has been c-coded, Mercury

will not make any changes to the insured’s policy that would increase its exposure. In other
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words, an insured whose policy has been ¢c-coded can not pﬁrch_ase addiﬁonal limits or coverages,
or add vehicles or drivers to his policy.

The following was observed concerning Mercury’s c-coding procedﬁre:

A. Not all policies that have been c-coded are canceled or non-renewed. ThlS being the
case, it is possible that an insured may regéiﬁ his eligibility after his policy has been c-coded.
However, Mercury does not have a procedure in place for identifying each such insured and
removing the c-code. Consequently, a c-coded insured who ﬁas regained his eligibilify'may still
be refused additiqnal coverage by his producer or Mercury. Such inequitablé treatment violates
CIC Segtion 1861.05(a) and is censurable under CIC Section 790..06.

In response to this finding, management stated the following:

“For non good driver risks who are canceled or non renewed, we propose to

inform our agents as to the expiration of the ‘C’ by simply stating ‘Do not
submit until risk qualifies as a good driver.”” ‘
Managemeht does not state whether Mercury will remove c-codes from ﬁe in-force
policies of non—gqu drivers who have regained their eligibility to purchase coverage under
Mercury’s guidelines, bﬁt management ﬁakes it clear that the stigma of the c-code continues -
after the policy has been cancelled until the non—géod driver becomés a good driver. In either
case, management’s proposal is inconsistent with CCR Section 2360.2 and CIC Sections 790.06
and 1861.05(a) insofar as it does not ensure that the c-code Wﬂi be femoved from non—ggod
drivers who have regained their eligibility under Mercury’s persoﬁal automobile guidelines.

This finding is unresolved and will be referred to the CDI Legal Division for review.

B.. Mercury has not adopted a written guideline for regulating the c-coding of personal

automobile policies. In the absence of such a guideline, Mercury can not ensure that the c-codes
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are applied consistently and équitéblj/: among similar risks. : The inconsistent application of the
c-code among silrliigrly—situated insureds violates CIC Section 1861.05(a) and is censurable
under CIC Section 790.06. |

Management cﬁd not jyrovide aresponse to this finding.

This ﬁnding is unresolved and will be referred to the CDI Legal Division for review.

5. The foilowing was observed concerning Meréury’s upward premium adjustment
procedures:

A. The examination included a review of 50 newly issued personal automobile plolicies.
The review showed that the premiums quoted by the producers to 24 of the policyholders (48%)
had been adjusted upward by Mercury. Thirteen uprates were attributed at least in part to
Mercury’s removal of persistency, good stud@nt, and anti-theft discounts when the producers
failed to submit the required documentation for these discounts with the insureds’ aLpplications.

Mercury also uprated three quoted premiums due to the producers’ assignment of incorrect

symbols. In short, 14 (58%) of the 24 premium uprates were attributed a’g least in part to causes

that were preventable by Mercury and its pro duqers.

As indicated in the foregoing, Mercury’s producers sometimes include the persistency,
good student, and anti—theﬂ discounts in their premium quotes Before they have obtained the
documentation needed to support these credits. The producers then submit the applications to
Mercury without this documentation. Part of the time, Mercui:y sends a request for the missing
documentation in lieu of implementing. an immédiate premium uprate. At other times, Mercuty
uprétes the premium immediately upon its receipt of the application. On these latter occasions,

Mercury does not attempt to obtain the missing documentation before it bills the insured for the
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additional premium. The inconsistency in Mercury’s sequencing of its documentation

* request/premium uprate procedure is unfairly discriminatory towards the insureds whose

premiums are immediately upréted, and therefore violates CIC Section 1861.05 (a).

Moreover, Mercury is ultimately responsible under CIC Section 1861.05(a) for ensuring
that the premium quotation service. that it provides to the public is relatively free of error so that
the number of upward premium adjustments is minimized. Since Mercury allows producers to
submit applications without the documentation needed to substantiate the persistency, good
student, and anti-theft discounts that they have included in their premium quotations, Mercury
needs to give each insured sufficient time to produce these documents before it adjusts their
premiums upward. Also, Mercury needs to ensure that the incidences of incorrect vehicle
symbols and other readily preventable errors are minimized.

Premium uprate-related grievances are the most frequent complaints that the CDI receives
from Mercury’s insureds.

Inresponse to this finding, management stated the followingf _

“The persistency uprates are due to 'the.insured’s inability to furnish the

~ required documents (i.e., evidence of automobile liability insurance for the

past one to five years) after the insured has applied. Applicants want to be

bound immediately where possible. They rarely have the required documents

in hand when they apply for coverage just as they don’t have a current motor

vehicle record with them. We bind them on the assumption that the

information given the agent with respect to persistency and driving safety

records is accurate. The agent can not hold coverage bound indefinitely,

without submitting an application, while waiting for documents....”

This finding is unresolved and will be referred to the CDI Legal Division for review.

B. Mercury orders a motor vehicle record (MVR) for each driver recorded oh the

submitted application form. If a MVR discloses an accident that is not reported on a driver’s
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“application, Mercury will automaﬁcaﬂy uprate the policy pfemium using the applicable surcharge

for an at-fault bodily injury aécident. Mercury Wﬂi also remove the good driver discount, if
previously assigned. The prgmium uprate is then recorded on the policy declaration page along
with the accident information. |

As stated in finding number 1(N) above, Mercury is prohibited by CCR Sections
2632.5 (o)(.l)(B) and 2632. iB(a) from charging for an accident if it has not first established under

CCR Section 2632.13 that the driver was principally at-fault. Mercury’s automatic uprating of

' premiums for accidents disclosed on the MVR violates these code sections.

In response to this finding, management stated: “We will not issue the policy until the
fault question has been decided in accordance with CCR Section 2632.13 and particularly
CCR Section 2632.13(g).” |

In stating that Mercury will adhere to CCR Section 2632.13 , management is implying that. _

Mercury will conform its prac’ciceé to all of CCR Section 2632.13, including subpart (c), which

states the following:

“A driver may be considered to be principally at fault in an accident if the
driver’s actions or omissions were at least 51 percent of the proximate cause
of the accident, ... , and, in accidents not resulting in death, if the total loss or
damage caused by the accident exceeded $500.00.” :

6. The following observations were made concerning Mercury’s personal automobile

notices, forms, and computer screens.

A. The cancellation clause of the personal automobile coverage form states in part:

“This policy may be canceled by the named insured by mailing a written
request for cancellation to the company or its agent. Coverage shall cease and
the policy period shall end on the latest date listed below:

(1) 12:01 a.m. of the day specified by the named insured in the request for
cancellation. : '
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(2) 12:01 a.m.. of the day follb'wing the postmark date on the fequest for
cancellation provided such date is legible and is not a postage meter date.

(3) Ifneither (1) or (2) above apply, the date and time the request is received by
the company or its agent.”

Note that condition number (3) only applies when conditions (1) and (2) are nét fulﬁlled.
In other words, Mercury is required by the cancellation clause to honor the cancellation date
‘requested by the policyholder providgd theré is no postmark date. IfMerbﬁry refuses to do so, it
is culpable of unilaterally reforming the policy contract.

A review of policy file number AP 04156003 revealed that Mercury is not hororing

pdlicyholde'r requests to backdate the caﬁceﬂati_-on of the non-owned automobile liability
~ coverage. In the case of this file, the policyholder submitted a request to his produber fora
/
January 1, 1998 baqkdated cancellation. Mercury réfused to honor the policyholder’s reqﬁeét,
- and instead terminated his policy as of its January 25, 1998 expiration date. Later, Mercury
changed the termination date to‘ January 15, 1998, which was the date that the producer received
) ﬂ_le' Polithoilde:’_s qa_ncellatiqg request.

Mercury’s unilateral reformation of the cancellation clause denied the polipyholder the
premium refund tﬁat hé is guaranteed uncier the policy contract. The reformation therefore
violated CIC Section 1861 ;OS(a) and is censurable under CIC Section 790.06.

In response to this finding, management stated: “We will amend the cancellation clause
by eliminating (2) and changing (3) to read: ‘The date and time the request is received by the
company or its agent.’ ...Until the insurance policy is @ended, we agree that the ;:ancellation .

clause should be honored as it is written.”
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B. Contrary to CIC Section 11.5 80.15, Mercury’s (iiécoun; notice does not mention
Mercury’s persistency, anti-theft, and California Medical Association discounts. It is therefore
likely that some of the policyholders who qualify for these discounts are not receiving them, a
x}iolation of CIC Section 1861.05(a).

Management has agreed to include a description of the persistency, anti-theft, and
California Medical Association premium credits in the discount notice.

C. Mercury’s Basic; Policy Information Processing computer screen includes a space for
recording the insured’s national origin. The inclusion of the natiénal origin information on a
computer screen that is readily accessibie by the underwriters could raiée questions about the
legality of Mercury’s personal autdmobile policy cancellation and non-renewal decisions under
CCR Section 2632.19 and CIC Sectiéns 1861.05(a), 1861.03(c)(1), and 11628‘(3.).

. In response to this finding, management agreed to block out the nétional origin
information on the computer screen.

. 7. ?grsonal packg.g?-pol‘icies are qoﬁpﬁsed Qf pgrsopgl automobile and homeowngf;
insurance, and may include umbrella coverage as well. This being the case, the MCC-initiated
persona.l- package policy terminations are sometimes .based on reasons that are exiraneous fo the
* State-sanctioned personal automobile cancellation/non—renewal reasons listed in CIC Section
1861.03(c)(1). Because MCC has not been offering to write monoline personal'autofnobile

coverage for insureds when it terminates théir package policies for non-CIC Section

1861.03(c)(1) reasons, the company has been ﬁolating CIC Section 1861.03(c)(1) as well as the

CIC Section 1861.02(b)(1) “all comers” provision.
In reéponse to this finding, management stated:

- “When a package policy has been cancelled, but the monoline auto policy
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would still be acceptable, a 's;'o'li'citation will be made to the producer for a new
- auto policy application. Of course, all good drivers would be acceptable for a
personal auto policy.”

Management’s proposal implies that MCC may decline to offer personal automobile
coverage to a non-good driver who is technically eligible for coverage if fhe underwriter
determines him to be “unacceptable.” However, MCC will be acting in violation of CIC
Sections 1861.03(c)(1) and 1861.05(a) and CCR Section 2360.2 if it fails to offer personal
automobile coverage to an eligible non-good driver. Management’s proposal therefore does not

fully address MCC'’s code violations.

This finding will be referred to the CDI Legal Division for review.

Mechanical Breakdown Program

The examination included a review of AMIC’s Mechanical Breakdown Pro gram. The

review showed that the rates and forms used by AMIC have been approved by the CDL

APELICATION OF RLLES, RATES. AND FORMS

Ninety-seven in-force persénal automobile policy files were reviewed. Of this total, five
(5.2%) Weré cited for rating errors and two (2.1%) were cited for non-rating errors. No
significant error trends were noted.:

Because the 5.2% rating exrlor ratio is not substantially excessive, it has not {Jeen

identified as a high error ratio.

Declined, Canceled, or Non-Renewed Policies

The examination also included a review of 51 declined applications, 114 canceled

monoline personal automobile policy files, and 60 non-renewed monoline personal automobile

\ - 59

Ly




