BEFORE JAMES A. DODRILL, INSURANCE COMMISSIONER
OF THE STATE OF WEST VIRGINIA

In the Matter of:

FARMERS HOME FIRE INSURANCE COMPANY OF WEST VIRGINIA

Administrative Proceeding No. 21-IC-02017

FINDINGS OF FACT. CONCLUSIONS OF LAW AND ORDER ADOPTING
REPORT OF MARKET CONDUCT COMPLIANCE EXAMINATION AND
DIRECTING CORRECTIVE ACTION

NOW COMES, James A. Dodrill, Insurance Commissioner of the State of West Virginia
(hereinafter, “Commissioner”), who, after consideration of the Report of Market Conduct
Compliance Examination (hereinafter, the “Examination Report”) of Farmers Home Fire
Insurance Company of West Virginia (hereinafter, “Farmers™) for the examination period ending

December 31, 2018, made the following findings of fact and conclusions of law and order.

FINDINGS OF FACT

1. The market conduct examination was a comprehensive examination focusing on
standards contained in the Market Regulation Handbook. The examination was conducted in
accordance with W. Va. Code §33-2-9(c) by examiners duly appointed by the Commissioner and

covered the period of January 1, 2014 through December 31, 2018.

2. Onor about December 11, 2020, the examiner filed with the Commissioner, pursuant

to W. Va. Code §33-2-9, the Examination Report.



3. A true copy of the Examination Report was provided to Farmers and Farmers was
notified, pursuant to W.Va. Code §33-2-9(j)(2), that it had ten (10) days after receipt of the

Examination Report to file a submission or rebuttal with the Commissioner.

4.  Asset forth in the Examination Report, the examination focused on the methods used
by Farmers to manage its operations for each of the areas examined, including whether and how

Farmers complies with West Virginia’s statutory and regulatory law.

5. The exam discovered instances where Farmers was non-compliant with West

Virginia law.

6. The Commissioner reviewed the Examination Report and considered Farmers

submissions prior to issuing these findings of fact, conclusions of law and order.

CONCLUSIONS OF LAW

1.  The Commissioner has jurisdiction over the subject matter and the parties to this

proceeding.

2.  This proceeding is conducted pursuant to and in accordance with W. Va. Code §33-

3.  The Commissioner is charged with the responsibility of verifying Farmers’ continued

compliance with West Virginia law.

4.  Asdetailed in the Examination Report, Farmers failed to comply with provisions of

West Virginia law as follows:

e Farmers did not comply with W.Va. Code §33-12-3(d) by accepting business from an

insurance producer who was not appointed with the company.



e Farmers did not comply with W.Va. Code §33-12-3(a) by accepting business from an

insurance producer whose license was suspended.

e Farmers did not comply with W.Va. Code §33-12-18(f) by not maintaining a current list of

individual insurance producers who are appointed with the company.

¢ In one instance, Farmers did not comply with W.Va. Code §§ 33-6-8(a) and 33-11-4(1)(a)

by using an unfiled version of the Extended Coverage Endorsement Form 3.

5. The Commissioner has determined that Farmers should file a corrective action plan

to address the aforementioned violations.
ORDER

Pursuant to W.Va. Code §33-2-9(3)(3)(A), following the review of the Examination Report,

the examination work papers, and Farmers’ response thereto, it is ORDERED as follows:

1. The referenced and attached FExamination Report is hereby ADOPTED and

APPROVED and by this reference, incorporated herein and made a part hereof;

2.  Farmers shall endeavor to comply with the recommendations contained in the

Examination Report;
3.  Farmers shall continue to monitor its compliance with applicable West Virginia law;

4. Farmers shall specifically cure the violations and deficiencies identified in the
Examination Report so as to bring itself into compliance and conformity with West Virginia law,

as set forth hereinabove, to the extent such has not already been completed and/or accomplished;

5. Farmers shall file a Corrective Action Plan (CAP), subject to the approval of the

Commissioner, which said CAP shall detail Farmers’ changes to its procedures and/or internal



policies to ensure compliance with West Virginia law and shall further incorporate all
recommendations of the Commissioner's examiners and address all violations specifically cited in

the Examination Report,

6. The CAP shall be submitted to the Commissioner for his approval within 30 days of

the date this order is entered;

7.  Farmers shall make reasonable changes to the CAP if and as directed by the
Commissioner within 30 days of its receipt of the Commissioner’s changes to, or disapproval of,

the CAP; and

8.  Farmers shall, within 90 days of its receipt of notice from the Commissioner of his

final approval thereof, implement the CAP.

Entered this \5 day of MA[(&\ ,2021.

Insurance-Lommissioner
State of West Virginia
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SALUTATION

December 11, 2020
Lewisburg, West Virginia

The Honorable James A. Dodrill

West Virginia Insurance Commissioner
900 Pennsylvania Ave.

Charleston, West Virginia 25302

Pursuant to the authority vested in the West Virginia Offices of the Insurance Commissioner
("WVOIC”), as well as rules, regulations and procedures promulgated by the National Association
of Insurance Commissioners (“NAIC”), an examination has been made of the administrative
affairs, books, records, and market conduct condition of:

Farmers Home Fire Insurance Company of West Virginia
800 Jefferson Street South
Lewisburg, WV 24901

hereinafter referred to as the “Company”. The following Report of Examination (“‘Report”) is
respectfully submitted.
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HISTORY

The Company was incorporated on June 20, 1896, under the laws of the State of West Virginia,
and commenced business on June 26, 1896. The Company is authorized to transact business
as a farmers’ mutual fire insurance company under the provisions of Article 22 of Chapter 33 of
the West Virginia Code. The Company’s purpose shall be to safeguard its members, so far as
possible, against property and liability losses and to distribute the same on the mutual insurance

plan permitted by the Statutes of West Virginia, as set forth in the Company’s By-Laws.

EXECUTIVE SUMMARY

This summary of the Examination of the Company is intended to provide a high-level overview of
the Examination results highlighting where recommendations were made or required actions were
noted. The body of the Report provides details of the scope of the Examination, the Examination
approach, review and test procedures conducted, findings and observations, recommendations
and required actions and, if applicable, subsequent Company actions. Company managerial and
supervisory personnel from each operational area should review the Report for results relating to

their specific area.

SCOPE OF EXAMINATION

The examiners have performed a limited scope Market Conduct Examination (“Examination”) of
the Company. The Examination commenced on April 1, 2020 pursuant to W.Va. Code §33-2-
9(a), as amended, and covers the examination period from January 1, 2014 through December
31, 2018.

The purpose of the Examination is to assess the market conduct condition of the Company and
set forth findings of fact (together with citations of pertinent laws, regulations and rules) with regard
to any findings disclosed by the examination. The general procedures of the Examination
followed rules and standards as set forth in the National Association of Insurance Commissioners
(“NAIC”) Market Regulation Handbook (“Handbook”) and West Virginia Laws, Regulations, and
Directives of the WVOIC.

The scope of the Examination includes the following areas as well as the Handbook and examiner

standards:
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A. Marketing and Sales
1. Standard 1 — All advertising and sales materials are in compliance with applicable

statutes, rules and regulations.

2. Standard 2 - The Company’s internal producer training materials are in

compliance with applicable statutes, rules and regulations.

3. Standard 3 — The Company’s communications to producers are in compliance with

applicable statutes, rules and regulations.

4. Examiners’ Standard — Review the Company’s policies and procedures.

B. Producer Licensing
1. Standard 2 — The producers are properly licensed and appointed and have the
appropriate continuing education (if required by state law) in the jurisdiction where

the application was taken.

C. Policyholder Services

1. Standard 2 — Policy issuance and insured-requested cancellations are timely.

2. Examiners’ Standard — Review policies and procedures for issuing policies,
amendments and processing insured-requested cancellations and premium

refund, if any.

D. Underwriting and Rating
1. Standard 1 — The rates charged for the policy coverage are in accordance with

filed rates or the Company’s rating plan.

2. Standard 4 — The Company’s underwriting practices are not unfairly discriminatory.
The Company adheres to applicable statutes, rules and regulations and the

Company’s guidelines in the selection of risks.

E. Claims
1. Standard 1 — The initial contact by the Company with the claimant is within the

required time frame.
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2. Standard 2 - Timely investigations are conducted.

3. Standard 3 — Claims are resolved in a timely manner.

4. Standard 4 — The Company responds to claims correspondence in a timely

manner.

5. Standard 5 — Claim files are adequately documented.

6. Examiners’ Standard — Review the Company’s policies, procedures, bulletins,

training manuals and internal claims audit reports.

The Report is presented on an exception basis. It is designed to set forth the facts with regard to
any findings disclosed during the Examination. If necessary, comments and recommendations
have been made in those areas in need of correction or improvement. In such cases, these

matters were discussed with WVOIC during the course of the Examination.

Examiners from Risk & Regulatory Consulting, LLC participated in this Examination in their
capacity as Market Conduct Examiners under the direction and supervision of the WVOIC. The
examiners provide no representations regarding questions of legal interpretation or opinion, which
is the sole responsibility of the WVOIC.

EXAMINERS’ METHODOLOGY

The Examination is based on standards and testing approved by the WVOIC and based on the
Handbook standards which served as a basis for this Examination and may have been modified
to reflect statutes and regulations referenced herein. During the course of the Examination, the
Examiners reviewed the Company’s data and documentation to verify compliance with the scope

of the Examination. Specifically, the Examination focused on a review of the following:

A. Marketing and Sales

1. Review the Company's marketing and sales policies and procedures.
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2. Review a sample of up to 5 of the Company’s advertising and sales materials,
including:
a. Radio and audiovisual items such as television commercials, telemarketing

scripts, pictorial materials, social media or other electronic medium

b. Policy forms as they coincide with those materials

c. Producer's own advertising and sales materials

d. Policies and procedures

3. Review a sample of up to 5 of the Company’s internal producer training materials
to determine if the entity is in compliance with applicable statutes, rules and

regulations.

4. Review a random sample of up to 5 samples of the Company’s communications
to producers to determine if the Company is in compliance with applicable statutes,
rules and regulations, including, newsletters, bulletin, memos and all written and

electronic correspondence to producers.

B. Producer Licensing
1. Producers from the underwriting and rating samples will be tested to verify that

producers are properly licensed and appointed.

C. Policyholder Services
1. Review the Company’s policies and procedures for issuing policies, amendments

and processing insured-requested cancellations.

2. From the population of all Fire policies cancelled at the insured's request, select a

random sample of 5 to determine if:

a. The cancellation transaction and premium refund, if any, was handled in a

timely manner.
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b. The policy and any mid-term endorsements were issued in a timely

manner.

D. Underwriting and Rating

1. Review policies, procedures, controls, rating manuals, declination procedures, and
underwriting models, bulletins, and guidelines for the Fire policy product line to

ensure the materials do not prescribe practices that may be unfairly discriminatory.

2. From the population of all Fire policies issued during the examination period, select

a sample of 5 Fire sample policies to determine whether:

a. The Company rated the policies in accordance with their filed rates and

rating rules or the Company’s rating plan.

b. The agency agreements and producer correspondence do not prescribe

practices that may be unfairly discriminatory.

c. The applications, policy declaration pages and any underwriting notes
contain any evidence of any unfairly discriminatory practices and to ensure

the entity adheres to its underwriting policies and procedures.

3. From the population of all declinations, review 5 declination reasons to ensure the

reasons are not unfairly discriminatory.
E. Claims
1. Review policies, procedures, bulletins, training manuals and internal claims audit

reports.

2. From the total population of claims closed with payment during the examination

period, select a random sample of 5 samples to determine whether:

a. The initial contact by the entity was made within the required timeframe.
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b. There are standards for timely claim investigations and whether timely

claim investigations were conducted.

c. There are standards for resolving claims in a timely manner and whether

the sample claims were closed timely.
d. There are standards for promptly responding to all communications from
insureds and claimants in a timely manner and if the entity promptly

responded to all claims communications.

e. There are standards for adequately documenting claim files and whether

the sample claim files were adequately documented.

FINDINGS, OBSERVATIONS, AND RECOMMENDATIONS

The following is a summary of all findings and observations, along with related required actions
and recommendations and, if applicable, subsequent Company actions noted in this Examination.
All West Virginia laws, regulations and bulletins cited in this report may be viewed on the WVOIC'’s

website at: https://www.wvinsurance.gov/Legal-Authority.

Finding 1 — Producer Licensing
WYV Code § 33-12-3 (d) License Required.

The Company did not comply with WV Code § 33-12-3 (d) of the WV Code in 38 instances when
the Company accepted business from one agent who was not appointed with the Company. The
Company disagreed with the finding and provided copies of the Annual Appointment Renewal for
Farmers Home Fire Insurance Co. for the years 2014 to 2018 (except, as they noted, did not have
detail for 2015). The Company noted that the license of the one agent was suspended from June
1, 2017 until January 1, 2018.
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Finding 2 — Producer Licensing
WYV Code § 33-12-3 (c) License Required.

The Company did not comply with WV Code § 33-12-3 (c) of the WV Code in 8 instances when
the Company accepted business from one agent who was not licensed with the Company. The
Company agreed with the finding and noted they discovered that the license of the agent was

suspended from June 1, 2017 until January 1, 2018.

Finding 3 — Producer Licensing

WV Code § 33-12-18 (f) Individual insurance producer to deal only with licensed insurer or

solicitor; appointment as individual insurance producer required.

The Company did not comply with WV Code § 33-12-18 (f) of the WV Code in 1 instance as the
Company did not maintain a current list of individual insurance producers appointed to accept
applications on behalf of the insurer. The Company disagreed with the finding and provided copies
of the Annual Appointment Renewal for Farmers Home Fire Insurance Co. for the years 2014 to
2018 (except, as they noted, did not have detail for 2015). The Company noted that the license

of the one agent was suspended from June 1, 2017 until January 1, 2018.

Finding 4 - Underwriting and Rating

WYV Code § 33-11-4 (1) (a) Unfair methods of competition and unfair or deceptive acts or practices
defined.

The Company did not comply with WV Code § 33-11-4 (1) (a) of the WV Code in 1 instance as
the Company reduced the wind loss claim settlement amount by $250 for the deductible, but
policy endorsements showed that the deductible for wind loss was $50. One policy endorsement
had the $50 wind deductible marked out on the top of the endorsement and replaced with $250,
however, the bottom of the same endorsement showed a $50 wind deductible. The second
endorsement summary schedule did not show that the deductible had changed from $50 and
stated, "all other conditions shall remain the same". The Company disagreed with the finding and
provided additional documentation, however, the additional documentation did not support their

disagreement.
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