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STATE OF CALIFORNIA Dave Jones, Insurance Commissioner

DEPARTMENT OF INSURANCE
300 CAPITOL MALL, SUITE 1700
SACRAMENTO, CA 95814

(916) 492-3500

(916) 445-5280 (FAX)
Wwww.insurance.ca.gov

August 1, 2013

The Honorable Edmund G. Brown, Jr.
Governor

State of California

State Capitol, Suite 1173
Sacramento, CA 95814

Dear Governor Brown:

| am pleased to provide to you the 2012 Annual Report of the Insurance Commissioner as required by California
Insurance Code (“CIC”) section 12922. The Report describes in detail the work of the California Department of
Insurance (CDI) during the 2012 calendar year. The Department’s core function, as the regulator of the state’s
insurance industry with more than $123 billion in annual revenue, is vital to the health and well-being of
Californians and California’s economy. In order to ensure a healthy and fair insurance market we continue to
work at improving all of CDI's processes while also introducing new initiatives to protect consumers. My
administration has made considerable progress on an ambitious consumer and business protection agenda. As
of publication, following are highlights of what we have accomplished since taking office on January 3, 2011:

Health Care Reform

¢ [ssued and enforced regulations prohibiting health insurers from denying health insurance to children with
pre-existing conditions.

¢ [ssued regulations to implement and enforce the federal Affordable Care Act, including individual and small
group market reforms.

o Assisted Covered California establish California's health benefits exchange.

e Reviewed and submitted comments on more than six major federal Affordable Care Act regulations. The
Department's comments assisted the federal government in issuing final regulations for the implementation
of the Affordable Care Act reflecting California's strong consumer protection interest and experience.

e Received and managed $2.1 million in federal grant money to expand health insurance rate review to
evaluate whether filed rates are unreasonable.

e Secured federal funding to enhance consumer assistance pertaining to the ACA. The Department is using
these funds, in part, to enhance our consumer call center and to develop a mobile application which will
allow consumers greater ease in accessing information about the ACA.

e Saved consumers $73.9 million by issuing and enforcing Medical Loss Ratio regulations that require
insurers to spend more of their collected premiums on actual medical care rather than administrative
expenses.

¢ Reviewed more than 150 health insurance policy forms for compliance with new requirements, benefits and
consumer protections under the Affordable Care Act.

e Required health insurers to provide treatment for autism, including behavioral treatment.

Premium Savings

¢ Reviewed 114 health insurance rate filings in the individual and small group health insurance markets and
obtained reductions in proposed rates, resulting in $285 million annually in premium savings for individuals
and small businesses. The Department, however, continues to lack the authority to reject excessive rate
hikes and health insurers continue to implement excessive and unreasonable rate increases.
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e Processed over 2,119 property and casualty insurance rate filings under Proposition 103 during our first 30
months. The Department reduced the overall amount of requested rate increases by $382 million and
approved over $968 million in rate reductions, totaling over $1.350 billion in savings to California consumers
and businesses. This total additional includes approximately $531 million in rate reductions for personal
auto coverage and $258 million in rate reductions for personal homeowners coverage.

e Lowered medical malpractice insurance rates, saving doctors, dentists and other medical providers $54
million in premiums.

o Assisted financially distressed homeowners by requiring insurers who sell "forced placed homeowners
insurance” to reduce their rates for a total of $64 million annually in premium savings.

e Approved changes to residential California Earthquake Authority (CEA) earthquake insurance policies to
make them more affordable and beneficial. Changes resulted in an average rate reduction of 12.5 percent
and provided personal property coverage for the first time.

Insurance Fraud

o The Department oversaw five distinct local assistance grant programs which award grants to district
attorneys for the investigation and prosecution of insurance fraud and insurance related crimes. During FY
11/12, we reviewed application requests and awarded grants totaling approximately $57 million in funding to
district attorneys. These programs resulted in 2,425 arrests and 2,015 convictions during FY 11/12.

e Successfully sponsored legislative amendments to the Insurance Code during 2012 including granting
funding for local district attorneys to investigate and prosecute healthcare fraud. To ensure effective use of
new resources the Department developed and hosted a forum for DAs and CDI personnel on insurance
fraud by medical professionals in all lines of insurance. Healthcare Fraud 202 is in the development stages.

e The Department joined forces with its Joint Enforcement Strike Force (JESF) partners to conduct a
statewide sweep of contractors operating in California’s Underground Economy. The Department partnered
with the Contractors State Licensing Board (CSLB), the Employment Development Department (EDD), and
local district attorney’s office in eleven counties. This sweep resulted in 104 enforcement actions including
for failure to carry workers’ compensation insurance and under-reporting payroll.

Requlations and Legislation

e CDI sponsored nine strong consumer protection bills that were signed into law during the 2011 legislative
session. These include bills that will protect seniors from fraudulent activities while purchasing annuities,
ensure that agents and brokers do not engage in predatory practices in the selling of reverse mortgages,
give life insurance beneficiaries the option to receive payments via a retained asset account, and require
disclosure in workers’ compensation policies in order to save businesses from spending on unexpected
costs.

e CDI sponsored five bills that were signed into law in 2012. These include bills that will: 1) reinstate specified
conduct standards and requirements for all bail fugitive recovery persons (bounty hunters); 2) increase
funding available to District Attorneys and to CDI to investigate and prosecute health and disability fraud; 3)
ensure CDI has the regulatory authority to protect consumers in response to changes brought by the
globalization of the insurance business and insurer use of reinsurance; and 4) improve the predictability of
Long Term Care insurance rates.

¢ The Department managed 25 rulemaking projects, reviewed and evaluated 17 potential rulemaking projects
and issued eight regulations including the following significant matters:

o0 Preventing discrimination by health insurance companies on the basis of gender identity.

o0 Extending the medical loss ratio (MLR) requirements to include large group policies.

o Establishing standards for automobile repairs and the use of aftermarket parts, by increasing the
consumer protections regarding insurer estimates and replacement parts used in vehicle repairs.

o Enforcing the Mental Health Parity Act to protect insurance coverage for autism.

e The Department undertook additional initiatives including:

o Iran Divestment Initiative. Requested all insurers to divest from the military, energy and nuclear
sectors of the Iranian economy due to the risk associated with investments in Iran. As a result of the
Commissioner's Iran Divestment initiative, the number of insurers investing in companies doing
business with Iran has fallen 98 percent, from 341 insurers to just seven.

California Department of Insurance Page ii
2012 Annual Report



o Climate Change Initiative. The Department surveyed major insurers with regard to what, if anything,
insurers are doing to respond to climate change. The Commissioner sought and obtained five other
Commissioners' participation in administering the survey and expanded the survey to 72% of the
entire United States market. The survey results are made public to help insurers, investors,
regulators and members of the public better understand the extent to which the insurance industry is
responding to climate change.

o Reformed the Workers Compensation “Pure Premium Benchmark” process and provided workers’
compensation market stakeholders with expert actuarial reviews of workers’ compensation cost
structure changes.

Enforcement

¢ Leading a national investigation ("Death Master File Investigation") of life insurers' failure to pay billions of
dollars in death benefits. Obtained successful enforcement settlement agreements with seven major life
insurers representing over 45 percent of the market requiring them to pay hundreds of millions of unpaid
benefits. Insurers paid nearly $10 million in penalties to California while agreeing to reform practices
relating to use of the Social Security Administration’s deceased persons database so that the companies
would properly identify potential beneficiaries of life insurance policies.

e Successfully settled an enforcement action against the Travelers insurance companies resulting in $10.5
million in premium refunds to policyholders who were overcharged as well as a $1.5 million fine. The
settlement resolved insurance code violations discovered in a market conduct examination of the
companies.

e Successfully settled an enforcement action against New Hampshire Insurance Company, providing $10.8
million in increased consumer recoveries.

Insolvency Recovery

o Performed successful early intervention with a failing $300 million domestic property and casualty insurer,
resulting in 100% protection of injured workers’ claims and the transfer of policies and claims to a healthy
third party insurer.

e Collected $226.1 million of reinsurance recoveries, reinsurance commutations and litigation recoveries of
failed insurance companies to repay policyholders and creditors.

e Distributed $495.1 million to injured policyholders and guaranty associations from failed insurance
companies.

Consumer Protections

e Recovered over $64 million for consumers as a result of investigations of consumer complaints received by
the Department and through market conduct examinations of 215 insurance companies by the Department.

o Handled approximately 170,000 consumer calls to our Consumer Hotline.

e Created a unit of dedicated health insurance consumer service officers to better service consumers and
assist them in navigating through new healthcare reform laws.

o Obtained successful settlements with major insurers to cover Behavioral Health Therapy to treat autism and
eliminate visit limits on speech and occupational therapy.

e Created Elder Financial Abuse Interagency Roundtable (EFAIR) and launched the inter-agency "Senior
Gateway’ Internet portal.

Community Programs

e Increased insurer investments in underserved communities in California through the department’'s COIN
(California Organized Investment Network) Program from $1.65 million in 2010 to nearly $1.35 billion in
2012.

¢ Insurance Diversity Initiative. Surveyed and encouraged insurers to diversify their procurement, governing
boards and employment. Established the Insurance Diversity Task Force and convened the first ever
Insurance Diversity Summit, bringing together more than 200 insurance executives and diverse business
owners to identify best practices.
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e The Department attended over 250 public outreach events throughout California to increase consumer
education about consumer protections.

e Strengthened and continued to expand the California Low Cost Auto Program by creating a consumer-
friendly website that closely links customers to insurance agents, resulting in more than 9,000 policies in
force by the end of 2012.

Licensing

¢ [ssued and renewed 430,093 insurance agent and broker licenses.

e Restricted or suspended the licenses of 986 agents and brokers.

¢ Opened 15 new testing centers throughout California in 2011 and 2012, including Anaheim, Bakersfield,
Carson, Fresno, Santa Clara and Redding. With these new sites and three additional sites that opened in
2013, license applicants now have 21 sites throughout California to take their examination.

e Changed the licensing application process to a more efficient “exam first” method. Applicants can now
avoid the higher application fee until after passing a qualifying examination.

Funding for Other State Agency Operations

e Collected $2.4 billion in premium taxes for the state's General Fund for fiscal year 2011-12.
e Contributed $39.4 million in fines and penalties to the state’s General Fund since taking office, through the
Department’s vigorous enforcement activities.

Administration

e The Department earned the Bronze Agency award at the 13" annual State Agency Recognition Awards for
its outstanding achievements in contracting with California’s Small Business and Disabled Veteran Business
Enterprise programs.

The California Department of Insurance will continue to aggressively pursue our mission “to ensure vibrant
markets where insurers keep their promises and the health and economic security of individuals, families, and
businesses are protected.”

caraly,

Insurance Commissioner ~—

CcC: Ron Calderon, Chairperson, Insurance Committee, California State Senate
Henry Perea, Chairperson, Insurance Committee, California State Assembly
E. Dotson Wilson, Chief Clerk, California State Assembly
Diane F. Boyer-Vine, Legislative Counsel
Gregory Schmidt, Secretary of the Senate

California Department of Insurance Page iv
2012 Annual Report



California Department of Insurance
2012 Organizational Chart (Graphical Version)

INSURANCE COMMISSIONER

CHIEF DEPUTY

OFFICE OF STRATEGIC PLANNING —

CONSERVATION & —
LIQUIDATION OFFICE

ADMINISTRATION & LICENSING —
SERVICES

Human Resources Management
Financial Management
Information Technology
Licensing Services

RATE REGULATION —

Rate Filing Bureaus (5)
Actuarial Unit
Rate Specialist

CONSUMER SERVICES & __|
MARKET CONDUCT

Market Conduct
Consumer Services

FINANCIAL SURVEILLANCE —

Field Examinations

Financial Analysis

Actuarial Office

Premium Tax Audit & Troubled Companies Bureau

ENFORCEMENT — |

Internal Affairs
Investigations
Fraud

LEGAL/CHIEF COUNSEL ——

Deputy Chief Counsel
Government Law

Rate Enforcement

Policy Approval
Sacramento Enforcement
San Francisco Enforcement
Auto Enforcement

Fraud Liaison

Public Advisor

OFFICE OF CIVIL RIGHTS

ORGANIZATIONAL
ACCOUNTABILITY OFFICE

CORPORATE AND REGULATORY
AFFAIRS

Corporate Affairs |
Corporate Affairs Il
POLICY & PLANNING

Special Projects

Policy Research

Statistical Analysis

External Task Force

Workers’ Compensation Initiatives

COMMUNITY PROGRAMS

Administrative Hearing Bureau

Low Cost Auto

Consumer Education & Outreach
California Organized Investment Network
Office of the Ombudsman

LEGISLATIVE
Legislative Office

COMMUNICATIONS &
PRESS RELATIONS

Senior Press Secretary

HEALTH POLICY

Executive Office

SPECIAL COUNSEL TO THE
COMMISSIONER

Regulations
NAIC

California Department of Insurance

2012 Annual Report

Page v



California Department of Insurance
2012 Organizational Chart (Accessible Text Version)

INSURANCE COMMISSIONER

e CHIEF DEPUTY

o OFFICE OF CIVIL
RIGHTS

0 CONSERVATION &
LIQUIDATION OFFICE

o OFFICE OF STRATEGIC
PLANNING

0 ORGANIZATIONAL
ACCOUNTABILITY
OFFICE

ADMINISTRATION & LICENSING
SERVICES

Human Resources Management
Financial Management
Information Technology
Licensing Services

RATE REGULATION

e Rate Filing Bureaus (5)
e Actuarial Unit
¢ Rate Specialist

CONSUMER SERVICES & MARKET
CONDUCT

e Market Conduct
e Consumer Services

FINANCIAL SURVEILLANCE

Field Examinations

Financial Analysis

Actuarial Office

Premium Tax Audit & Troubled
Companies Bureau

ENFORCEMENT

e Internal Affairs
e Investigations
e Fraud

LEGAL/GENERAL COUNSEL
e Deputy Chief Counsel

e Auto Enforcement Bureau

e Enforcement Bureau -
Sacramento

e Enforcement Bureau -San

Francisco

Fraud Liaison Bureau

Government Law Bureau

Policy Approval Bureau

Rate Enforcement Bureau

CORPORATE AND REGULATORY
AFFAIRS

e Corporate Affairs |
e Corporate Affair I

POLICY & PLANNING

e Special Projects

e Statistical Analysis
COMMUNITY RELATIONS
Administrative Hearing Bureau
Low Cost Auto
Consumer Education & Outreach
California Organized Investment

Network (COIN)
e Office of the Ombudsman

LEGISLATIVE
e Legislative Office

COMMUNICATIONS & PRESS
RELATIONS

e Senior Press Secretary

HEALTH POLICY

e Executive Office

SPECIAL COUNSEL TO THE
COMMISSIONER

e Regulation
e NAIC

California Department of Insurance
2012 Annual Report

Page vi



2012 ANNUAL REPORT

Consumer Services aed Market Conduct
Branch

California Department of Insurance Page 1
Annual Report 2012



Consumer Services and Market Conduct Branch

Consumer Services & Market Conduct Branch

The Consumer Services and Market Conduct Branch (CSMCB) focuses on consumer
protection, by educating consumers, mediating consumer complaints, and enforcing
insurance laws. CSMCB enforces insurance laws during the investigation of individual
consumer complaints against insurers and agents and brokers and through on-site
examinations of insurer claims and underwriting practices.

CSMCB consists of two divisions, six bureaus, and a unit of legal staff dedicated to
consumer issues:

Consumer Services Division (CSD)
e Consumer Communications Bureau (CCB)
e Claims Services Bureau (CSB)
e Health Claims Bureau (HCB)
e Rating and Underwriting Services Bureau (RUSB)

Market Conduct Division (MCD)
e Field Claims Bureau (FCB)
e Field Rating and Underwriting Bureau (FRUB)

Consumer Law Unit (CLU)

Table A: CSMCB 2012 Calendar Year Results

Consumer Telephone Calls Received (automated call- 169,775
center calls)

Complaint Cases Opened 34,554
Complaint Cases Closed 33,643
Total Consumer Dollars Recovered $55,069,451
Number of Market Conduct Exams Adopted by the 215
Commissioner

Total Claims Dollars Recovered or Premium Returned to $9782.895
Consumers from Market Conduct Exams S
CSMCB Grand Total Amount (Consumer Dollars

Recovered, Claims Dollars Recovered or Premium $ 64,852,346
Returned to Consumers.)
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Consumer Services and Market Conduct Branch

CONSUMER SERVICES DIVISION

The Consumer Services Division (CSD) mission is to protect California insurance
consumers through enforcement of the California Insurance Code and related laws and
regulations.

CSD is responsible for responding to consumer inquiries and complaints regarding
insurance company or agent or broker activities. The CSD maintains separate bureaus
to handle telephone inquiries and provide education to the public, to respond to
consumer complaints on claims handling practices, and to respond to consumer
complaints concerning rating and underwriting practices.

Specifically, The CSD is responsible for administrating the program described in
California Insurance Code (CIC) Section 12921.1(a), to investigate complaints, respond
to consumer inquiries and bring enforcement actions against insurers and production
agencies.

This report fulfills the requirements of California Insurance Code (CIC) Section
12921.1(a)(10), to describe the operation of complaint handling processes, to list civil,
criminal, and administrative actions taken pursuant to complaints received, and to report
the percentage of the Department's personnel years devoted to the handling and
resolution of complaints. The section also directs CDI to suggest where appropriate
legislation that will improve the complaint handling apparatus and increase enforcement
action.

Complaints and inquiries are handled by four bureaus within the division: the Consumer
Communication Bureau (CCB), the Claims Services Bureau (CSB), the Health Claims
Bureau (HCB), and the Rating & Underwriting Services Bureau (RUSB). Consumers
may file complaints via telephone, internet or in written correspondence. In 2012, 109
fulltime staff were devoted to the complaint handling operation. This represents 8
percent of the 1,336 total authorized positions in the Department.

e The CCB Hotline staff responds to general insurance inquiries and answers
guestions on insurance claims and underwriting practices, administers the CDI
Residential, Earthquake and Automobile Mediation Programs, and handles time
sensitive complaints.

e CSB is responsible for investigating, evaluating, and resolving consumer
complaints involving claims issues for all lines of insurance except health
insurance (handled by HCB) and Workers’ Compensation, which is regulated by
the California Department of Industrial Relations.

e HCB is responsible for investigating, evaluating, and resolving consumer
complaints involving health claims issues and administers the Department’s
Independent Medical Review Program mandated by CIC §10169.

e RUSB is responsible for investigating, evaluating, and resolving consumer
complaints involving rating and underwriting issues for all lines of insurance,
including Workers’ Compensation.
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Consumer Services and Market Conduct Branch

The review and initiation of the investigation of complaints occurs within three days of
receipt, and the CDI contacts the appropriate licensees (insurers or producers). The
time needed to resolve a complaint varies in accordance with the type of case and the
complexity of the issues to be evaluated and resolved. The average time among all
cases is about 45 days from open to close. Complex cases requiring analysis of
conflicting facts and applicable laws may require more lengthy investigation.
Conversely, cases involving less complex issues may be resolved within hours, days, or
a few weeks. Consumers are informed about the final resolution of complaints as
quickly as possible, but no later than 30 days after the final action.

Disaster Response: In addition to handling complaints, the CSD also coordinates the
Department’s response to natural and other disasters that impact the insurance needs
of consumers and businesses in California. This response includes administration of
the Emergency Damage Assessment function described in CIC Section 16000.

The CSD monitored approximately 34 disaster events in 2012 as follows: 3 Earthquake,
1 tornado, and 30 wildfires. The Division deployed 3 officers from CSD to assist
CalEMA at Local Assistance Centers in Tehama and Shasta Counties for the
Ponderosa Fire, Imperial County for the Brawley Earthquake and San Diego County for
the Shockey Fire.

Consumer Complaint Trends:
by line of coverage:

The following tables identify notable complaint trends

Table B: Trends in Percentage of Complaints by Lines of Coverage

Coverage Type | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Accident & Health | 25.91% | 30.42% | 31.76% | 31.29% | 37.00% | 35.11% | 34.18%
Automobile 40.13% | 37.77% | 34.43% | 33.76% | 31.01% | 33.08% | 33.81%
Misc./Other 13.93% | 13.12% | 12.90% | 13.66% | 12.34% | 12.11% | 12.39%
Homeowners 7.41% | 7.16% | 8.80% | 8.48% | 8.29% | 8.40% | 8.06%
Life & Annuity 7.23% | 6.80% | 7.23% | 7.49% | 6.52% | 6.59% | 6.90%
Liability 2.82% | 2.34% | 2.43% | 2.54% | 2.09% | 1.96% | 2.23%
pyo AlledLNes & 1 3 9006 | 1.61% | 1.82% | 2.05% | 2.00% | 2.47% | 2.16%
Earthquake 0.27% | 0.28% | 0.36% | 0.43% | 0.38% | 0.28% | 0.28%
California Department of Insurance Page 4
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Consumer Services and Market Conduct Branch

Table C: Top Ten Types of Complaint Reasons (2007-2012)

# | Types of Complaint Reasons | 2007 | 2008 | 2009 | 2010 2011 | 2012
1 | Denial of Claim 24% | 25% 26% 26% 26% | 26%
2 | Unsatisfactory Settlement Offer 15% 12% 13% 13% 13% 13%
3 | Claim Handling Delay 15% 13% 13% 13% 11% 11%
4 | Premium & Rating / Misquotes 5% 6% 5% 8% 7% 6%
5 | Other - Claim Handling 5% 6% 6% 6% 4% 4%
6 | Premium Refund 5% 5% 4% 4% 4% 4%
7 | Premium Notice/Billing Problem 3% 3% 2% 3% 3% 3%
8 | Coverage Question 4% 4% 3% 3% 3% 3%
9 | Cancellation 3% 3% 3% 3% 3% 3%
10 | Agent Handling 3% 3% 3% 3% 3% 3%

All Other Reasons 18% | 21% 22% 18% 23% | 24%

Consumer Communications Bureau

The Consumer Communications Bureau (CCB) Consumer Hotline is often referred to as
the Commissioner's "eyes & ears" on the issues and concerns that affect California's
insurance consumers. CCB officers respond to phone calls received through the
California Department of Insurance's (CDI) statewide toll-free Consumer Hotline, 800-
927-HELP (4357). These officers provide callers with immediate access to constantly
updated information on insurance related issues.

The Hotline is staffed by knowledgeable insurance professionals whose years of
expertise, combined with their dedication to consumers, enables them to provide
immediate assistance on time sensitive issues. CCB also responds to inquiries
received through the Consumer “Contact Us” website; coordinates responses to
inquiries addressed to the Commissioner through its Commissioner's Correspondence
Unit; responds to "walk-in" inquiries at the Department’s Los Angeles public counter;
leads the CSD Health Triage Team; organizes the CSD Inter-Agency Health Team;
analyzes and provides input on proposed legislation; manages the Division’s Disaster
Response Program, and leads or participates in various task forces.

Health insurance arguably is the most significant issue currently facing California
consumers. To respond to the implementation of federal health care reform in
California, the Consumer Communications Bureau created dedicated health skill
groups, charged with handling health inquiries.

Residential Property, Earthquake, and Automobile Physical Damage Mediation
Program

CCB administers the Department's Residential Property, Earthquake Claims, and
Automobile Physical Damage Mediation Program. The program was established in
1995 in response to earthquake claims resulting from the Northridge Earthquake of
January 17, 1994. The legislature has since expanded the program to include
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Consumer Services and Market Conduct Branch

automobile physical damage and residential property disputes subject to specific
guidelines. Since the program's inception in 1996 through December 31, 2012, the
Mediation Program has recovered $17,936,547 for consumers. Fortunately, California
did not experience a significant number of disasters in 2012. As a result, there were no
residential or earthquake related claims that were eligible for the mediation program.

In accordance with CIC §10089.83, the following is a report of the results of the program

for the calendar year 2012.

Table D: 2012 Residential Property, Earthquake, and Automobile Mediation
Program Results

Residential | Earthquake | Automobile Totals

Ngmber of mediation cases 0 0 6 6
eligible
Number settled within 28 day

, 0 0 1 1
settlement period
Number sent to mediation 0 0 5 5
Number of cases rejected by 0 0 0 0
insurer
Number accepted by insurer 0 0 5 5
Number of settlements rejected 0 0 0 0
within 3 day waiting period
Amount initially claimed 0 0 $70,767.77 | $70,767.77
Amount of settlements $0 $0 $37,502.00 | $37,502.00

Claims Services Bureau

The Claims Services Bureau (CSB) investigates consumer allegations of improper
claims handling by insurers. These written requests for assistance include, but are not
limited to, wrongful denial of claims, payments less than amounts claimed, and delays in
claims handling. If its investigation discovers a violation of an insurance law or
regulation CSB pursues payment by insurers of those claims that were improperly

denied or delayed.

Health Claims Bureau

The Health Claims Bureau (HCB) investigates consumer and health care provider
allegations of improper handling of health insurance claims by insurers. These requests
for assistance include, but are not limited to, wrongful denial of claims, payments of less
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Consumer Services and Market Conduct Branch

than amounts claimed and delays in claims handling. HCB works with the complainant
to clarify issues and reach a resolution with the insurer. If the investigation shows that
an insurance code or regulation has been violated or the policy contract has not been
honored, HCB will enforce the code, regulation or policy contract which often results in a
favorable outcome for the consumer.

The Health Claims Bureau also administers the Independent Medical Review (IMR)
program. Pursuant to this program Independent reviewers determine when denial of
treatment, based on insurer determinations that such treatment is experimental,
investigational or not medically necessary, should stand or be overturned. HCBs
responsibilities in administering the program include determining which complaints
qualify, guiding the consumer through the IMR process, working with the IMR
organization, communicating the final decision to all parties, and developing statistics
related to IMR determinations which are available to consumers on the Department’s
public website.

Health Care Provider Bill of Rights Report

In accordance with California Insurance Code Section 10133.65, the Department
reports that no complaints involving this section of the insurance code were received for
calendar year 2012.

Rating and Underwriting Services Bureau

The Rating and Underwriting Services Bureau (RUSB) investigates consumer
complaints of improper or inequitable rating and underwriting transactions performed by
insurance companies and agents/brokers. RUSB works with the affected parties to
clarify and resolve disputed issues. When RUSB’s investigation shows that an
insurance violation or a policy breach has occurred the Bureau requires reinstatement
of coverage and refund of premiums and broker fees, when applicable.

In addition to assisting consumers with a variety of issues involving all lines of
insurance, RUSB also participates on the Senior Issues Working Group and the
Disability Advisory Committee, and assists people impacted by wildfires and other
catastrophic events at local assistance centers and workshops. RUSB produces
detailed trend and hot topics reports on insurance company and agent/broker violations
identified from its review of consumer complaint files which CSMCB and others within
the Department find valuable in identifying and monitoring non-compliant activity by
licensees.

(CIC) Section 1858.35 Report

In accordance with California Insurance Code (CIC) Section 1858.35, the Department is
reporting the number and type of complaints received by the Department from any
person aggrieved by any rate charged, rating plan, rating system or underwriting rule,
and the disposition of these complaints.
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Table E: (CIC) Section 1858.35 Complaints by Type/Reason 2012

: # of
Rank Complaint Type/Reason Complaints

1 Premium & Rating Misquotes 728
2 Coverage Question 493
3 Surcharge 432
4 Premium Notice/Billing Problem 416
5 Unsatisfactory Refund of Premium 411
6 Cancellation 348
7 Nonrenewal 281
8 Agent Handling 276
9 Escrow Handling 86
10 Information Requested 79
11 Underwriting Delays 65
12 Other — Policyholder Service 47
13 Policyholder Service Delays No 43

Response
14 Other — Underwriting 43
15 Misrepresentation 40

All Other Reasons 251

*Total Number of Complaint 4.039

Type/Reason

*Total Number of Complaints 3,095

*Note: Many of the consumer complaints received involve more than one issue. This explains the

difference between the total number of complaints and total number of complaint type/reasons provided in
the above table. The complaint type/reason column also describes the various concerns addressed.
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Table F: (CIC) Section 1858.35 Complaints by Final Disposition 2012

. : " # of Recovery
Rank Final Disposition Complaints Amount
1 Company Position Substantiated 1,721 $ 17,176.00
2 Advised Complainant 600 $ 10,397.00
3 Recovery 499 $100,701.00
4 Refund 335 $118,436.00
5 Information Furnished/Expanded 253 $ 464.00
6 Company In Compliance 205 $ 2,935.00
7 Premium Problem Resolved 120 $ 13,272.00
8 Question of Fact 116 $ 15,241.00
9 Other 111 $ 738.00
10 Cancellation Upheld 99 $ 26.00
11 Nonrenewal Upheld 96 $ -
12 Policy Issued/Restored 62 $ 22,512.00
Compromise
13 Settlement/Resolution 60 $ 21,976.00
14 | Delay Resolved 59 $ 2,703.00
15 Rating Problem Resolved 54 $ 13,921.00
All Other Disposition Codes 346 $ 339,053.00
Total Number of Disposition 4,736 $ 679,551.00
Total Number of Complaints 3095

Note: Many of the complaints we receive involve more than one issue. The final disposition column
describes the various outcomes of the complaint investigation.

California Insurance Code (CIC) § 1707.7 (d) Report

In accordance with California Insurance Code Section 1707.7(d), the Department
reports that there were 692 justified complaints against licensees outlined in 1707.7(b)
for the year 2008, 660 justified complaints for 2009, 870 justified complaints for 2010,
887 justified complaints for 2011 and 994 for 2012. For the five year period covering
2008 through 2012, the total number of justified complaints is 4103.

Market Conduct Division

The Market Conduct Division (MCD) examines insurance company practices regarding
compliance with rules and regulations governing insurance company conduct in the
market place. These examinations are generally based on a fixed schedule of
examinations, scheduled re-examinations and targeted examinations due to special
circumstances or the results of market analysis of consumer complaints and other data.
Depending upon their size, complexity, and nature, exams are either conducted in the
insurers’ offices or in-house at the CDI’s offices, with insurers shipping materials and
files to our staff.
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MCD maintains separate bureaus to conduct claims handling practices exams and
rating and underwriting exams, a reflection of a division of operations in the insurance
industry and in the laws regulating them. The MCD Market Analysis Unit evaluates
consumer complaints, enforcement actions, exam activity, and other data on a national
basis to identify issues that may be of regulatory concern to California. The goal of the
market conduct examination is to evaluate compliance with statutes and regulations
relative to the business of insurance and to initiate corrective or enforcement actions

when necessary.

The following is a summary of MCD’s accomplishments for the year 2012. The list
covers different areas of accomplishment, including exams completed, dollars returned
to consumers, and legal actions taken.

Table G: Market Conduct Division Results for 2012

Examination Results
Category

FCB*

FRUB**

DIV.
OFFICE***

MCD Totals

Number of Exams Adopted
by the Commissioner

96

119

215

Amount of Claims Dollars
Recovered or Premium
Returned to Consumers in
Examinations

$2,302,273

$7,480,622

$9,782,895

Number of Enforcement
Actions Completed on
Examinations

10

Penalties Assessed in
Enforcement Actions
Completed

$1,595,000

$31,358,680

$32,953,680

* FCB: Field Claims Bureau

** FRUB: Field Rating & Underwriting Bureau

*** Div OFFICE: MCD Division Office staff. Figures reported in this column represent multistate exam
work and enforcement activity done in cooperation with other states. This activity is completed directly by
the Division Office staff rather than being assigned to a bureau.

Field Claims Bureau

The Field Claims Bureau (FCB) conducts market conduct examinations of the claims
practices of all licensed California insurers. The focus of each exam is on compliance
with the California Insurance Code and the California Fair Claims Settlement Practices
regulations. FCB seeks to ensure equitable treatment of policyholders and claimants in
accordance with insurance contracts and California law. The California Insurance Code
sections cited in FCB examinations vary by line of insurance. However, those that are
common to both life & disability and property & casualty insurance involve delay,
documentation, and improper handling, which may include improper settlement, failure
to pursue investigation, and improper denial. FCB obtains thousands of remedial claim
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actions from insurers each year as a result of the examinations it conducts. Many of the
issues which lead to these actions are displayed in its reports which are published on
the Department’s website. During calendar year 2012, Field Claims Bureau staff
examined 10,067 claim files and cited 2,715 violations of law in the reports it filed.

Field Rating and Underwriting Bureau

The Field Rating and Underwriting Bureau (FRUB) conducts market conduct
examinations of the rating and underwriting practices of all licensed insurers. FRUB
reviews the advertising, marketing, risk selection and declination, underwriting, pricing,
and policy termination practices of life, health, property, and casualty insurers. FRUB
examinations focus on compliance with rate filing requirements, consistency within the
insurer’s adopted rating processes, and overall conformity of rating and underwriting
with the California law. Each year, as a result of the examinations it conducts, FRUB
obtains remedial actions from insurers in the form of revisions to incorrect and illegal
practices and premium refunds to consumers when errors and violations resulting in
premium overcharges are discovered. During calendar year 2012, Field Rating and
Underwriting Bureau staff examined 5,931 policy files resulting in the identification of
463 illegal practices for correction in the reports it filed.

California Insurance Code (CIC) § 12921.4(b)

In accordance with California Insurance Code (CIC) § 12921.4(b), the Market Analysis
Unit reviewed the complaint data of each insurance carrier that was authorized to
transact business in the State of California during the year 2012. The analysis of
complaint data focused on the following areas: insurer, insurance line of business, and
type of violation.

Complaint totals by insurer is one of the primary criteria for determining the Market
Conduct Division’s examination schedule. The ten insurers with the most closed
complaints in 2012 (ranging from 605 for the bottom company to 2,320 for the company
at the top) have all been examined within in the last 3 years or are scheduled to be
examined in the next 2 years (3 in progress, 7 on schedule). Additionally, several of the
insurers identified with high complaint totals have been examined more than once
during the 5 year timeframe. Four of the ten companies with the most closed complaints
have been the subject of enforcement actions within the last 3 years.

Complaints by line of business continue to be an important area for focusing Market
Conduct Division examination resources. The top five lines of business which generated
the most complaints were the following: private passenger auto (13,407), group
accident and health (4,760), individual accident and health (3,472), homeowners
(1,979), and individual life (1,471). These lines of business were among the most
frequently examined by both the Field Claims Bureau and the Field Rating and
Underwriting Bureau during 2012. Within each line of business, the Market Conduct
Division also prioritizes those insurers with the most complaints. All insurers in the top
10 of complaints in each line have been examined in the last 3 years or are scheduled
to be examined in the next two years. Thus, the lines of business most impacted by
complaints, and the insurers that generated the most complaints within those lines of
business, are prioritized for examination by the Market Conduct Division.
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An analysis of complaints sorted by the type of violation is completed for each
examination initiated for the Market Conduct Division. The results of this analysis allow
the examiners in charge to identify areas of their review that they should scrutinize more
closely. Whenever a trend or pattern in violation data is observed, the information is
shared with those Department employees that have a use or need for the data.

A geographic analysis, established by zip code, of consumer complaints was conducted
for the year 2012. Complaints within those geographic regions identified as having high
concentrations of complaints relative to the population of the region will be the subject of
further analysis during 2013.
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Health Policy and Reform Branch
Background

The Patient Protection and Affordable Care Act (ACA), otherwise known as federal
healthcare reform, was passed by Congress and signed into law by President Obama
on March 23, 2010. As the regulator of the health insurance industry, the California
Department of Insurance (CDI), plays a significant role in ACA implementation and is
working with state and federal agencies to ensure that reforms both expand health care
coverage and protect consumers.

This federal law presents the opportunity to bring health insurance coverage to millions
of Californians, which is a top priority for the CDI. Starting in 2011, the Commissioner
tasked the Department with working towards fully implementing the ACA in California.
Many significant provisions of this federal law have already come into effect — others
come into effect by January 1, 2014. The California State Legislature has enacted a
number of laws that both mirror and exceed the requirements of the federal law, making
California a national leader in ensuring more accessible and affordable health care
coverage for all.

Implementing the Affordable Care Act

The ACA created a multitude of changes, both to the health insurance marketplace in
California as well as direct regulatory requirements on CDI. Beginning in 2011 and
continuing to the present, CDI has adapted its regulation of the California health
insurance industry to accommodate these marketplace changes. Many of the federal
ACA changes were incorporated into state legislation passed during the 2011-2012
Legislative Session.

With the passage of the ACA, there are many reforms that the Department must
implement and enforce. The significant and structural changes that have taken effect in
2011-12, as well as future reforms that will take effect in upcoming years, have required
a more robust framework of legal and policy support within the CDI. This extra support
has helped the department effectively work towards implementation of the federal
reform requirements, integrate federal and state changes to the marketplace, increase
coordination across state agencies, and actively represent California insurance
consumers with the federal government and the National Association of Insurance
Commissioners (NAIC), which has been delegated the responsibility by the federal
government to assist states with ACA implementation and guidance.

Accomplishments
Commented on Federal and State Regulations affecting California

The Health Policy and Reform Branch reviewed and commented on regulations
relating to the ACA. These include regulations on Multi-State Plan Programs,
Application Counselors, Essential Health Benefits, Actuarial Value and
Accreditation, Geographic Rating Regions, Market Rules for Rate Review and
Payment Parameters. The regulations provide clarity and direction for
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implementing the health reform law and are an important part of providing
protection to consumers.

Conducted ACA trainings for CDI staff

The Health Policy and Reform Branch provided trainings to CDI staff (policy
reviewers, consumer hotline, market conduct, and field examiners) regarding
both federal and state healthcare reform efforts. Given the ongoing and technical
nature of health care reform, the branch’s ACA team will continue to conduct
more trainings through 2014.

Saved consumers money through rate review

In 2011 and 2012, the Health Actuarial Office reviewed 122 major medical rate filings.
California's continued lack of legal authority to reject excessive health insurance and
HMO rate increases continues to cost California's consumers and businesses hundreds
of millions of dollars in excess premiums. However, the process of reviewing rates and
discussing concerns with insurance carriers who voluntarily agree to reduce rates has
resulted in an estimated combined total of $209 million in savings for California
consumers in 2011 and 2012.

Secured federal funding for rate review functions

CDI received $2.1 million in federal grant money to implement parts of the Affordable
Care Act related to health insurance rate review. This funding was used by CDI staff to
facilitate the expansion of rate review. California received this funding as part of the
Cycle 1l Rate Review Grant awards.

While the federal grant funding is important, California's continued lack of legal authority
to reject excessive health insurance and HMO rate increases continues to cost
California's consumers and businesses hundreds of millions of dollars in excess
premiums. Thirty-four other states have the authority to reject excessive health
insurance and HMO rate hikes. Commissioner Jones authored three bills while in the
State Legislature and sponsored a fourth bill, AB 52 (Feuer) as Insurance
Commissioner, which would authorize rejection of excessive health insurance and HMO
rate hikes. The lack of authority to reject excessive health insurance rate hikes is a
major missing piece of federal and state healthcare reform.

Secured federal funding to improve consumer assistance

CDI successfully applied for and was awarded two rounds of funding from the federal
government, in conjunction with DMHC, to increase our capacity to provide consumer
assistance around the Affordable Care Act. Funds were awarded, in turn, to five
community organizations to provide locally-based consumer assistance and advocacy.
In addition, CDI is using some of the funds to help consumers by improving our call
center function to make warm transfers to other agencies when the consumer is calling
about a product not regulated by the Department of Insurance. Additionally, we are
developing a mobile app that will give consumers new ways of accessing the services of
our Consumer Services Branch with health insurance issues.
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Promulgated regulations on gender non-discrimination

CDI promulgated regulations to clarify the protections provided by law to
transgender policyholders. The regulations were the first of their kind in the
nation and also produced the first actuarial and economic analysis of the cost of
such services. The study is being used widely by other organizations to
advocate for similar protections in other states and localities.

Enforced the Medical Loss Ratio

The Department has enforced the emergency regulation issued by
Commissioner Jones, ensuring that a larger share of the premiums collected by
health insurers pay for actual medical care. This resulted in a savings to
consumers of $73.9 million. The Department audits health insurers to ensure
compliance with the law.

Approved Health Insurance Policies

The Department reviewed more than 150 health insurance policy forms for compliance
with new benefit design and cost sharing requirements, such as the elimination of
lifetime limits on benefits and the elimination of co-payments and co-insurance
requirements for preventative services.

Represented CDI and the Commissioner to the NAIC

The ACA team actively participated in weekly NAIC meetings and conference
calls, providing feedback from California’s perspective and reviewing information
essential to the implementation of the ACA in California. CDI staff chaired the
Healthcare Reform Actuarial Working Group.
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Rate Regulation Branch

The passage of Proposition 103 in 1988 required the Department of Insurance to begin
reviewing rates for most property and casualty lines of business before those rates
could be used in the market. This process, mandated by the California Insurance Code
(CIC) Section 1861.05, requires the Rate Regulation Branch (RRB) to ensure that the
rates contained in an insurer’s filing are not excessive, inadequate or unfairly
discriminatory prior to those rates being approved for use by the insurer.

The RRB analyzes filings seeking changes in rates, or related rating plans and
classifications submitted by property and casualty insurers and other insurance
organizations under California’s prior approval statutes for most property and casualty
lines of business. In addition, the RRB analyzes filings submitted by property and
casualty insurers and other insurance organizations under California’s file and use
statutes for a limited number of property and casualty lines of business.

Under the authority granted to the Commissioner by Proposition 103, the Department
processed close to 8,000 property-casualty rate, rule and form filings during 2012 and
reduced requested rate increases by $174 million while also approving rate reductions
totaling over $208 million. This includes $142 million in reduced rate increases and
over $11 million in approved rate decreases for personal auto coverage.

Commissioner Jones directed RRB to focus increased attention on rates charged for
force-placed property coverage in 2012 among its other responsibilities. Force-placed
insurance is insurance required by a business transaction that is procured by a
contracting party other than the consumer who ultimately pays for it. The most common
form is insurance required at a real estate closing to protect property. Commissioner
Jones required four of the largest lender placed coverage insurance companies in
California to submit rate filings to the Department of Insurance to justify their current
rates. After careful review of those filings, RRB determined the rates were excessive
and required all four companies to substantially lower their homeowners insurance rates
for a total annual savings to homeowners of nearly $64.4 million.

Rate Filing Bureaus

The Rate Regulation Branch has five (5) filing bureaus (two in San Francisco and three
in Los Angeles) that receive and review rate filings from over seven hundred fifty (750)
property and casualty companies licensed in California. The Intake Unit in the San
Francisco office is responsible for processing all applications for all insurance lines,
except for Workers’ Compensation and Title insurance. This intake unit is also
responsible for making all filings available to the Public Viewing Rooms maintained in
San Francisco and Los Angeles.

RRB is served by an Actuarial unit and a Rate Specialist Bureau (RSB). RSB provides
technical advice and support with regard to underwriting, rating, data collection,
statistical analysis, profitability, and rate-of-return issues for all lines of insurance.

In conjunction with the National Association of Insurance Commissioners (NAIC), RRB
is actively promoting its participation in the System for Electronic Rate and Form Filings
(SERFF) project. This system is designed to enable companies to send and states to
receive, comment on, approve or reject insurance industry rate and form filings
electronically. This project continues to increase efficiency and facilitate
communication between the Rate Filing Bureaus and insurers. The percentage of



Rate Regulation Branch

filings received via SERFF continues to increase each year, and during 2012, reached
90%.

In addition to prior approval applications, the Rate Filing Bureaus must review:

Private Passenger Auto Class Plans — California Department of Insurance regulations
require all insurance companies writing private passenger automobile insurance to
submit a Classification Plan (Class Plan). Class Plans provide the Department with the
rating methodology each company will adopt in order to comply with the provisions of
Proposition 103 that mandate the use of specific rating factors.

Advisory Organizations — California Insurance Code Section 1855.5 requires that all
policy or bond forms, and manuals, intended for use by members of an advisory
organization must first be filed with the Commissioner for review and approval prior to
being used by member insurance companies.

Workers’ Compensation —In 1993 and 1994, the workers’ compensation minimum
rate law was replaced with a competitive rating system which took effect in 1995. Under
the competitive rating law, codified in California Insurance Code Section 11735, insurers
are free to develop their own rates based on advisory pure premiums (loss costs) and
company-developed loss cost multipliers. However, all company rates, rating plans,
and rating rules must be filed with the Rate Regulation Branch prior to use. In 2012,
five hundred and seventy eight (578) workers’ compensation rate filings were reviewed.

Title Insurance — California Insurance Code Section 12401.1 requires title insurers and
underwritten title companies to file their title and escrow rates with the Department prior
to their use. In 2012, one hundred and four (104) title insurance rate filings were
reviewed.

Types of Filings Received During 2011 2011 2012
Private Passenger Automobile 644 434
Homeowners 209 247
Other Personal Lines Products 340 321
Title 76 104
Workers’ Compensation 491 578
Medical Malpractice 72 81
Other Commercial Lines Products 6,092 5,761
Total 7,924 7,526

RATE SPECIALIST BUREAU (RSB)

The Rate Specialist Bureau (RSB) provides advice and support to the Insurance
Commissioner, executive staff, other CDI Branch Managers, and the insurance
industry/consumers with regard to underwriting, rating, data collection, statistical
analysis, profitability, and rate-of-return issues. RSB’s duties and responsibilities
continue to include all lines of insurance. The following is a list of projects and duties
handled by RSB in 2012:
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1. Published the “California Earthquake Zoning and Probable Maximum Loss
Evaluation Program” Report for years 2002 to 2010. An abridged hard copy was
printed for public distribution.

2. The Bureau Chief was a panel discussion speaker in the “Global Climate and
Catastrophic Risk Forum” held on October 17, 2012. The Forum was sponsored by
the Center of Insurance Studies (part of Cal State University Fullerton) and the Risk
& Insurance Management Society/Los Angeles Chapter (LA RIMS).

3. Conducted analysis on topics including: Efficiency Standards; Leverage Factors by
line; Reserve Ratios; Industry Rates-of-Return; Projected Yields; Investment
Income; CPI Index for expense trend factors; the Federal Income Tax rate on
investment income; California and Countrywide Profitability; and Risk Based Capital.

Bond Yields information is collected on a daily basis and information is compiled
from various sources to calculate risk free rates, investment yield rates, and
projected yields. This information is published monthly in the CDI website for use by
regulated companies to use in rate filings.

4. Conducted the Survey of Marketing System Information to collect data used to
update the calculation of efficiency standards under prior approval regulations.

5. Compiled California Market Share Reports for Property & Casualty insurance, for
Life & Annuity insurance, for Title and for Home Warranty.

Also compiled for CDI internal use are: Directory of all California licensed insurers
and their Annual Statement state page data; summaries of the Investment
Schedules for California licensed P&C insurers; and the Supplemental Executive
Compensation Exhibits data.

6. Compiled data for the Excessive Rate Project for Rate Regulation’s Deputy
Commissioner and the Rate Filing Bureaus.

7. Compiled the filed workers’ compensation classifications’ rate information and
compiled the Workers’ Compensation Insurance Rate Comparison for CDI's website.

8. Completed various projects in relation to workers’ compensation insurance, such as
preparing market share reports and historical premium, loss & dividend
comparisons.

9. Promulgated the Proposition 103 Administration Fees for property & casualty
companies, and the workers’ compensation filing fee charges for the Accounting
Division.

10. Collected, compiled, and analyzed data as required by various sections of the
California Insurance Code (i.e. child care liability for 2011). RSB also continued to
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collect Calendar Year 2011 loss and experience data of credit property and credit
unemployment insurance pursuant to (CIC §779.36, amended by Statute 199,
Chapter 413, 81). The due date for the Child Care Liability Report was May 1; due
date for the Legal/Medical Professional Liability Reports and the Credit reports was
July 1. At the Commissioner’s discretion, as permitted by amendments to the
relevant code sections, the collection of the child care liability and the medical/legal
professional liability data for 2012 was suspended.

11. Continued to collect and compile earthquake probable maximum loss (PML) data via
the annual data calls which are due by June 30 from primary carriers and August 31
from reinsurers. RSB also collected and compiled the annual Earthquake Premium
& Policy Count data call.

12. Acted as liaison to the California FAIR Plan Association. RSB’s staff participated in
the California FAIR Plan’s rating and underwriting appeals proceedings, while the
Bureau Chief attended its Governing Committee meetings.

RSB is also responsible for reporting data under the following California Insurance Code
(CIC) Sections:

CIC 8674.5 & 674.6. Companies ceasing to offer a particular line of coverage

CIC 81857.9: Special data call on classes of insurance designated by the
Insurance Commissioner as unavailable or unaffordable.

CIC §1864: Child Care Liability Insurance
CIC 811555.2: Malpractice Insurance — Dental, Medical, and Legal

CIC 8674.5 & 8674.6:
COMPANIES CEASING TO OFFER A PARTICULAR LINE OF COVERAGE

Under CIC 8674.5, an insurer ceasing to offer any particular class of commercial liability
insurance must provide prior notification of its intent to the Commissioner. Likewise,
under CIC 8674.6, an insurer offering policies of commercial liability and most types of
property/casualty insurance, must provide prior notification to the Commissioner of its
intent to withdraw wholly or substantially from the specified line of insurance. The list of
notifications that the Department received is shown below.
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COMPANIES FILING WITHDRAWALS, CEASE WRITINGS, ETC.. 2012
NAIC# |Company Name Group Name | Request Date | Effective Date |Proposed Action by Company
Intent to non-renew general liability policies to small
Navigators artisan contractors administered by Builders &
42307 |Navigators Insurance Co. 9 1/18/2012 Tradesmen's Insurance Services, Inc (BTIS). BTIS
Group, Inc. . . . .
inteds to migrate the existing policyholders to a
subsidiary of AmTrust.
20370 |AXIS Reinsurance Co. AXIS Capital 6/5/2012 Intent to sub;tantlally withdraw from the Personal
Group Earthquake line of coverage.
Intent to discontinue offering several types of
. . Zurich Ins. pollution liability insurance policies including, but not
16535 |Zurich American Ins. Co. Group 11/19/12012 limited to, Commercial Storage Tank and Dealer &
Repair shops policies.
21873 |Fireman's Fund Ins. Co. Allianz Ins. 12/21/2012 Intent tq reduce writing Admitted Management Asset
Group Protection Coverage.

CIC 81857.9: SPECIAL DATA CALL ON CLASSES OF INSURANCE DESIGNATED
BY THE COMMISSIONER AS UNAVAILABLE OR UNAFFORDABLE IN
CALIFORNIA

The Insurance Commissioner did not designate any unavailable or unaffordable classes
of insurance in 2012.

CIC 81864: CHILD CARE LIABILITY INSURANCE

Section 1864 was added to the Insurance Code as of January 1, 1986. This section
originally required that on or before May 1 of each year, each insurer engaged in writing
child care liability insurance in California submits a report of its child care liability
premium and loss experience for the preceding calendar year.

Per AB 2303 (Ch. 786) signed by the Governor on September 29, 2012, CIC 81864 was
amended from an “annual” data call to “as requested by the Commissioner.” CIC
812962 was also amended to remove the requirement to include Child Care Liability
Insurance data [CIC 81864] in this Annual Report. Therefore, we are no longer
including the report. The Department has suspended collecting this data as of 2013,
unless further requested by the Commissioner.

CIC 811555.2: MALPRACTICE INSURANCE -- DENTAL, MEDICAL, and LEGAL

Under CIC 811555.2, insurers transacting insurance covering liability for malpractice of
any person licensed under the Dental Practice Act, the Medical Practice Act, or the
State Bar Act, shall report specified statistics to the commissioner, by profession and by
medical specialty, upon request of the commissioner.

On March 3, 2010, AB 2782 (Ch. 400) was signed by the Governor and among its many
provisions, it amended CIC 812962 by removing the requirement to include the Legal
and Medical Professional Liability Insurance data [811555.2] in this Annual Report.
Therefore, we are no longer including such data. The Department has stopped
collecting this data as of 2012, unless further requested by the Commissioner.
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ENFORCEMENT BRANCH
INSURANCE CODE SECTIONS 1872.9, 1872.96, 1874.8
Pursuant to Sections 1872.9, 1872.96 and 1874.8 of the California Insurance Code and
consistent with reporting protocols of the California Department of Insurance, the
Enforcement Branch provides information relating to the specific duties of each of its

divisions, program oversight and expenditures, and specific activities for Fiscal Year
2011-12.

Section One: Enforcement Branch Overview

Section Two: Investigation Division

Section Three: Fraud Division

Section Four:  Workers’ Compensation Insurance Fraud Program

Section Five:  Appendices
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SECTION ONE: BRANCH OVERVIEW

The mission of California Department of Insurance Enforcement Branch is: “To protect
the public from economic loss and distress by actively investigating, arresting, and
referring, for prosecution or other adjudication, those who commit insurance fraud and
other violations of law; to reduce the overall incidence of insurance fraud and consumer
abuse through anti-fraud outreach and training to the public, private, and governmental
sectors.”

To accomplish its mission the Enforcement Branch investigates criminal and regulatory
violations relating to insurance transactions from point-of-sale through the claims
process.

In addition to investigating criminal and regulatory violations, the Enforcement Branch
administers five grant programs that provide funding to county district attorney offices to
assist with their efforts to investigate and prosecute insurance fraud. Fraud Division
administers four of the five grant programs: Automobile Insurance Fraud, Urban
Automobile Fraud Activity Interdiction; Disability and Healthcare Fraud, and Worker’s
Compensation Insurance Fraud. Investigation Division administers the Life and Annuity
Consumer Protection Program.

The Branch also pursues outreach and is a liaison to public agencies involved in
combating fraud.

The Enforcement Branch is composed of two divisions: Fraud and Investigation.

BRANCH ORGANIZATION

Branch Management — The Enforcement Branch Management consists of the Deputy
Commissioner, two Division Chiefs, (Investigation and Fraud Divisions), two Bureau
Chiefs (Fraud Division), a Captain, (Supervising Fraud Investigator 1), one
Headquarters Chief, (Staff Services Manager Ill), and an Executive Assistant.

Branch Headquarters — The Headquarters Chief is responsible for the management of
the Branch Headquarters Office that supports the Enforcement Branch Deputy
Commissioner and the Fraud and Investigation Divisions’ regional offices. This position
works closely with other units within the Department, most notably Human Resources
Management Division, Budget and Revenue Management Bureau, Accounting Services
Bureau, Information Technology Division, and Business Management Bureau. The
Headquarters Chief reports to the Deputy Commissioner.

Six units within Enforcement Branch Headquarters perform the following activities in
support of the Regional Offices:

e Human Resources and Training

® Local Assistance

e Management Reporting and Intake

® Fraud Grant Audit Unit

e Special Investigative Unit — Compliance Review Office
e Budgets, Property Control and Special Projects
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Professional Standards Unit/Backgrounds — The Captain coordinates all internal
affairs investigations and supervises a team of retired annuitants who perform all pre-
employment background investigations for the Branch. This position conducts special
projects when needed. The Professional Standards Unit/Backgrounds Captain reports
to the Deputy Commissioner.

Professional Standards Unit/Computer Forensic Team (CFT) — A Detective
Sergeant (Supervising Fraud Investigator I) coordinates the tasks of the Computer
Forensic Team that supports statewide investigative efforts through technical expert
forensic examinations of computer data seized during investigations. The CFT
Detective Sergeant reports to the Professional Standards Unit/Backgrounds Captain.

Professional Standards Unit/Enforcement Tactics and Training Unit (ETTU) — A
Detective Sergeant (Supervising Fraud Investigator 1), coordinates the tasks of training,
weapons management, and range masters in the Enforcement Tactics and Training
Unit to all sworn staff. The ETTU Detective Sergeant reports to the Professional
Standards Unit/Backgrounds Captain

ANTI-FRAUD OUTREACH

One component of the Enforcement Branch’s mission statement is to provide anti-fraud
outreach and training to the public, private and governmental sectors. The Branch
provides a wide array of public awareness through liaison and educational materials.
The Department’s overall goal is to advance communications that will help consumers
understand insurance fraud and create stronger deterrence through public awareness.

The following are examples of the outreach activities:
Internet

The CDI Internet public website addresses several topics including: “What is Insurance
Fraud?” and “Where to Report Insurance Fraud”; the website provides Insurance Fraud
Reporting Forms, identifies Fraud Division Regional Offices and reports; Workers’
Compensation Insurance Fraud Convictions. Relevant press releases are posted as
arrests and convictions occur.

Consistent with the requirements of California Insurance Code Section 1871.9, the
Department posts fraud convictions on its website for five years from the date of
conviction or until it is notified in writing that the conviction has been reversed or
expunged.

Community Forums

The Enforcement Branch participates in community-sponsored events, such as town
hall meetings, public hearings, and underground economy seminars. These forums
give the Branch opportunities to hear directly from consumers regarding their insurance
concerns, and also to provide information communities may find useful to protect
themselves from insurance fraud.
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Media/Public Service Announcements

The Enforcement Branch participates with local, state, and national broadcasting outlets
to educate the public about insurance fraud in California. The Branch’s
accomplishments are highlighted so the public is aware of workers’ compensation
arrests, prosecutions, and convictions throughout the State. With this in mind,
significant cases are taken to the media, in partnership with other law enforcement
agencies, to educate the public about the Division’s activities in order to promote
deterrence.

Industry Liaison

The Enforcement Branch maintains ongoing liaison with the insurance industry by
interacting with a variety of organizations, including the International Association of
Special Investigation Units; Workers’ Compensation Advisory Committee; Insurance
Fraud Advisory Board; National Insurance Crime Bureau Regional Advisory Committee;
Health Fraud Task Force; Underground Economy Task Forces; California Coalition on
Workers’ Compensation; California Workers’ Compensation Institute; Northern
California Fraud Investigators Association; and the Southern California Fraud
Investigators Association.

Governmental Liaison

The Enforcement Branch maintains routine liaison with the following State agencies or
entities on matters of overlapping jurisdiction or mutual concern: California Peace
Officers’ Association; California Peace Officers Standards and Training; Instructor
Standards Counsel; California Highway Patrol; Employment Development Department;
Department of Industrial Relations—Division of Workers’ Compensation and Division of
Labor Standards Enforcement; Department of Consumer Affairs, Bureau of Automotive
Repair, California Contractors State License Board, and the Cemetery and Funeral
Bureau; Department of Justice; Department of Corporations; Franchise Tax Board;
California Board of Chiropractic Examiners; California District Attorneys Association;
National Association of Insurance Commissioners; Statewide Vehicle Task Force;
Advisory Committee on Automobile Insurance Fraud; Department of Corrections and
Rehabilitation; Department of Alcoholic Beverage Control; and Regional Auto Theft
Task Forces.

Grant Workshops for County District Attorney’s Offices

The Local Assistance Unit, Fraud Grant Audit Unit, and regional offices of the Fraud
Division jointly hold training workshops for district attorney personnel who participate in
the Insurance Fraud Grant Programs. The workshops are designed for staff
responsible for complying with the data collection and reporting requirements
associated with the programs. The workshops cover the administration of the grant
programs, audit of grant programs, the components of a successful joint plan, and a
discussion regarding the procedures to deal with fraud complaints and referrals that are
received by both the Fraud Division and the district attorney. The workshops have been
given statewide.
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SECTION TWO: INVESTIGATION DIVISION

The mission of the Investigation Division is “To protect California consumers by
investigating suspected violations of laws and regulations pertaining to the business of
insurance and seeking appropriate enforcement actions against violators.” Effective
enforcement of the insurance laws helps to safeguard consumers