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EXAMINER’S AFFIDAVIT

STATE OF GEORGIA
COUNTY OF COBB

Mary B. Packard, CPA, CFE, being duly sworn, states as follows:

1. I have authority to represent Alabama in a Matket Conduct examination
of AssuranceAmerica Insurance Company.

2. Alabama is accredited under the National Association of Insurance
Commissioners Financial Regulation Standards and Accreditadon.

3. I have reviewed the examination wotkpapers and examination repott,
and the examination of AssuranceAmerica Insurance Company was
petformed in a manner consistent with the standards and procedures
tequired by the State of Alabama.

I'he affiant say/sfnothing further.
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Exanﬁrfér—in-Charge
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STATE OF ALABAMA JIM L. RIDLING

Commissioner

Department of Insurance Assistant Commissioner
201“Monroe Street, Suite 1700 REN WHEELER
Post Office Box 303351 Deputy Commissioner
Montgomery, Alabama 36130-3351 D. DAVID PARSONS
‘Telephone: (334) 269-3550 gﬁi:f E;irr:nedr
Facsimile: (334) 241-4192 ichard L. For
INTERNET: www.aldoi.gov State Fire Marshal
BOB RILEY ' ’ ' Edward S. Paulk
R . General Counsel
GOVERNO REYN NORMAN
Receiver
: DENISE B. AZAR
March 31 2010 : Licensing Manager

JIMMY W, GUNN

Jim L. Ridling, Commissioner
Alabama Department of Insurance
201 Montroe Street, Suite 1700
Montgomery, AL 36104

Dear Conlrnissioner:

Pursuant to your authotizations and in compliance with statutory requirements of
the State of Alabama and the resolutions adopted by the National Association of
Insurance Commissioners (NAIC), a Matket Conduct examination has been made
of

AssuranceAmerica Insutance Company
Atlanta, Georgia

atits home office located at 5500 Interstate North Parkway, Suite 600, Atlanta,
Georgia 30328, as of December 31, 2009. The report of examination is submitted
herewith. Where the description “Company” or “AAIC” appears herein without
qualification, it will be undetstood to indicate AssuranceAmerica Insurance
Company.



| SCOPE OF EXAMINATION

A market conduct examination was authotized pursuant to the instructions of the
Alabama Insurance Commissioner and in accordance with the statutory
requirements of the Alabama Insurance Code and the regulations and bulletins of
the Alabama Department of Insurance (ALDOI); in accordance with the
applicable guidelines and procedures promulgated by the National Association of

Insurance Commissioners (NAIC); and in accordance with generally accepted
~ examination standards.

The Company was last examined by the South Carolina Department of Insurance
for the four year period ended December 31, 2007, which was a financial
examination. This Market Conduct examination covers the period from Januaty 1,
' 2005 through December 31, 2009, and was conducted by examiners from the
Alabama Department of Insurance.

The examination included a general review of the Company’s Market Conduct
activities regarding claims, complaints and the managing general agent. The
market conduct activities in this repozrt have been confined to those items which
indicated a violation of the Alabama Insurance Code, or the Insurance
Department’s rules and regulations.

ORGANIZATION AND HISTORY
The Company was incorporated under the laws of State of South Carolina on
November 25, 2002 and commenced business on April 1, 2003. The Company
writes both property and liability coverage for non-standard automobile

policies with the addition of Accidental Death and Dismemberment coverage for
automobile policyholders. An affiliate, AssuranceAmerica Managing General
Agency, LLC (MGA), distributes its products mainly through independent agents
in South Carolina, Alabama, Arizona, Georgia, Florida, Indiana, Louisiana,
Mississippi and Texas.

The Company is a wholly-owned subsidiary of AssuranceAmerica Corporation
(AAC), a Nevada corporation, which is focused on the non-standard automobile
insurance markets. AAC was originally a Georgia corporation, AssuranceAmerica
Georgia, and began business in 1998 through its subsidiary, AssetAmerica
Insurance, LLC. It was compzised of 31 retail insurance agencies that sold non-
standard personal automobile insurance policies in Flotida and Geotgia. In 1999,
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the MGA was formed and provided a non-standard program for Gateway
Insurance Company of St. Louis, Missous until the Company commenced
business in 2003. AAC became a public company through a metger with
Brainworks Ventures, 2 Nevada public corporation, on April 1, 2003. Guy
Millner, Ditector and Founder, and Lawrence Stumbaugh, Director and President,
own the majority of AAC, with other shares owned by approxnnately 700
shareholders.

The Company began writing in Geozrgia and South Carolina in 2003 and in other
states from 2005 through 2009. The authorized capital stock of the Company
consists of 10,000,000 shates of authotized common stock with a $15,000 a share
pat value. The 100 shares issued and outstanding ate owned by the parent, AAC.

CLAIMS

The Company provided the examiners with a dataset that contained data on 6,146
paid claims for the years 2005-2009 which were reconciled to the Alabama State
Pages of the corresponding Annual Statements. In addition, the Company
provided a dataset of 1,541 denied Alabama claims and a dataset, of 79 litigated
Alabama claims.

Paid Claims
The examiners utilized ACL to compile the number of Alabama claims that took

over-sixty-daysfrom-the-date-the-claim-was-teported-to-the-date-the first payment
was made, which equaled 1,889 claims. The examiner then referred to the NAIC’s
2009 Marteet Regulation Handbook, pages 194-196 “Acceptance Samples Table,” to
select the sample size. It was determined that for a population of 1,889, a sample
size of 107 should be chosen.

In addition to the 107 items, the examiners utilized the ACL Stratify Command to
stratify each line of coverage to make a determination which payment coverage
lines took longer to issue the first payment from the date the claim was reported.
The examiners then judgmentally selected the following coverage lines that were
unusually delayed in issuing the first payment: Accidental Death and
Dismemberment (AD&D), Other Than Collision (OTC), Physical Damage (PD),
Rental (RENT), Underinsured Motorist Bodily Injury (UIMBI). The examinets
utilized ACL to select the desired number of claims from each coverage lines for a
sample of 59 claims as follows: |



AD&D
OTC
PD
RENT
UIMBI
Total
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Timeliness of Clairms Payments

Of the 166 claims files reviewed, fifteen took longer than thirty days to issue
payment which was not in accordance with ALA. ADMIN. CODE 482-1-125.-07
(2003) which states, “The insuter shall tender payment within thirty (30) days or
the time specified in the policy, after accepting liability, reaching an agreement on
the amount of the claim and receipt of any documents necessary to consummate
the settlement.”

Of the fifteen claims reviewed, the Company did not send notification of needing
more time to issue payment for nine first party claimants. In addition, the
Company did not issue notification to first patty claimants within thirty days of
acceptance ot denial of the claim in accordance with AT.A. ADMIN. CODE 482-1-
125-.07(1)(2003), which states, “If the insurer needs more time to determine
whether a first patty claim should be accepted or denied, it shall so notify the first
patty claimant within thirty (30) days or the time petiod specified in the policy
after receipt of the proofs of loss, giving the reasons mote time is needed.”

Initial Acknowledgement Time

Of the 166 claims files teviewed, the Company met the statutory requirements of
ALA. ADMIN. CODE 482-1-125-.06 (1 )(2003), which states, “Every insuter, upon
receiving notification of a first party claim from a first party claimant shall, within
fifteen (15) days, acknowledge the receipt of such notice unless payment is made

~ within that pedod of time. If an acknowledgement is made by means other than
wiiting, an appropriate notation of the acknowledgement shall be made in the
claim file of the insurer and dated. Notification given to a producer of an insurer
shall be notification to the insurer. Acknowledgement by a producer of an insurer
as requited above shall satisfy the requirements of this patagraph.”



Completeness of Clasms Documentation

Of the 166 paid claims files reviewed, the files appeared to have the appropriate
claims documentation. The Company was in compliance with ALA. ADMIN. CODE
482-1-118-.03(1999), which states, “Every insurer, which tetm shall include every
domestic insuret, foreign insurer,...managing general agent or any other legal entity
regulated by the Insurance Code and licensed to do business in this state shall
maintain its books, records, documents and other business records in order that
the insuret’s financial condition may be readily ascettained by the Department of
Insurance, taking into consideration other tecord retention requitements. All
records must be maintained for not less than five (5) years.”

Compa@/—Proz)z'ded Claims Key Metrics, including data for claims, all states

The Company provided a matrix that included an analysis of its claims activities.
The following statistics were deemed to be significant:

For bodily injury claims:-
* As of January 1, 2008, only 2.26% were closed within sixty days
* As of December 31, 2009, 24.26% were closed within sixty days

For material damages claims:
® As of January 1, 2008, 13.85% wete closed within fourteen days
* As of December 31, 2009, 22.69% were closed within fourteen days

For total loss claims:
* Asof January 1, 2008, 1.88% were closed within thirty days
 As of December 31, 2009, 22.42% were closed within thirty days.

Company management attributed the improvement in claims processing to' being

'~ mote proactive in tesolving claims quickly; to increasing the skills of the adjusters,
especially in the physical damage and material damage atea; and to opening the
Florida office. The Company has a significant amount of business in Florida and
expetience has shown that the closer the adjusters ate to the claims, the bettet.
There was also a large pool of seasoned Florida adjusters available and interested
in joining the Company.

As of December 31, 2009, the average expetience of the claims staff was over 11
years, and the length of employment with the MGA was approximately one year.



Denied Claims

The examiner referred to the NAIC’s 2009 Market Regulation Handbook, pages 194-
196 “Acceptance Samples Table,” to select the sample size for a population of
denied claims which totaled 1,541. The examiners determined a sample size of 105
should be chosen and utilized ACL to select the sample of denied claims.

Of the 105 Alabama denied claims reviewed, all appear to be appropriately denied.
The Company’s denial letters were in accordance with ALA. ADMIN. CODE 482-1-
125.-07(1) (2003) which states, “...No insurer shall deny a first party claim on the
grounds of a specific policy provision, condition ot exclusion unless reference to
such provision, condition, or exclusion is included in the denial.”

Litigated Claims

For the period 2005 to 2009, the Company had 79 Alabama claims that resulted in
litigation. The examiners reviewed all the files and found no indication of
any problematic claims handling practices.

COMPLAINTS

Completeness of Complaints Register

"The Company recorded ten complaints in its complaints register relating to
Alabama consumers. The complaints tegister only listed complaints received from
the ALDOI and none as being received directly from consumers. The Company’s
complaint register did not include two complaints it received from the ALDOL

The Company did not track all the necessaty information on complaints ot
document the same within the complaint registers. The Company’s Claims
Department and the Consumer Services Department maintained their own
registers, which may or may not contain the same information. The Company
tesponded that it will be implementing a more disciplined approach where all
complaints (department of insurance or consumer and all functional departments)
will be kept in 2 consolidated complaint registet with more detail including date of
the complaint, state, consumer, department, line of business, insured, third party,
agent, nature of the complaint, resolution and date of resolution.



Maintaining of Complaint Documentation

For one complaint, the Company recorded in the “Activities Notes” of its
“dot.Claims™ administrative system, that a complaint was received from the
ALDOI, but no futther documentation was maintained on the complaint ot the
tesolution of it. The Company was not in compliance with AT.A. ADMIN. CODE
482-1-118-.03 (1999) which state, “Every insurer, which term shall include every
domestic insutet, foreign insuter,..managing general agent or any other legal entity
regulated by the Insurance Code and licensed to do business in this state shall
maintain its books, records, documents and other business records in order that
the insuret’s financial condition may be readily ascertained by the Depattment of
Insurance, taking into consideration other record retention requirements. All
records must be maintained for not less than five (5) yeats.” In addition, ALA.
ADMIN. CODE 482-1-125-.04(2) (2003) states, “The insuter shall maintain claim
files that are accessible and tetrievable for examination. An insurer has to be able
to provide the claim number, line of coverage, date of loss, and date and amount
of payment. They shall also be able to provide the same information (except date
and amount of payment) for all claims closed without payment. This data must be
available for all open and closed files for the current year and the five (5) preceding
yeats, in otdet to permit reconstruction of the insurer’s activities relative to each
claim.”

Correspondence with ALDOI

The Company resp onded within the ten wotking days of receipt-of the AT.DOT

complaints as required by Ala. Admin. Code 482-1-125-.06(2)(2003), which states,
“Evety insurer, upon receipt of any inquity from the insurance department
tespecting a claim, shall within ten (10) working days of receipt of such inquity,
furnish the department with an adequate response to the inquity in duplicate. This
response should be addressed to the department employee ot representative
making the request. Futthermore, the insuter shall furnish written notification to
the department employee on the final outcome respecting this claim if it is not
resolved at the time of the initial response.” However, thete were two complaints
not resolved at the time of the initial response. The Company eithet did not notify
the Department of the final resolution of the complaints or did not maintain
evidence of notifying the ALDOI of the final resolution of the complaint as
requited by ALA. ADMIN. CODE 482-1-118.03 (1999) and ALA. ADMIN. CODE 482-
1-125-.04(2) (2003) discussed in the ptior paragraph.



MANAGING GENERAL AGENT

A review was conducted of the management agteement dated January 13,

2004 between AAIC and AssuranceAmerica Managing General Agency LLC
(MGA). This review indicated that the South Carolina Department of Insurance
had approved the agreement and all subsequent amendments, and that the
agreement complied with all of Alabama’s statutes, rules, and regulations. The
agreement granted authority to the MGA for the following services:

¢ To receive, accept and bind applications for contracts of insurance;

* To cancel ot non-renew policies issued for non-payment of premiums and |
for underwriting reasons conforming to character and quality practices of
the Company;

* To render accounts to the Company detailing all transactions and remit
funds due to the Company within thirty days;

* To handle, adjust and settle all claims on behalf of the Company; and

* To appoint independent agents on behalf of the Company.

The MGA shall not be authotized to do the following;
* Bind assumed reinsurance or retrocessions on behalf of the Company;
* Commit the insurer to participate in insurance and reinsurance syndicates;
* Appoint any producer without assuring he/she is lawfully licensed;

* Without ptior approval, pay or commit the Company to pay a claim over
$5,000, net of reinsurance, or 1% of the Company’s Policyholders’ surplus

as-of Decembet 31-of thelast-completed year; whichever isless;

e Without prior approval, collect any payments from a teinsuter or commit
the Company to pay any claim settlement with a reinsuter;

® Permit any sub-producer to serve on the Company’s Boatd of Directots;
e Jointly employ an individual who is an employee of the Company; and -
* Appoint a substitute MGA. |

' The Company agreed to pay the MGA the following:
* A commission payable that is equal to the amount of ceding commission
pussuant to its Reinsurance Agreements in effect from time to time;
* The loss adjustment expenses in an amount equal to the amount it received
putsuant to its Reinsurance Agreements in effect from time to time; and
 All fees and payments which ate not deemed to be policy level fees but
instead optional service fees.



- The MGA agreed to pay the Company a fronting fee equal to 3.5% of the
premiums written by the MGA on behalf of the Company.

The Agreement may be tetminated by either party with ninety days written notice;
ot immediately for cause, upon written notice to the MGA.

The Company utilized AssuranceAmetica Corporation’s (AAC) Internal Audit
Department to review the MGA’s activities by functional atea on a scheduled
basis. Intetnal Audit reported its findings ditectly to AAC’s Audit Committee,
whose chairman reported to AAC’s Board of Directors. In addition, the MGA’s
business activities were reviewed daily by management. Financials were reviewed
monthly, claims activities mote often, sales and customer service monthly and
quartetly, all of which wete reported to the Boards of the Company and of AAC.

COMMENTS AND RECOMMENDATIONS
Timeliness of Payment of Claims — Page 4

It is recommended that the Company pay claims within thirty days in accordance
with ALA. ADMIN. CODE 482-1-125.-07(2003) requires that, “The insurer shall
tender payment within thitty (30) days or the time specified in the policy, after
accepting liability, reaching an agreement on the amount of the claim and receipt
of any documents necessary to consummate the settlement.”

It is recommended that the Company send to a first party claimant notification
of delay of payment when a check is not issued within thirty days of receipt of
proof of loss and the teason more time is need to issue payment in accordance
with ALA ADMIN CODE 482-1-125-.07(1) (2003), which requites that, “If the
insuret needs more time to determine whether a first patty claim should be '
accepted or denied, it shall so notify the first patty claimant within thirty (30) days
ot the time period specified in the policy after teceipt of the proofs of loss, giving
the reasons more time is needed.” '

Completeness of Complaints Register — Page 6

It is recommended that the Company include all complaints in its complaint
register. ' -

It is recommended that the Company maintain a complaint register for all
complaints and at a minimum track direct consumer complaints, Departments
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of Insurance complaints, line of business, business function, date received,

and date of response.
!

Maintainine Complaint Documentation — Page 7

It is recommended that the Company maintain documentation as required by
ALA. ADMIN. CODE 482-1-118-.03 (1999) which states, “Every insurer, which term
shall include every domestic insurer, foreign insurer,...managing general agent or
any other legal entity regulated by the Insurance Code and licensed to do business
in this state shall maintain its books, records, documents and other business
records in order that the insuret’s financial condition may be readily ascerfained by
the Department of Insurance, taking into consideration other record retention
tequirements. All records must be maintained for not less than five (5) yeats.”

It is recommended that the Company maintain documentation as required by
ALA. ADMIN. CODE 482-1-125-.04(2)(2003) which states, “The insurer shall
maintain claim files that are accessible and tetrievable for examination. An insurer
has been able to provide the claim numbet, line of coverage, date of loss, and date
and amount of payment. They shall also be able to provide the same information
(except date and amount of payment) for all claims closed without payment. This
data must be available for all open and closed files for the current year and the five
(5) preceding years, in order to Ppermit reconstruction of the insurer’s activities
relative to each claim.” '

Cotrespondence with ALDOT — Page 7

It is recommended that the Company follow up with written cotrespondence to
inquiries made by the ALDOT as requited by ALA. ADMIN. CODE 482-1-125-
:06(2)(2003) which states, “Every insurer, upon receipt of any inquiry from the
insurance department respecting a claim, shall within ten (10) working days of
receipt of such inquiry, furnish the department with an adequate response to the
inquiry in duplicate. This response should be addressed to the department
employee ot representative making the tequest. Furthermote, the insurer shall
furnish written notification to the depattment employee on the final outcome
tespecting this claim if it is not resolved at the time of the initial response.”
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h CONCLUSION

Acknowledgement is hereby made of the courteous cooperation extended by the
officers and employees of AssuranceAmerica Insurance Company and of
AssuranceAmerica Managing General Agency, LLC during the course of this
examination.

The customaty insurance examination procedutes, as recommended by the
National Association of Insurance Commissioners, have been followed in
connection with the verification of market conduct activities in this report.

In addition to the undersigned, Theo Goodin, MCM and Jennifer Haskell, AFE,
examiners for the State of Alabama Department of Insurance, participated in this
examination of AssutanceAmerica Insurance Company.

Respectfully submitted,

~ Mary B. Packard, CPA, CFE
Exan'niner-in-Charge

State of Alabama

Department of Insurance
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