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SALUTATION

Lincoln,Nebraska
September14, 2004

HonorableLawrenceH. Mirel
Commissioner,District of Columbia
Departmentof Insurance,SecuritiesandBanking
810 1st Street,NE, Suite701
Washington,DC 20002

CommissionerMirel,

Pursuantto your instructionsand in compliancewith theprovisionsof D.C. Official
Code §~31-1402and 3 1-1403, and procedures promulgated by the National
Association of Insurance Commissioners, a comprehensive market conduct
examinationofthemanagementandaffairshasbeenconductedof:

AcaciaLife InsuranceCompany
ofWashington,D.C.

at theiroffices locatedat

7315 WisconsinAvenue
Bethesda,Maryland20184

and

5900“0” Street
Lincoln, Nebraska68510

Thereportthereon,asof December31, 2003 is hereinrespectfullysubmitted.



FORWARD

The report is designedto set forth reportableobservationsof both a positive and a

negativenatureand presentmaterialadversefindings and identify significant issues.

The report format is termeda report by exception. Whereappropriate,the examiner

madecomments,observationsandrecommendationsin functionalareasof operations.

The report format utilizes thoseNational Associationof InsuranceCommissioners

(NAIC) handbookstandardsapplicableto reflect the District of Columbiainsurance

activities of Acacia Life InsuranceCompany(hereinafterreferredto asAcaciaor the

Company). The Company’sassignedNAIC groupand Companycodesrespectively

are943 and60038.

SCOPE OF EXAMINATION

The examinationcovers the period January 1, 2001 through December31, 2003,

includingany materialtransactionsor eventsoccurringsubsequentto theconclusionof

the examinationfieldwork and noted during the course of the examination. The

examinationwas conductedpursuantto D.C. Official Code §31-1401et seq.and was

guidedby the NAIC Market ConductExaminationHandbook. The NAIC handbook

wasemployed(1) to inspectand examinethe Company’smarketconductprocedures,

(2) to determinecompliance with the provisions of the law, (3) to determine

management’sequity dealingswith the policyholdersandclaimants,(4) to determine

any otherfactsrelativeto the Company’sbusinessmethods. In reviewingmaterialfor

this report, the examinerreliedprimarily on recordsandmaterialsmaintainedby the

Company.

Theexaminationincluded,but wasnot limited to, thefollowing areasof theCompany’s

operations:

1. CompanyOperations/Management;
2. ComplaintHandling;
3. MarketingandSales;
4. ProducerLicensing;
5. PolicyholdersService;
6. UnderwritingandRating; and
7. Claims.
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Theon-siteexaminationwasconductedat the Company’soffices locatedin Bethesda,

Maryland and Lincoln, Nebraskawith fieldwork commencingon March 15, 2004

through September14, 2004. Additional examination tasks were performed off

premises,at the offices of the Departmentof Insurance,Securitiesand Banking,

hereinafterreferredto as“DISB”.

In caseswheresampleswereselectedandfile sizeswarrant,errorratiosareprojectedto

indicatea maximumhigh or low at a 95%level of confidence. Somefilesmaycontain

multiple errors, which are indicated by category, but are counted only once in

determiningthe errorratio.

Some unacceptableor non-complyingpracticesmay not havebeendiscoveredin the

courseof this examination.Failure to identify or criticize specific practicesdoesnot

constituteacceptanceofsuchpracticesby theDISB.

METHODOLOGY

Theexaminationprocessconsistsofa sequenceofactivities. Obtainingandconfirming

an understandingof the company’s operational systemis vital in the examination

process.Suchactivitiesare:

• Evaluatingcompanyproceduralmanualsandmemorandum;
• Conductinginterviewswith companypersonnel;
• Scanningtransactionsprior to sampleselection:

After obtaining operationalknowledge,anevaluationor risk assessmentis performed

ofthe company’suniquecharacteristics,identifying and summarizingthe major risks

that thendrive theindividual examareastrategies.Althoughthe sequenceofactivities

outlined occurs in every DISB market conduct examinationand is basedon NAIC

Handbookstandardsand tests, some standardsare measuredusing an analysis of

generaldatagatheredby the examiner,or provided by the companyin responseto

queries. Some standardfindings are developedthrough direct reviews of random

samplingoffiles.
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The examiner’s judgment determines the specific procedures, plans and tests

appropriatefor eachcompanyoperation. The standardswere measuredusing tests

designedto adequatelymeasurehow the companymet the standard. Eachfunctional

exam areacontainsthe examiner’s comments,observations,recommendations,and

findings andany finding resolutionunderits respectiveheading. A failedstandardthat

also hasa specific DC Official Codecitation is identifiedunderthe relatedcompany

function. Unresolvedexaminationfindings/issuesare locatedat the endof the report

underthecaption,“SummaryofSignificantIssues”.

COMPANY OPERATIONS/MANAGEMENT

History andProfile

AcaciaLife InsuranceCompanywas organizedon October26, 1866 andcharteredby

the Congressof the United States on March 3, 1869 as Masonic Mutual Relief

Associationof theDistrict of Columbia. On May 14, 1932, in an amendedcharter,the

companychangedits nameto AcaciaMutual Life InsuranceCompany.

In January1997, Acaciafiled anapplicationandplanof reorganizationwith D.C. In

May 1997, Acacia Life InsuranceCompanybecamea stock life insurancecompany

with all sharesof capitalstockissuedto and ownedby AcaciaFinancialGroup,Ltd, a

wholly-ownedcompanyofAcaciaMutual Holding Corporation(AMHC), which at all

times is to retainvoting controlofAcacia.

OnJanuary1, 1999AMHC mergedwith AmeritasMutual InsuranceHoldingCompany

to form Ameritas Acacia Mutual Holding Company. Likewise, the intermediary

holding companiesmerged,retaining the name AmeritasHolding Company(AHC).

Both AmeritasLife InsuranceCorp. and Acacia Life InsuranceCompanyremained

separatestocklife companiesoperatingindependentlyandwholly ownedby AHC.

Life insuranceproductsincludetraditionalparticipatingwhole life, fixed universallife

and term insurance. Fixed annuities are also offered. Marketing usesa financial

planning approachwith emphasison needs basedselling and estate planning for

professionalsand small businessowners. Variable products are available through
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AmeritasVariable Life InsuranceCompany. Productswere offered throughover 330

careeragentsin elevenfinancial centersand twenty financial planning boutiques,as

well as512 otheragentsandbrokers.

TheCompanyis licensedin forty-sevenstatesand D.C. Forthe yearendingDecember

31, 2003, Acacia’s total statutorypremium was $124,080,000,of which $3,121,697

wasin D.C.

ManagementandControl

ThedirectorsoftheCompanyasoftheexaminationdateareasfollows:

HalukAriturk FlorettaDukesMcKenzie
PatriciaAnnMcGuire DonaldWayneSilby
RobertMarcellusWillis EdwardJeremiahQuinn,Jr.
CharlesTuckeyNason,Chairman

TheofficersoftheCompanyasoftheexaminationdateareasfollows:

Haluk Ariturk President& CEO
JanConnolly Sr. VP - Operations
RobertBarth Sr. VP — Controller& CAO
Arnold Henkel Sr. VP — Individual Distribution
Brian Owens Sr. VP — CareerDistribution
Barry Ritter Sr. VP & CIO
Robert-JohnSands Sr. VP — GeneralCounsel& CorporateSec.
JanetSchmidt Sr. VP — HumanResources
RichardVautravers Sr. VP & CorporateActuary
EdwardBeller VP & ChiefUnderwriter
RichardBigler VP — IndependentDistribution
David Glazer VP — MarketingServices
Barry Gritton VP — Individual Distribution
JamesGuntow VP — MarketingOperations
JamesHarvey VP, Corp. FinancialOfficer & Assistantto the

ExecutiveOffice
ThomasHigley VP, FinancialActuary& AppointedActuary
William Lester VP & Treasurer
DennisLuchey VP — HumanResources
ThomasMcArdle VP and IllustrationActuary
William Nelson VP — AmeritasAcaciaSharedServicesCenter
DaleNiebuhr VP — Auditor
AndrewWhite VP - Securities
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NOTE: During the course of the review of Companymanagement,the examiners

soughtdatato evaluatethefollowing questions:

• Has the Company’s management taken measures to adhere to the
recommendationsmadeby DISB onprior regulatoryexaminations?

• Hasmanagementimplementedproceduresto complywith applicableregulatory
requirementsfoundby otherstatesmarketconductexaminations?

• Do managementstandards comply with both the applicable regulatory
requirementsandtheinterestofthegeneralpublic?

In order to evaluatethe Company’soperations,the examinergatheredCompanydata

using informational requests,direct questioning,interviews,and presentationsby the

Companystaffandofficers.

The Company’s operations/managementexam phase were reviewed using tests

prescribedin the NAIC ExaminersHandbook,Volume I, ChapterXV to determineif

theCompanywasmeetingestablishedindustrystandards.NAIC standardsA-10, A-il,

A-12,A-13, A-14, A-iS, A-16, A-17 arenot addressedin this examinationreport. The

DISB is performinga separateprivacy examinationon the entire Ameritas Holding

Companygroupand anywork coveringNAIC standardsA- 10 thoughA- 17 would be a

duplicativeprocess.

MGA, GA, TPA Oversight

OBSERVATION: The Companyhadno managinggeneralagents,generalagents,or

third-partyadministratorsoperatingin D.C. during theperiodof theexamination.

InternalAudits

COMMENT and OBSERVATION: All companieswithin thecorporationaresubject

to reviewby theinternalaudit departmentwhoreportsdirectlyto theboardofdirectors.

A summaryof internalauditresultsperformedon Companyoperationswasreviewed.

Additionally, auditreportson advertising,escheatprocedures,underwritingandissue,

premium billing and receipts,policy surrendersand replacementsand datarecovery
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testing were requestedfor review. The reports containedobservationsof areasthat

might needattentionandmanagementresponseto eachsuchobservation. Follow-ups

were doneto seewhatchangeshadbeenmadeto procedures.Thesereportsprovided

insightinto eachoperationalareareviewedandreducedtheexaminationtimerequired.

Anti FraudPlan

COMMENT and OBSERVATION: Pursuantto D.C. Official Code§22-3225.15,the

Companyis requiredto developandmaintain an anti-fraudprogram. The Company

fraud program and the “Annual Report of Fraud Statistical Data for 2003” were

reviewed. TheCompanyfraudpolicy is distributedto all associatesannually. All new

associatesreceiveinstructionson thesubjectoffraudand,dependingon theirfunctions,

regularclassesareheldto maintainskills and awareness.In additionto claims, fraud

awarenessis practicedin manyareasof the Companyincludingpolicyholderservices,

underwritingandaccounting. Theprogramis subjectto updatingasprocedureschange

butno lessoftenthaneverytwenty-fourmonths.

CertificateofAuthority

OBSERVATION: A copyof theCompany’scurrentCertificateof Authority, issuedby

DISB,wasreviewedandfoundto be in conformitywith theCompany’soperations.

DisasterRecovery

OBSERVATION: An executivesummaryofthe BusinessRecoveryPlanwasprovided

andreviewedprior to an interviewwith thepersonresponsiblefor the Plan. Theentire

plan is available only on a secured internet-basedsystem. It was due for

implementationon December31, 2003, but is currentlyhavingupdatesandadditions

done. Thefirst testingis scheduledforthethird quarterof2004.

ComputerSystems

OBSERVATION: Theinformationsecuritypolicy is a comprehensiveplanto ensure

the confidentiality, integrity and availability of information used to conduct the

6



Companybusiness.Theplan is subjectto regularreview,at leastannually,andwas

lastupdatedin September2003.

BoardofDirector’sMeetingMinutes

OBSERVATION: Theminutesof theboardof director’smeetingsfor theexamination

periodwerereviewedwithoutcomment.

Privacy

COMMENT: Concurrentwith this marketconductexamination,an extensivereview

of theCompanyprivacypolicy wasbeingperformedby PricewaterhouseCoopers,LLP

on behalfofDISB.

Records

COMMENT and OBSERVATION: During the course of the examination, the

examinersoughtto determineif the Companywas in compliancewith D.C. Official

Code §31-2231.10, which prescribesthat “no personshall fail to maintain its books,

records, documents,and other businessrecords in such order that data regarding

complaints, claims, rating, underwriting, and marketing are not accessibleand

retrievablefor examinationby theCommissioner.Datafor atleastthecurrentcalendar

yearandthe2 precedingyearsshallbe maintained.”•

TheCompanyusedan imaging programto store its businessrelateddocuments.All of

the files requestedfrom operationaldepartmentsby the examinerwere providedas

printouts of the imageddocuments. While there was some evidencethat not all

pertinentdocumentswere imaged,andthat documentswere not always in logical or

chronologicalorder, the biggestproblemnoted was the recordsystem’s lack of any

form of indexing. Indexing would allow the searching,sorting and selectionof

particulardocumentsfrom afile.

It wasobservedthat all policy historyand documentsaretransferredinto aclaim file at

thetime a deathclaim is filed. In theabsenceof a Company’ssystemfor indexingfile
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contents, large files are printed out in their entirety becausepertinent file

items/transactionscouldnot be individually selected.For example,whenthe examiner

went to selectclaim file number4160189438for claim review, the Company’ssystem

requiredtheentire654-pagefile be printedwhenonly sevenpagesrelatedto theclaim.

The examinationprocess requires the request for and identification of specific

transactionsto bereviewed. Theinability ofthe Companyto,uponrequest,isolatethe

necessaryrecordsso that a meaningfulsamplecanbe examinedfrustratesthe exam

process.This situationarosewhentheCompany’ssystemprovidedtheexaminerwith

a listing of surrenderedpolices for testing. The testing discoveredthe Company

surrenderlist mixed in forcepoliceswith surrenderedpolicies. The Companyfailed to

offer anexplanation.

The lackof a formalprocedureto searchfor all policieswithin theCompanyor

affiliatesat claimtime wasalsoaconcernexpressedduringtheCompany’sDISB

financialexamination.

RECOMMENDATION: It is the responsibility of managementto assurerecords

maintenanceandretrievalsystemsprovideusersmeaningfulinformationuponrequest.

Managementshouldconsideraddressingthefollowing:

• Providestafftraininganduserguidelinesto assuretheinformationsoughtmeets

theuserrequest.

• Provide some form of file image index to allow better accessof pertinent

recordswithin afile withouttheneedto revieworprint out theentirefile.

• Provide a Company standard for the documentationof transactionsand

correspondencewith policyholders.

• The Companyshould employa methodof better identifying transactiontypes.

For example,full disclosureofpolicy values,rights andoptionsprovidedby the

contract should be disclosedto allow policyholders to make reasonably

informeddecisionsregardingtheircoverage.
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COMPLAINT HANDLING

NOTE: The NAIC definition of a complaint is a written communicationprimarily

expressinga grievance (meaning an expressionof dissatisfaction). The examiner

reviewed the Company’s proceduresfor processingpolicyholder or other related

complaints. The Company’scomplainthandlingexamphasetestedNAIC Examiners

Handbook,Volume I, ChapterXV standardsB-i throughB-4.

COMMENTS andOBSERVATIONS: TheCompanyprovidedthe complainthandling

proceduresfor the AmeritasAcacia companies. The documentdetailedthe various

reportingrequirementsandrelatedsomeinternaltime-line standards.Theonly external

time-line referencewastheneedto requestanextensionof time from theDepartmentif

unableto respondwithin theallottedtime.

In an interviewwith thepersonsresponsiblefor complaintresponses,it wasstatedthat

theirpracticewasto providea completeresponsewithin a few daysor to providean

acknowledgementof receiptwith adviceasto the actionsbeing takento resolvethe

issues.

TheCompanywasrequestedto providethe D.C. complaintfiles from January1, 2001

throughDecember31, 2003. A totalof fifty-three complaintfileswerereviewed. The

reviewindicatedthefollowing:

Noneof the complaintfiles providedwererelatedto businessfrom D.C. A review of

recordsprovidedby DISB confirmedtherewere no complaintsfiled with DISB during

theexaminationperiod.

The files provided were from other statesand included thirty-two complaintsfiled

through the departmentsof insurance and twenty-one that were filed by the

policyholder,orsomeoneelseon thepolicyholder’sbehalf.
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FiNDiNG AND RESOLUTION: UponreviewoftheCompanycomplaintregister,it

wasdeterminedtherecordsmaintaineddid not includetheclassificationby line of

insuranceasrequiredby D.C. Official Code§31-2231.18.During theexamination,the

Companyrevisedits complaintlog, whichnow includesthe line ofinsuranceandnow

complieswith D.C. Official Code§31-2231.18.

MARKETING AND SALES

NOTE: This portionof the examinationis designedto evaluaterepresentationsmade

by the Companyand its agentsaboutits products. It is not an areathat is typically

evaluatedbasedon testing or sampling techniquesbut can be. The areasto be

consideredin thiskind ofreviewincludeall media(radio,television,etc.),written and

verbal advertisingand sales materials. The Company’smarketing and sales exam

phasetestedeach applicable NAIC ExaminersHandbook,Volume I, ChapterXV

standard.

COMMENTS and OBSERVATIONS: All advertising and sales materials were

reviewedfor anypossiblemisrepresentationsor falseor misleadingstatements.Most

of the advertisingmaterialusedby the Companyis designedto assistpotential clients

in the identification and clarification of financial needsthat may be solved with

insuranceproducts. Product specific advertisingis more limited. All generaland

specific advertising items are subject to a formal review processby various staff

membersfor compliancewith stateandfederalrequirements.Theprocessappearedto

be comprehensive.No discrepancieswerenoted.

The Company’sweb site was reviewedat length. Productsofferedby Acacia and

relatedcompanieswere found. The productswere properly identified by company

name and plan name or form number. No discrepancies were noted.
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Producertrainingis extensive,to a greatdegree,becausesecurities-relatedproductsare

offeredthroughaffiliated companies.In additionto anannualnationaltrainingsession,

regional training is ongoing at various levels dependingupon the needs of the

individual producers. The web site also offers much information to assistproducers

with theproperpresentationandsaleof specificproducts.

TheCompanyhasadoptedtheNAIC modelguidelinesregardingtheuseof illustrations

with thesaleoftheirproducts.No discrepancieswerenoted.

PRODUCERLICENSING

NOTE: This portionofthe examinationis designedto test theCompany’scompliance

with DC producerlicensinglawsandrules. The Company’sproducerlicensingexam

phasetested each applicableNAIC ExaminersHandbook,Volume I, ChapterXV

standard.

COMMENT and OBSERVATION: Producer licensing records were reviewedto

determinethat the Company is acceptingbusinessonly from producers properly

licensedand appointedwith the District, and that appointmentand terminationof

appointmentproceduresarein compliancewith therequirementsofthe lawsof D.C.

FiNDiNG: D.C. Official Code§31-1131.15(b)requirestimely, writtennotification to

theCommissionerandto theproducerofterminationof theappointment,employment,

contractor other insurancebusinessrelationship. During the examinationperiod,six

(6) agentswere terminatedwithout the propernotification to the producerand/orthe

Commissioner.Theyareasfollows:
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AgentName Term.Date Dept.Notice AgentNotice Comments
CAMPBELL, BRIAN 07/30/02 05/15/03 06/30/02 late terminationnoticeto dept.doneon

/03 renewal
MBBS, PHILLIP 08/21/01 05/15/03 08/21/01 ateterminationnoticeto dept.doneon

5/03 renewal

vIOLONEY, MICHAEL UNKNOWN 05/15/03 LO agtnotice,lateterminationnoticeto
Lept. doneon 5/03 renewal

)RR, RONALD 07/01/02 05/15/03 to agtnotice,lateterminationnoticeto
dept. doneon 5/03 renewal

REESE,GEORGE 10/29/01 no terminationnoticeto agt or to dept.

WATKINS, EDWARD 07/15/02 05/15/03 to agtnotice,lateterminationnoticeto
dent. doneon 5/03 renewal

In responseto theaboveissues,althoughthe Companybelievedit hadprovidedtimely

terminationnoticeto theagentsandto DISB, theCompanyagreedwith thefindings.

COMMENT and OBSERVATION: TheCompanyproduceddocumentsthat showed

agentsCampbell and Gibbs received terminationnotices. The Companydid not

produceanydocumentsto showterminationnotice was given to agentMoloney. The

Companyoffered an electronic datasheetfrom APAK, their electronic subscription

service, to show what happenedon the remaining agents. On On, APAK shows

terminationwasacceptedby DISB on March31, 2000. The Companydid not produce

anotice ofterminationthatwassentto theagentor an explanationwhy theCompany’s

file containeda marketingrequestfor terminationas of July 1, 2002 and why Orr’s

terminationwasagainre-submittedusing the DISB renewallist in May of 2003. On

Reese,the APAK recordshows the Departmentacceptedthe terminationon October

31, 2001, but thereis no recordofnoticeto the agent. On Watkins,the APAK record

showedterminationwas acceptedby DISB on October29, 2001, but therewas no

recordofnoticeto theagent.

Thereis separatediscussionin this reportunderthecaption,“UnderwritingandRating”

regardingproducerappointments.

RECOMMENDATION: TheCompanyterminationproceduresreviewedindicatethat,

“The systemwill produceasystemgeneratedterminationletterthenextbusinessday.”

Theproceduredid not indicatewhatactionswererequiredto triggerthe letter. It would
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appeartheproceduresneedto be improvedto makesurealetter is alwaysproducedand

mailed. A stepneedsto be addedto assuretheproperform is completedon atimely

basisto notify theCommissioner. In thepast,theCompanyrelied on theannual

appointmentrenewallisting to simply “not renew”thoseagentsit mayhavealready

terminated.SincetheDISB renewallisting no longerallows for non-renewals,the

Companywill needto provideseparate,timely terminationnoticeon theformsrequired

by theCommissioner.

POLICYHOLDER SERVICES

NOTE: Policyholdersservicesproceduresandtransactionsarereviewedto determine

compliance with records requirements,timeliness and fairness in dealing with

policyholders. Correspondenceshouldnot bemisleading,but should be accurateand

properly disclose the information necessaryfor the policyholder to reasonably

understandand makean informeddecision. Billing and receiptsprocessingwasnot

examinedafter reviewingthe internal audit report on this subject. The Company’s

policyholderservicesexamphasetestedeachapplicableNAIC ExaminersHandbook,

VolumeI, ChapterXV standard.

COMMENTS andOBSERVATIONS: Selectedfor review wastheprocessingofnon-

forfeiture benefitsprovided under the life contracts. Non-forfeiture benefits,when

requestedby thepolicyholderor initiatedby definedevents,arethe sameasany other

claim benefit and protected accordinglyby statute. The Company identified the

following populations:surrenders(SURR),automaticpremiumloans(APL), extended

terminsurance(ETI), andreinstatements(REIN). Randomsamplesfrom thefollowing

populationsweremade: SURR’stotal populationwas552, APL’s totalpopulationwas

221, ETI’s totalpopulationwas 14, andREIN’s populationwas2.

Theexaminer’sdatarequestsoughtETI transactionalinformationoccurringduring the

examinationperiod, i.e., January1, 2001 through December31, 2003. When the

Companyqueriedits ETI database,the query identified and producedall ETI files

(transactions).TheexaminerassumedtheCompany’sEIT populationconsistedof
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2001,2002, and2003transactions.Thesampleselectionshowedthatnoneofthe ETI

transactionsoccurredduringtheexaminationperiod.

The ETI information retrieval initially causedthe examiner to make misleading

assumptionsregardingtheCompany’sETI practices.The examinerdeterminedthatthe

Companywasnot ableto identify files properly uponrequestwithin the examination

period;nonethelesstheETI transactionswere accessibleand retrievableand available

asrequiredby D.C. Official Code§31-2231.10.

The examiner’ssamplereview of the ETI transactionsrevealedeight files where the

correspondencewith the policyholdercould not be producedfor review. The ETI

correspondencecopiesreviewedshowed2 policyholdershad policies go to ETI in

2000. The underlyingcorrespondencedid not give noticeof their right to reinstatethe

policy back to its original form. The ETI correspondencefiles with exceptionsare

listed below:

Policy Number Examiner’s Notes Company’s DateofETI

4007701683 ETI LetterNot Found PolicyLapsedApril 17, 1961
4008358616 ETI LetterNot Found PolicyLapsedSept.1, 1968
4008719213 ETI LetterNot Found PolicyLapsedNov. 7, 1965
4010082782 ETI LetterNot Found PolicyLapsedOct. 13, 1982
4010154086 ETI LetterNot Found PolicyLapsedMay 22, 1991
4011406394 No DocumentsFound PolicyLapsedJuly 15, 1986
4011483203 ETI LetterNot Found PolicyLapsedSept.17, 1981
4016727620 ETI LetterNot Found PolicyLapsedMarch 19, 1997
4008449845 ReinstatementNot Offered
4017167784 ReinstatementNot Offered

A recapoftheCompany’sreviewof theeightETI transactionsproducedevidencethat

themostrecenttransaction(March 19, 1997)lapsedmorethansevenyearsagowith the

remainingETI transactionslapsedmorethan 14 yearsago. Theexamination

determinedthat§31-2231.10wouldnot requirethemaintenanceofETI transaction

correspondenceto policyholderin thesecircumstances.
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The ETI correspondencecopies that appliedto the period under examinationwere

reviewed. The 2000 reinstatementnoticegiven the policyholders,which did not give

notice of their right to reinstatethepolicy back to its original form, wascomparedto

similar correspondencewritten in 2001. The 2001 correspondencedid provide

policyholderswith betterdisclosurelanguageregardingreinstatementof policies back

to original form. The examinerconsideredthis mattercould be a violation of D.C.

Official Code §~3l-2231.i7(a)(1)and 31-2231.l7(b)(1) in 2000 but the Company’s

2001 reinstatementnoticecorrectedanyshortcomings.

Uponclosereviewofthis matterby others,DISB couldnotdetermineconclusivelythat

theCompanyknowingly misrepresentedthe2000 reinstatementfactsin sucha manner

asto indicatea generalbusinesspractice. Thus, discriminationand misrepresentation

did not occurwith respectto all ETI notices thoughtheCompany’s2000 reinstatement

informationwasincomplete.

COMMENT AND OBSERVATION: The Companymaintainsan electronicrecordof

the datetheAutomaticPremiumLoans (APL) occurredasa resultof non-paymentof

premium. Theonly noticeto thepolicyholderof the transactionwasa Notice of Past

Due Premium in which a secondaryfootnotemakesreferenceto the automaticloan

provisionofthepolicy. Theexaminerquestionedthe clarityoftheNoticeof PastDue

Premium, reasoningsome policyholders would read it but fail to understandthe

meaningof the referenceto the automaticloan provision. The Company’sNotice of

Past Due Premium doesnot provideany informationaboutthe amountof cashvalue

orotheroptionsavailable.

TheexaminerbroughttheCompany’sNoticeof PastDue Premium to management’s

attention,asit wasunclearin thereadingofthe noticeif managementwasmeetingits

objectiveof makingproper disclosureof informationavailableto the policyholderto

reasonablyunderstandandmakeinformeddecisions.
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The examinersampledthe APL population. The sampleselectionfailed to provide

evidenceof actual sent billing notices. According to the Company,the datesof the

actual billing noticesaremaintainedelectronically aspartof the policyholderrecords

but theactualnoticeis not madepartofrecord. DISB reviewedtheCompanyretention

practiceovertheactualbilling noticesand foundits practicedid not violateDC Official

Code§31-2231.10(Failureto maintainmarketingandperformancerecords).

Thefiles in questionarelisted below:

PolicyNumber APL Dates Examiner’s Notes
4006824577 March2, 2004 Actualpastduenotice not in file
4007288251 May26, 2004 Actualpastduenotice not in file
4008420655 May7, 2003 Actualpastduenotice not in file
4009010224 Aug. 4, 2003 Actualpastduenotice not in file
4009565532 Dec. 8, 2003 Actualpastduenotice not in file
4009941774 March29,2004 Actualpastduenotice not in file
4010321859 Nov. 10, 2003 Actualpastduenoticenot in file
4010321867 Nov. 10, 2003 Actualpastduenoticenot in file
4010405561 Jan. 13, 2003 Actualpastduenoticenot in file
4011295268 May25,2004 Actualpastduenoticenot in file
4011696812 May21,2004 Actualpastduenoticenot in file
4011877644 March 16,2004 Actualpastduenoticenot in file
4011995081 Aug. 7, 2003 Actualpastduenoticenot in file
4012228920 May 17,2004 Actualpastduenoticenot in file
4013629571 Dec. 6, 2002 Actualpastduenoticenot in file
4014831820 May 17,2004 Actualpastduenoticenot in file
4014952675 Sept.25,2003 Actualpastduenoticenot in file
4016732695 March 3, 2004 Actualpastduenoticenot in file
4016843260 June3, 2004 Actualpastduenoticenot in file
4016873770 Feb. 19, 2004 Actualpastduenoticenot in file

COMMENT AND OBSERVATION: The Company received separatetelephone

requestsfor anaddresschangeandamaximumpolicy loanon policies4011284635and

4016885071. The Company’spolicy is to changethe addressof record only upon

receiptofa written requestsignedby thepolicyholder. In eachcasetheaddresschange

andthe loan wereprocessed. The Companyfailed to producea copy of the signed

addresschangerequestfor either file. The lackof a signedwrittenchangeof address

requestappearsto be aviolationoftheCompany’spolicy.
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COMMENT AND OBSERVATION: The Companyprovideda listing of surrender

transactions from which the examiner selected a sample for this phase of the

examination. Thirty percentof the files selectedfor reviewdid not containsurrender

transactions.Two ofthepolicieswerestill in forceandtheotherswereeitherloansor

lapses. The Companysaid that loans and lapseswere includedin the original listing

becausetheyhavethe sameaccountingcodeand couldnot be separated.Theexaminer

broughttheto theattentionofmanagementthe findingsofthefiles sampled.

Thefiles in questionareidentifiedbelow:

Policy No. Notes

4009438094 LAPSE,NOT A SURR

4009557711 LAPSED, NOT A SURR
4010233161 STILL iN FORCE.NOTA SURR
4012154449 LOAN, NOT A SURR

401674137~ LAPSE.. NOT A STJRR
4017001264 TAPSR NOT A SIJRR
4O~00772~4 IOAN~NOT A STJRR
4030119879 STILL IN FORCE,NOTA SURR

4030510655 LOAN, NOT A SURR

In responseto theaboveissues,theCompany’smanagementsaidit wasableto produce

all requestedrecordsregardingsurrenders. Its recordslisted all surrendersduring the

examinationperiod. Becausethe Company’s accountingsystem uses one codeto

recordall disbursements,including surrendersand lapses(and loans),additional files

couldhavebeenprovidedto theexaminerfor clarity. TheCompany’spositionis there

wereno omissionsofsurrenderedfiles and all files requestedwereprovided.

RECOMMENDATION: For simultaneousloanrequeststakenover thetelephoneand

changeof address,the Companyrequiresa signedwritten changeof addressrequest.

Two simultaneousloanrequestsand changeofaddresswere processedwithout signed

written changeofaddressrequests.TheCompanyagreedmoretrainingwasneededto

makesurethat its procedures(requiringsignedwrittenchangeof addressrequest)are

followedwhenachangeof addressandloanrequestaremadesimultaneously.
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UNDERWRITING AND RATING

NOTE: Underwritingpracticesandprocedureswerereviewedfor useofapproved

forms,signsof inappropriatereplacementofpolicies,andconsistedapplicationofrates

andunderwritingguidelinesthatmight otherwiseindicateunfairdiscrimination. The

Companyunderwritingmanualwasalsoreviewed. TheCompany’sunderwritingexam

phasetestedeachapplicableNAIC ExaminersHandbook,VolumeI, ChapterXV

standard.

Underwritingpracticesandprocedureswerealsocheckedfor thefollowing items:

• Policiesissuedonapprovedforms

• Applicationstakenby properlyappointedagents

• Useof policy illustrationsin accordancewith Companyguidelines

All applicationsfor AcaciaandAmeritasLife areprocessedby the sameunderwriters

on thesamesystem. Guidelinesappropriateto variablelife productsareappliedto the

AmeritasLife products.Once loggedinto the system,the applicationscanbe tracked

regarding the status and outstanding requirementsby the underwriting and the

marketingstaff, including theproducerin thefield.

All twentyapplicationsfor insurancetakenwithin D.C. during the examinationperiod

wereprovidedfor review. Six errorswerenotedfor an errorratioof30%.

Fouragentsnotappointedby theCompanyin theDistrict atthetime ofthe application

tookfive oftheapplications.Thepoliciesnumbersareasfollows: 4003145208,

4003144752,4003153761,4003157910AA,and4003153581.It is notedthatthe last

two numberslistedwerefor policieson thesameapplicanttakenby thesameagentthat

weredeclined. However,theCompanyrecordsindicatetheapplicationsweredeclined

for reasonsotherthanagenteligibility. This appearsto beaviolation ofD.C. Official

Code§31-1131.14(Appointments),which states,inpart, ...“ An insuranceproducer

shall notactasan agentofan insurerunlessthe insuranceproducerbecomesan

appointedagentof thatinsurer...”
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In responseto theaboveissues,theCompanyagreedwith thefindings. It appearedthe

reportsfrom agentappointmentservice,APAK, were not properlybeing utilized to

check for errors in appointment submissions. Corrective procedureshave been

adopted.

Theapplicationfor policy number4003155019wastakenin thestateofMarylandon

anapplicantthatresidedin D.C. A policy form approvedin D.C.,but not in Maryland,

wasissued. This doesnotappearto be in compliancewith Companypolicy. In

responseto theaboveissue,theCompanyagreedthat theirpolicieswerenot followed

andit hasissueda correctedpolicy to thepolicyholder.

RECOMMENDATION: It was recommendedthat appointment proceduresbe

amendedto include electronic follow-up to make sure DISB has acceptedthe

appointments.TheCompanyis supposedto processappointmentsfor bothAcaciaand

AmeritasLife at the sametime on most agents. Theseprocessesandfollow-upsneed

to be distinct enough to make sure both are properly completed. It is also

recommendedthat the annualrenewalof appointmentslist from DISB becheckedto

makesureall agentsthe Companyexpectsto beon the list arethere. In thepast,such

renewal listings did not contain agentsthe Company thought they had appointed.

Apparently,theabsencewasnotnoted,asno correctiveactionwastaken.
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CLAIMS

NOTE: This portion of the examinationis designedto provide a view of how the

companytreatsclaimantsandwhetherthat treatmentis in compliancewith applicable

statutes,rulesand regulations. Claim practicesof a companyareexaminedto ensure

timely responseto claimscorrespondence,efficiencyofhandling,accuracyofpayment,

complianceto the District of ColumbiaCode and Regulations,and adherencewith

underlying contract provisions. Taken under considerationwas the reasonable

promptnessto pertinentwritten communicationwith respectto claims arising under

policies. The Company’s claims phase tested each applicable NAIC Examiners

Handbook,VolumeI, ChapterXV standard.

A claim is takento be a demandfor paymentby an insuredor beneficiaryclaimant

undercoverageof theinsurer,whichclaim is:

Paidby theinsureras:

1. Full recompense

2. Partialrecompense

Closedwithoutpaymentby reasonof no:

1. Relevantcoverage

2. Liability

The Companyprovided a copy of all D.C. claims processedduring the examination

period. From thetotal of thirty-one files in the study, eight errorswere notedfor an

errorratio of25.8%. Theerrorsarediscussedbelow.

ClaimTime Studies

Forthesestudies,claimpaymentsaremeasuredfrom thefollowing:

From thedateofreceiptby theinsurerofwrittendocumentssuchasproofofdeath,

claim forms,medicalbills or otherreasonableevidenceof aclaim,until thedatethe

insurerpaysor deniestheclaim.
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All claimswere processedwithin a reasonabletime from thereceiptof completeproof

ofloss,with theaveragehandlingtimebeingeight days.

Oneclaim, on policy number4008420853,waspromptlypaidon onebeneficiaryupon

receiptofproof. Thesecondbeneficiarywaswrittento on July 10,2003 with arequest

for documentsnecessaryfor theprocessingofthe claim. Thesecondbeneficiarydid

notrespond,andtheCompanyfailedto follow-up within theelevenmonthsthat

transpireduntil theclaim wasreviewedaspartof thisexamination.Thiscouldappear

to be aviolationof D.C. Official Code§~31-223l.17(b)(2)and (3),whichrequiresthe

Companyto actpromptlyon claimscorrespondenceandto promptly investigatea

claim. TheCompanyagreedthat lackoffollow-up wasnotwithin theirownclaims

handlingstandards,andwouldmakefurtherattemptsto contactthebeneficiaryto

completetheprocessingof theclaim.

ClaimHandling

Thecontractlanguageandthe Companyprocedurescall for paymentof intereston the

proceeds. Interestis addedfrom the dateof deathuntil the dateof payment. Two

different interestcalculationmethodswere employedduring the examinationperiod.

The first was a compoundinterestmethod that wasappliedautomaticallyto all life

benefitsbasedon theinformationinput into theclaim system. Errorswerefoundwhen

invalid informationwasinput.

The secondmethodwasa simple interestcalculation,not imbeddedwithin the claims

systemthat relied on an Excel spreadsheetformulato calculatethe interval daysand

interestamountsdue. Therewas no documentationin the files with errors,so the

reasonscouldnotalwaysbe determined.
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A total offive errorswerefound in thepaymentof interestascalledfor by thecontract

languageandCompanypolicy. Theerrorsarelisted below:

Policy No. Loss date Action date Reason Comments

101685397009/24/02 11/12/02 NONE PROVIDED INTERESTOVERPAID $4.01

101697436209/08/01 10/03/01 USEDWRONG DOD FOR
INTERESTCALCULATION

INTERESTOVER PAID $3.46

100620479612/23/98 01/10/01 ONLY PAID INTERESTFORONE
YEAR

INTERESTUNDER PAID $103.97

1016834681 10/10/02 10/29/02 NONE PROVIDED iNTERESTUNDER PAID $4.44

~03006254106/19/01 07/27/01 USED WRONGNO. OFDAYS FOR
INTERESTCALCULATION

iNTERESTUNDER PAID $2.26

The Companyhasadoptedthe simple interestmethodastheir currentstandard. It is

recommendedit be requiredthat eachfile containsa copy of the calculationusedin

determiningnumberof daysandthe interestamountto be added. This would permit

auditing and stress the importanceof accuracy. The Company agreed that the

calculationcopy shouldbe in the file. Theyalsoagreedtheunderpaymentof $103.97

shouldbe corrected,andtheymailedthebeneficiarya checkfor theunderpaymentplus

interest.The Companyalso paid the other two underpaymentsplus interest, although

not requestedbecauseof the amount. The Company implementeda practice to

manuallyre-calculateintereston all largecasesabove$25,000.00. The Companydid

agreethat the interestcalculationprocedureand methodwould be documentedand

addedto theclaim checkoff list. A copyofthecalculationwould be requiredin every

file. Theimplementedchangesappearmorethanadequate.

D.C. Official Code §§31-2231.17(a)(4) and (b)(10) (Unfair InsuranceTradePractices

andUnfair Claim SettlementPractices)requiresanexplanationof benefits(EOB)paid

bemadeto the insuredor beneficiary. On policy number400964865OTA, thebenefits

were transferredinternallyto anothercontract. The letter that went to the beneficiary

did not detail the sourceof the variousamountsthat were partof the claim payment.

TheCompanyagreedthatthesamelevel of informationprovidedon theirclaim checks
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should have been provided this beneficiary. On policy number 4011416146TA

informationregardingthedatesof premiumdeductionwerenot given in a meaningful

format. The Companyagreedand pointed out that that error type had alreadybeen

corrected.

Largeclaims may be paid using the Benefit Plusprogramwhere claim benefitsare

transferredinto a checking accounton behalfof the beneficiary. Unlike “retained

assetsaccounts”usedelsewherein the industry,thesefunds arefully transferredto the

bankandarefederallyinsured. TheCompanyprovidesfull disclosureandutilizesthis

accountonly uponrequestofthebeneficiary.

RECOMMENDATION: From a total of 31 files in the claims study, the Examiner

made the following observations. One of the underpaymentswas an 18% error.

Overpaymentsareerrorsjust as muchasunderpayments.Five miscalculatedpayments

out of thirty-one claims in the surveyis an error ratio of 16.1%. It is suggestedthat

error tolerancesbe establishedon bothdollaramountsandpercentoftotal. Perhapsthe

Companycould look to its InternalAudit stafffor guidancein thisregard.

In responseto theexplanationofbenefits(EOB)issues,theCompanydoesnot disagree

with thedetails,but feelstheexamplesareanomaliesratherthanexamplesof ageneral

businesspractice. This examineris concernedwith the overall error ration of almost

26%. While samplesfrom small populationsdo not always accuratelyreflect the

overall operationof the Company,the numberoferrorsfoundwould indicatea lack of

attentionto detail.
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SUMMARY OF SIGNIFICANT ISSUES

In thespecificareaof “ProducerLicensing”,page11, theexaminernotedthefollowing
issue:

Six agents’appointmentswereterminatedwithoutpropernoticeto the
agentor to the Commissioneras required by D.C. Official Code §31-

1131.15(b)

In the specific areaof “Underwriting and Rating”, the examinernotedthe following
issue:

Five applicationstakenby agentsnot appointedto representtheCompany
asrequiredby D.C. Official Code§31-1131.14

In thespecificareaof “Claims”, theexaminernotedthe following issues:

Claim Time Studies

Oneclaim without follow-up for claimdocumentsasrequiredby D.C.
Official Code § §31-2231.17(b)(2)and(b)(3) to actpromptly on claims
correspondenceandto promptlyinvestigateaclaim

ClaimHandling

Five errorsin calculationofinterestdueon life proceedsasrequiredby
contractprovisionsand Companypolicy

Twoclaimswith inadequateexplanationofbenefitsasrequiredby D.C.
Official Code§~31-223l.17(a)(4)and(b)(lO)
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