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We completed an audit of New Hampshire Insurance Group and the Al Warranty Division. During the aud�. there 
was a significant reorganization of the New Hampshire Divisions. Program Divisions (20 and 66) were moved to 
Lexington (Lexington's action plan is attached); the Middle Market Package and Small Business Divisions (24 and 
22. respectively) were consolidated under new management and placed in runoff. The more significant control
weaknesses identified during our audit are summarized below. Findings and recommendations related to 
consolidated Division 24 are addressed under separate cover to management responsible for the runoff. 

Warranty Business - Division 31 
Divisional management must ensure that loss accounts maintained by Third Party Administrators (TPAs) are 
reconciled to claims reported to lhe Division and Iha! TPAs adhere to claims aulhomies. Procedures must be 
strengthened lo ensure that all premiums are reported. remitted and coded timely. Promissory note balances should 
be adjusted for reported claims. Management must ensure that financial reviews and security calculations are 
performed for captives. and that security trusts a re adequately funded. 

Program Divisions - Divisions 20 and 66 
Significant improvement is needed with respect to managemenl"s monitoring of Program Administrators (PAs). 
Procedures are needed to ensure that underwr iting guidelines are adhered to. all policies are reported and paid. 
policies are issued in a timely manner and proper rating plans and forms are used. Efforts should be made to 
automate the processing of this business. Endorsements, cancellations and audit adjustments should be monitored 
and coded in a timely manner. Management must reinforce Notification of Coverage (NOC) procedures with PAs 
to ensure that AIGCS is properly notified of deductible clauses. and other relevant information. As previously 
mentioned. this business has been transferred to Lexington. Lexington management has developed an action plan 
which includes a technology plan that will essentially automate the MGA reporting process. and should facilitate 
resolution of many of the recommendations. A copy of Lexington's response and action plan is included with the 
report. 

Our review of the Ski Program administered by Willis Conoon revealed weaknesses i n its controls over recovery 
checks. manual c!aitru>.Checl<s. and monitoring ef SIRs and deductibles. AIGTS has indicated that they have notified
Willis Comion pfpur fifidings and retommendations. and will ensure ccmpliance prospectively. Willis Corroon 
should also improve its premium audit tracking procedures and ensure that audits are performed and submitted t o  
Division 2 0  in a timely manner. 

Prior Recommendation Status 
Only 10 of the 15 prior recommendation were fully or partially implemented; five were not implemented at all. The 
recommendations are reiterated in the body of the report. Appendix I summarizes the status of each of the prior 
recommendations. 
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Conclusion 
Although significant conlibf\veaknesses were noted, they did not result in a material misstatement of financial 
statements. The Lexington Management team has been responsive to our recommendations; successful 
implementation of the action. plan wiU facifitate a stronger control environ ment Management of the Warranty 
Division has also committed to effect process improvements. We have assigned a rating of 2 - satisfactory 
compliance in light of management's commitment to improve controls. 
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AMERICAN INTERNATIONAL GROUP, INC. 
INTERNAL AUDIT REPORT 

NEW HAMPSHIRE INSURANCE & 
AMERICAN INTERNATIONAL COMPANIES WARRANTY DIVISION 

BACKGROUND AND SCQPE 

The Internal Audit Division (IAD) recenUy completed the audtt of the New Hampshire Insurance Group 
Divisions 20 (Program Division), 22 (Small Business), 66 (Management Professional Liability), Division 
24 (Commercial Package) and 31 (Warranty Division). Durlng the year, the Division 20 and 66 were 
reorganized under Lexington management and integrated with the Lexington Program Business. 
Division 24 and 22 businesses were consolidated under new·managemenl Division 31 remained a 
separate Warranty division. 

The purpose and scope of our review was to conclude on the accuracy of reported financial results as of 
June 30, 1998, evaluate the adequacy and effectiveness of the.operations and control environment and 
follow-up on prior audit comments and recommendations. We reviewed the underwriting cycle for 
Divisions 20, 22, 24, 66 and 31 and the claim cyde fOr Divisions 20 and 31, Home Office controls over 
Program Administrators. reinsurance placement and processing. state and legal filings. service and 
compliance standards. cancellations, premium adjustments. cash receipts. receivables and operating 
expenses. 

We also performed an underwriting- and claims review of Witns Corroon and an undeiwriting review for 
North Island Facilities, Program Administrators who administer the ski resort and social service agency 
pcograms respeclively for Division 20� An underwriting and claims review was· performed of Division 31 's 
VlSA and Best Buy Product Warranty Programs and the Auto Warranty programs. 

-Our review included results based on IAD's computer based audit exception reports. The exception 
reports hi9hUght variances from AIG standards for timely premium processing, cancellation processing, 
broker commissions, reinsurance processing. receivables and prerriium audits, daims processed prior to 
policy coding, policy number sequences urnized by various producers. etc. We also generated exception 
reports relating to transactions processed after .the policy e>:µIration date, endorsement processing, large· 
losses and facuUative reinsurance transa�ons. These reports provide ITTcreased audit coverage lhrough 
a review of numerous transactions. The reports were extracted for the entire population from January 
through May 1998. Findings resulting from the review of these reports are incorporated within the body 
of this report.· 

We reviewed a total of 78 policies and three programs of the warranty business. The total number of files 
reviewed for each Division is noted below. We reviewed underwriting files effective September 1997 
lhrough May 1998 for the Divisions as noted below: 

Division 24: 

Division 20: 
Division 31: 

Office Underwriting Accounts 

N,J,: Parsippany 
BoSton. 

32 
16 

Home Office 
Horne Office 

(2 programs) 30 
(VISA. Best Buy and Auto Warranty Programs) 

This report is restricted to weaknesses noted and recommendations for improvement. It is not intended 
as a commentary on the favorable aspects of the New Hampshire Insurance and Warranty operations. 
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WARRANTY BUSINESS-DIVISION 31 

I. Claim Review 
A. Claim Funding 
B. Claim Reporting 
C. Claim Coding 

IL Promissory Notes 

In. Auto Warranty 
A Captives 

1. Financial Review 
2. Security Requirements 

B. Reinsurance 

IV. Warranty Product Review (Brown & White) 
A Premium Remittances (Besl Buy Program) 
B. Coding 

DIVISION 20..PRDGRAM BUSINESS 

I. NHIG CODING 
A .  P A  Reporting and Coding B3cklogs 

INDEX 

8. CoPing - Endorsement, Audits and Cancellations 

II. HOME OFFICE MONITORING OF PROGRAM ADMINISTRATORS 
A Underwriting Authority 
B. Rates and Forms 
C. Complete Reporting of Premiums 
D. Policy Issuance 

Ill. Willis Co..-roon Ski Program 
A. Claims Operations 

1. Cash Receipt Controls 
2. Cash Disbursements 
3. Adjuster Licensing 
4. Claims Authority 

B. Deductibles and S IRS 
C. LMS S ecurity Reports 
D. Claims File Tes ting 
E. Underwriting Review 
F. Premium Audit Monitoring · 

IV. North Island Facilities (NIF)- Social Servie-es Program 

Risk Purchasing Groups (RPG) 
A. Agency Agre_e-ment 
B, Rates.and F@nilS 
C. Atithorization and Monitoring 
D. Coding 
E. Coverage 
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OiVision 66 
Program Administrators 

A. Termination Proceduies 
8_ PA Agreements/Underwriting Audits/E&C limits 
C. Polk.y-Number Issuance and monitoring 

Treaty Reinsurance Placement 
A- Receipt of Placement Sfips/Cover Notes 
8. Standard Clauses 

Travel and _Entertainment EXpenses 

DIVISION 24 - MIDDLE MARKET PACKAGE POLICIES 

I. Underwriting Documentation 
A· Pricing Methodology 
B. Notification of Coverage 
C. Endorsements 
0. Financial Analysis 

-} -
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DIVISION 31 -WARRANTY BUSINESS 

Division 31 writes auto and_ product warranty (Brown & White) coverage _exclusively through 13 Third 
Party Administrators {TPA's}. These TPA's also adjust daims and issue daimpayments. The division 
had $236MM in GWP lhrough 9130/98. S134MM (57%) was generaled by aulo warranty and $102MM 
(43%) was generated by product warranty. As of 9/30/98 the aulo warranty and Brown & While books of 
business had combined ratios of 119% and 98o/11 respectivcly. 

lAD reviewed controls surrounding payment and processing procedures for all TP A's and performed 
detail testing for 3 TPA"s: Warrantech Automotive Services tnc .• Insurance Special ists, Inc. {ISi) and 
National Electronic Warranly (NEW). 

I. CLAIM REVIEW 

-A. Clalm Funding 

Divisk>n 31 must ensure that TPA's maintain and submit proper doctRTientation in support of claim 
payments. Further, management needs to review the ZBA and imprest account activities regularly to 
ensure that funds are adequately managed by the TPA. 

i:ero Balance Funds Warrantech funds are deposited dally by AJG into a zero balance account via wire 
lransfer to cover daim payments that dear the account There is no monthly reconciliation prepared by 
lhe TPA of the checks issued. cleared and outstanding for the month through the zero balance account 
to the claims submitted by the TPA lo the Warranty Division. This impacls the divisions ability to lie out 
losses .reported by the TP A to checks issued by the TPA 

Imprest Accounts OBG Comptrollers funds 1he imprest accounts for claims reported and paid ror ISi 
and NEW. The amount of funding is based on the TPA's reporting of daims paid for the month. There is 
no monthly reconciliation prepared by the TPA of the checks issued, cleared and outstanding for the 
month through the imprest account to the Claims submitted by the TPA lo the Warranty Division. This 
impacts the divisions ability to tie out losses reported by .the TPA to checks issued by the TPA. 

RECOMMENDATION 

Where AIG is directly funding the ZBA and Imprest account, a comparison between what was funded 
by AJG to what the TPA actually issued for !he month should be perfurmed by !he TPA. Bank 
Reconciliations should be prepared by the TPA and reviewed by lhe division to ensure checks issued 
by the TPA agrees to the actuat reported claim activity. 

B. Claim Reporting 

Improvement is needed in monitoring payment- authority. policy limits and aggregates by Division 31. 
·oetail claim information is not provided .to New Hampshire by NEW for the Visa and Best Buy programs. 
In addition, NEW is reimbursed for loss adjusbnent expenses based on ·the number of credit cards 
issued by Visa; however NEW does not provide this infomlation to New Hampshire. Payments for loss 
aQjustment expenses _are m-ac1e_to.-Nf:W Wjtho_ut rou_tine .veriJication of the accuracy of the amounts. 

Warrantecti and ISi (Auto Warranty) ·have ·t1aim payment authority of $6K per claim. Claims exceeding 
this amount need lo be referred to Home Office for approval. The cf aim checks require signatures from 
both New Hampshire and the TPA's officers when individual daims exceed these limits. Division 31 did 
not monitor this claim activity to ensure that claim limits were not exceeded. Management has indicated 
that they now review lhe NATS data for claim limits and sign off on aU claims paid by the TPA in excess 
of their authority. 
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RECOMMENDATION 

Division 31 must ensure that NEW maintains and submits proper documentation in support of daim 
payments and lhal payments do not exceed TPA's authority. Division 31 should review the NATS data 
regularly for Warranlech and ISi claim payments lo ensure TPA's are not exceeding their claim payment 
authority. In addition. Division 31 needs to implement procedures to monitor policy limits and aggregates 
and verify lhe number of credit cards issued in support of loss adjustment expense reimbursement. 

C. Claims Coding 

Improvement is needed lo ensure timely and accurate coding of daim payments. Our rev iew revealed 
·that Division j1 management does not review LMS to ensure that daim payments whith have been 
-submitled by NEW for reimbursement have been posted correcily for product warranty business. Our 
review noted that loss adjustment expenses were err:oneously coded as indemnity payments on the Visa 
program_ In addition, invoices submitted by the TPA for the Visa Program are not canceled when paid to 
prevent duplicate payment. 

RECOMMENPATJON 

Division 31 needs to ensure daims are coded timely and accurately. Home Office should periodically 
review coding to ensure accura·cy. Management should evidence their review on coding sheets. 
Tracking logs should be established lo ensure all itemS are coded or properly accrued for .untn coded. 
Management should ensure paid invoices are canceled lo avoid duplicate payments. 

II. PROMISSORY NOTES 

Promissory Note balances for Division 31 n eed to-be adjusted in the DSG General Ledger to the extent 
of claims paid on the programs_ Promissory notes are issued to the New Hampshire Group by AIG 
Warranty Serviees (Auto Wananty) and AIG Warranty Guard (ProductWarranty-Best Buy and K-Mart 
pro grams} to dear accounts receivable balances for premiums booked. These notes are to be reduced 
as daims are paid on these programs. OUr review indicated that for auto warranty business the 
promissory notes were not being redt,1ced by lhe losses. -As of 9/30/98. the face v�1ue of notes issued 
was $.140MM. DBG Comptrollers indicated that these notes would be reduced beginning in the 3� 
quarter 1998. For Product Warranty. the face value of the notes was reduced for the first time In the 1" 
quarter of 1998. although the notes were booked as far back as 7/96_ The current value of issued notes 
net of losses for Product Warranty is $240MM as of 9/30198. 

RECOMMENDATION 

Division 31 management should coordinate Y.,ith OBG comptrollers to ensure that promissory notes are 
reduced as appropriate and proper1y reflected in the General Ledger_ 

111. AUTD WARRANTY 

A. CAPTIVES 

Control weaknesses were present in the formation and monitoring of the captives. DiviSion 31 (Auto 
Warra_nty) has approximately 30 captive arra,ngements that were established throt)gh two Tuir(:I Party 
AdmiilisfratorS

.
·(TPA'S)�' w,arr�t&:

.
h--Automotive Inc. and-.ln.stiranoo--S_pecialiSls�: lnc •. -Appf:P._xi_&ialely 

$11.1MMin GWP was·ceded.1o ttiec;ipllves from 1/1198 through 7/30198, Oi\tisiol\ 31 ihtend.� lo 
continue with the practice- of ailowing TPA's to establish captives_ We noted the fOJlowinQ cOHtiol 
deficiencies to be addressed: 
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1. FlNANCIAL REVIEW 

Financial reviews Of the principals that form the captive have not been performed when the captive is 
first established nor is there an annual financial review process ill place to assess the ongoing financial 
strength of lhe captive and appropriate security needs. Beginning in January '99, Warranty management 
has put in place a financial review and approval process of the captives through the DBG Credit and 
Security Department 

RECOMMENDATION 

Management should ensure that proredures for review and-approval of caplives are enforced and that 
secunly calrulations are consistently forwarded timely to the DBG Credit and Security Department 
Se curity should atio·be reviewed and approved by the AIG Credit Officer. 

2. SECURITY REQUIREMENTS 

a� Trust Fund Agreements and Balances 

Proper measures are not taken to ensure that the security trusts are adequately funded. Our review of 5 
captives lmficated deficie n t  trust fund balances based on unearned premium reserve. Division 31 did not 
consis tently send quarterly no tices to .the captives in an effort to collect the deficient balances. The trust 
f und agreements revieweQ were obtained in 1997. 

For 2 Warrantech captives, LLH Reinsurance Company. Inc. and �BH Reinsurance Company. Inc_ 
with deficits as of 3/31198. it was noted that no quarter1y deficiency notices were senl These trust 
accounts had· been deficient 8 of the 10 months since inception. 

2 ISi captives, Prism Casualty Reinsurance and as· Enterprises had trust account deficits. Quarterly 
deficiency notices were sent for the first lime as of December 31: 1997 although the accounts had 
been deficient for 9 months since inception_ 

• _ Terms of the reinsurance agreements r�uire ISi captives, lo remit to New Hampshire. in lieu of 
security, an interest penalty in-the amount of .75% per month for each month the accounts are 
deficient. New Hampshire has not billed nor received this money_ There was overdue interest 
aCcrued for these captives as of 3131/98. 

RECOMMENDATION 

Procedures should be strengthened to ensure trust account balances are analyzed and reviewed 
quarterly for adequacy and those deficiencies in account balances are corrected immediateJy.. In 
addition; procedures should be implemented to ensure that notices are sent on a quarterly basis to notify 
cai)tives of deficient balances_ f.Aanagement indicated that security calculations have been prepared for 
Warrentech captives as of 12/31/98. 

Division 31 management must ensure interes t and penalties a"re billed and captives remJt Interest 
penalties in accord ance with their reinsurance agreement. Warranty management indicated that the 
deficiency notices will be sent out as or 3131/99_ In cases where balances are not remitted. DBG Legal 
should be notified to pursue collection efforts_ 

b� Investment Agreements 

For the 8 �ptives that did not have invesbnent advisory agreements with Al Global, there was no 
evidence of OBG or AJG Credit Committee review or approval of the Investment choices made by the 
captives. Our testing revealed that one of the captives invested in the Pacific Horizon Prime Fund_ This 
fund is not on the NAIC approved fund list, and puts the TPA in violation o f  lheir security trust 
agreement. 

- &-
AIG-PWC 17238 
CONFIDENTIAL 

PWCLLP00096842 



RECOMMENDATION 

In instances .where captives do not have an investment agreement with AJ Global, Management and the 
AIG Credit Committee shouJd implement review and approval procedures to ensure that captives' 
invesb_Tient choices are in accordance with the security trust agreements. lnvestment portfolios should 
comply with the NYS Insurance Law as it pertains to investments including securities of American 
Institutions issued by solvent American Institutions that have a rating of AAA or AA or equ ivalent by any 
of the major Credit rating agencies or in money market mutual funds. 

B. REINSURANCE 

· Because of firnitatiOf\S in the NAT system, Division 31 (AutoWairanty)·was unable to provide lo their 
reinsurer, Overseas Partners. Lid. (OPL), r¢iable premium and claini data per the terms of the 
reinsurance:agreement. _SubsequeriUy. the reinsurer threatened to rescind all the 5 treaties NeW 
Hampshire had in place wilh lhem. Based on a reconciliation and agreement of effective dales of the 
treaties. an analysis was pertormed by New Hampshire of actual amounts ceded to OPL compared to 
what shouki have been ceded. 

The settlement required OPL to refund New Hampshire $302MM in over-ceded business. Within this 
amount were losses and eamed premiums each totaling approx. $14.4MM. All settlement moriey has 
been received by AIG. Currently, all new auto warranty business is now being held 100% net to the 
division. 

RECOMMENDATION 

Division 31 should continue efforts to ensure data In the NAT system is reliable. Management should 
continue to reconcile premium and claim Information lo ensure accurate arriounts are ceded to 
reinsurers. In addition. analysis must be performed of the capacity of auto warranty division to maintain 
the business on a 100o/o net basis. 

· 

IV. WARRANTY PRODUCT REVIEW (Brown & White} 

The Warranty Division offers product warranty { computers, appliances, stereos and video equipment) 
through retailers. IAD reviewed premium and claim reporting and recording processes of the Best Buy 
and the VISA Programs. Due lo the large volume of data, the detail level information is maintained by 
National Electronics Warranty. a TP A who also performs audits of these programs. 

A. Premium Remittances _(Best Buy Program) 

Controls surrounding the remjttances of the premium for the Perlomlance Replacement Plan (PRP) of 
the Best Buy Program require strengthening. PRP premiums represent approximately $2.1MM of Best 
Buy·s total $120MM premiums. The following was noted during our review: 

Premiums are not remitted timely by NEW for the Best Buy PRP program. Based on our review of 
AIGWG's mutual fund statement. we noted that premiums totaling $1.3M were remitted an average 
of 3 months late. ft should be noted that NEWs" agreement does not stipulate payment due dates. 
Manage_menl indicated that the new agreements being negotiated Wm indicate premium remittance 
terms. 

- -

Best Btiy submitted·-premiUm inCOrrettly to NHIC due to a n incorrect-discountcalcUl3tiOn� -�t·Buy 
included the PRP premium in their discount calculation resulting in ah underpayment of$94K to 
NHIC. The Best Buy contract should indicate whether the PSP or PRP premium should be induded 
in the discount calculation. Division 31 management i s  pursuing recovery of this money with Best 
Buy. 
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RECOMMENDATION 

Division 31 needs·to monitor premium remittance by TPA's to ensure timely receipts of monthly 
statements and premium receipts. Follow-up efforts should be performed if premium is not remitted on a 
timely basis. Management should amend the TPA agreement to stipulate premium remitt3nce 
requirements. Compliance with this procedure shou ld be monitored di.iring the a_nnual TPA audit. 

B. Cod i nq 

1. Timeliness 

Division 31 does not code premiums for the Performance Replacement Plan (PRP) portion of Best Buy 
and Visa Programs timely. Our testing revealed premiums totaling $1.3M for the Best Buy's 
Performance Replacement Plan (PRP) were coded 2 months late. 1997 premium for the Home and 
Extended Seivice Agreement (ESA) totaling $1531< and $92k, respectively, was not coded unbl 2196 and 
lhe second quarter premium for the VISA Exlended ProtOction (EP). Purchase Security (PS), and ESA 
plans and 1998 premiums for the Home plan have not been coded as of August '96. 

2. �UC Codes 

Uilderwriting management does not allocate premiums for the EP and PS pla ns to proper PUC codes. 
Failure lo allocate premlums to proper PUC codes impacts the ability to evaluate premium by program. 
Management indicated lhere is no basis for lhe alloca_tion of premium to PUC codes. 

3. Coding Accuracy and Management Review 

ProcedUres surrounding the review process of premium reporting by TPA's and _coding needs to be 
strengthened. ·We noted the following: 

• Management review of quarterly reports receiv_ed from the adjuster CBSl is n o t  documented As a 
result �fan error in lhe Warrantech report. the 12/97 premium for ille Home plan was not coded . 
accurately. Management had not processed adjustments to correct this error as or 8/30/98. 

Management does nol reconcile Information received from.CBSI to information coded in PPS. CBSI 
submits information quarterly to Division 31 detailing the number of credit cards in the Visa program. 
Our review of these reports indicated that the totals per the CBSI report do not agree to information 
coded into the system. The total allocation submitted by CBSI for the 1st quarter '98 was not coded 
accurately by Division 31 which resulted.in premium allocations being understated. 

RECOMMENDATION 

Division 31 management must ensure premiums are coded lo PPS in a timely and accurate m_anner. 
Quality review procedures need to be implemented and dociimented to ensure premium information is 
coded accurately in corporate record. Management should evidence their review on the Corporate 
Verification Report. In addilion, management needs to establish a basis for a llocation of premium to PUC 
codes. Underwriting management must perform a docuffiented review of reports. received from the 
TPA's. Monthly reconciliation should be performed to ensure informatroil reported by 1PA"s agree to 
premiums coded to corporate record. 
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DIVISION 20 - PROGRAM BUSINESS 

The Program Bus1ness of New. Hami:>shire f�; coded by Home Office based on information report� by
. 

the PA's via actual policy declaralion pages. Curientty this division codes all policy information into PPS. 
Subsequent to our audit, this book of busin�s has been transferred to Lexington in Boston. The large 
volume of.policies. the difficuHies involved in coding multi-line IS.O rated policies, and delays· by PA's to 
submit inforffiation timely have resulted in large backlogs of uncoded policies. 

we also noted that currently !here is no standardizalion of systems utilized bY PA's to. rate and issue 
policies. This impacts the ability to verify the adequacy of rate and forms updates in the different systems 
utilized by the PA's. 

I. NHIG CODING 

A. - PA Reporting and Codjrig Backlogs 

Controls surrounding the premium and bulk Coding process as regards receipt of information from PA's, 
managemen"t of information and subsequent coding of information need strengthening_ 
Currently, all the PA policies are subniitted manuatty to Division 20 by the Program Administrators. 
Monthly GPW includes coded premiums, uncoded premiums that are bulk coded by the division and 
unreported premiums that are bulk reported by the PA since the poticie-s have not been issued or 
forwarded to the DiviSion. IAD reviewed the JuJy bulk coding backlog for Division 20 which lotaled 
·$26MM. Of this, $25MM of lhe bulk relales to policies reported as bound bul not Issued by the PA. and 
$1 MM represents the NHIG coding backlog. This excludes balances related to uncoded and unreported 
endorsements. (See comment B). Weaknesses noted in the control of bulk coded information include: 

There is no reconciliation process in place lo ensure that all p"remiums bulk coded premiums are 
eventually bound and issued by the PA or coded completely and atcuralely by NHIG. 
Physic81 policies are not properly controlled to ensure accuracy of butk estimate premiums. Physical 
policies can be in one of three locations: in a cabinet waiting to be cbded. on the underwriters' desk, 
or on a coder's desk. This allows for premiuni discrepancies and omissions in premium coding. 
accruals and accounting. 
Premiums effective in December '97, totaling $1.1MM (5o/o) of $24MM were bulk coded in July. 

The large volume of uncoded premium resulted in standalone cash balances totaling $10MM. in 1998. 
Also. processing and settlement of reinsurance premiums are impacted by these coding delays_ In the 
absence of timely coding of policy premiums. collection efforts are dependant upon the PA submitting 
accounts current timely_ 

· 

RECOMMENDATION 

Division 20 management should verify subsequent policy issuance to PA reported items on. a random 
basis and track uncoded premiums.. Late submission of policy dectaration pages and policy issuance 
should be addressCd with the PA to ensure appropriate action to correct. Initiatives to utilize tape to tape 
premium reporting should be focused on by management to automate thB coding process. Physical 
po1icles should be secured in one location and logged lo ensure proper accrual estimates. 

Endorsements, audits and cancellations were not coded into the underwriting system timely. Division 20 
does not monitor premium bearing endorsements, cancellations. and audit coding. Management does 
not have a report or tracking tool to identify uncodedlpending endorsements, audits and cancel lations. 
Failure to code endorsements/cancellations or audits in a timely manner and may adversely impact cash 

flow and result in daims being paid on canceled policies or daims improperly denied for a coverage that 
was endorsed to a policy. Collections cannot issue cancellation notices for non-payment of premium, as 
policies have not been coded into the system. As a result, a true receivable p osition cannot be 
determined. 
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Our detail testing in Willis corroon revealed 5 (50%) of 10 Willis Corroon transactions totaling $34k, 
.-were coded an average of 2Y, months after policy expiration. Three of these transaciions represent 
original policy premiums. In addition. Willis Corroon performs audits -on a voluntary basis and obtains 
audit information from insureds which is forwarded to NHIG home office for coding. Our sample testing 
revealed premium audits totaling $115K were performed and reported to Home Office by Willis COrroon 
but coded inlo Coworate Records an average of 9 months after the final audit was received. 

RECOMMENDATION 

DiVision 20 management should ensur� that all endorsements. audits and cancellaUons are tracked and 
coded timely into the system. Division 20 management must develop procedures to ensure 
endorsement, audit and cancellation infor:mation submitted by the -PA is coded into Corporate RecOrd. 
Management should perform a reconciliation to ensure all transactions on the premium transmittal are 
coded into Corporate Record. 

II. HOME OFFICE MONITORING OF PROGRAM ADMINISTRATORS 

A. Underwriter Authority 

There are no controls in place lo ensure thatpolicies requiring Home Office approval have been properly 

referred by the PA's. Division 20 Pro·gram managers do not review policies periodically or during annual 
PA audits to ensure PA's are within authority. We noted instances of policies that exceeded- the PA's 
authority that were not referred to Home Office. 

During our underwriting review of NIFS, we also noted policies which included Sexual Abuse coverage 
where .the NIFS underwriting guidelines specifically pr-Ohibil induding Sexual Abuse coverage for Day 
Care Center and Home Health Care policies. Home Office approval was not obtained. 

B. Rates and Forms 

Uilderv.rriters do not consistently spot check or review policies during scheduled PA audits tO ensure that 
forms. rating and pricing are correct. During an audit performed by the DBG Underwriling Services 
Group of The Insurance Professionals (TIP) it was discovered that TIP was not consistently following the 
filed rating plan_ North Island Facilities {NIFS) was utilizing non-filed AIG rates which resulted in the NY 
State auditors demanding refunds totaling $245K to the insured_ 

RECOMMENDATION 

Home Office management should generate a flag report to identify policies that require Home Office 
approval and ensure these policies._ have been referred for approval. ITT addition. underwriters should 
scan the weekly premium trarismittals to determine if any policies were issued in excess of the PA's 
authority level and request those policies from the PA Jn order to ensure that PA's utilize filed rates, 
underwriters must consistently spot-check policies submitted to NHIG for coding and review adherence 
to rating plans during annual audits. 

C. Complete Reporting Of Premiums 

.O.iYisio_n.?O �om_e,Oft.ice 1Tl3nagement does not review policy registers to.ensure that all policy numbers 
8r'f(i:�P�O�tKf-'-�f\d·'.pr:f7'rTiiu_iJ:ls_

-
are_·�received. _Unutilized policy nuffibers are·nOt cOnfirmed peri_odicaUy or 

durlnQ�PA·S:Udit:S -tO .. d:etCfinine whether items are voided or need to be reported·and paid_ IAD analyzed 
the prilicy registers ·and noted policy numbers indiCated as spoiled during 1996-97 were actually issued 
by PA's_ We also noted that gaps in policy sequences are not monitored or researched by Division 20 
management. PA's are issuing policy numbers that were allocated to other PA's that were not in their 
allocated policy number range_ 
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RECOMMENDATION 

Division 20 needs to ensure that a!I policy numbers have been properly accounted for randomly during 
the year and during the annUal PA audits. Management should consider developing a report to identify 
policy numbers that have not been accounted for as well as usage of policy numbers that were not 
assigned to PA's. In addition. underwriters should scan the weekly premium transmittals to determine if 
any policies were issued in excess Of the PA's authority level and.request those policies from the PA ln 
order to ensure that PA's ulilize fifed rates, underwriters must consistently spot-check policies submitted 
to NHIG for coding and review adherence to rating plans during annual audits. 

D. Policy Issuance 

As 'noted-in our prior audit report. efforts are needed by o·ivision 20 to enforce pOJicy issuance standards 
with PA's. PA's consistently do not issue policies timely to insureds. Currently, there are no procedures 
in place by Division 20 management to ensure that the PA complies with our policy issuance standard
Our testing revealed that PA's remil policies an average of 3 months after the policy effective dale. This 
impacts timely detail coding and collections of premium as noted in comment A. Adherence to policy 
issuance standards Is not reviewed during annual PA �udits_ This has been commented on as a part of 
the DBG Underwriting Services Group audit Underwriting /Operations must also review and document 
-the reasons and actions for Program Administrator backlog for bound but unissued policies-

RECOMMENDATION 

Division 20 Home Office management should develop procedures to ensure PA's comply with policy 
issuance standards. Underwriters should review weekly premium transmittals and bulk coding to 
determine if poficies are being issued late. Policy issuance standards should also be reviewed during 
annual PA audits. In addition. Home Office should consider developing PA tapes that monitor policy 
aging an

-
d quality control for late issued policies. PA's that fail to issue policies timely should be 

evaluated to determine appropriate action and continued �se. 

111. WILLIS CORROON SKI PROGRAM 

IAD reviewed the underwriting and ctaims procedures performed by Willis CorrooO, a Program 
Administrator (PA) which administers the ski business for Division 20. Willis Corman wrote gross 
premium written of $1 2.SM during 1997· and $8.5M as of 9/98. Willis Corroon forwards premium data 
manually to Division 20 for coding lo PPS. Willis Corroon accesses LMS and processes ski dalms and 
payments directly into LMS. Claims are monitored I managed by AIGTS processing. 

A. CLAIMS OPERATIONS 

·1. Cash Receipt Cont�ols 

Procedures and controls over processing recovery checks need strengthening. There was no evidence 
that Div. 20 or AIGTS had notifted Willis Corroon of these corporate procedures, nor has a.review of 
check receipt controls been performed by Div. 20 or AIGTS. Willis Corroons has an E&O policy for 
$5MM. Our review identified the following control deficiencies: 

There:is a- laGk of segregation--Of.�ulies_over the-cash-receipts function in Will_is Corroon. One-person 
has Tesponsibifity ov:er receiving, r:ecotding :in the- recovery log, aAd preparing the recovery 
transtnittals·for the Cash Receipt unit. 

Checks are not logged and restrictively endorsed upon receipt. Checks are logged in the recovery 
log and endorsed al lhe end of the week when checks are sent to AJ. Recovery. 

Willis Corroon does not forward recovery checks within 24 hours. In addition, daily check receipts 
totaling $10,000 or more are not forwarded to A. t. Recovery via overnight mail as per AIG 
procedures. 

• 11 · 
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Willis Corroon does not review !he re<juired sample (10% per month) of recovery checks received to 
ensure the checks were received and accurately entered on the claims system by A '- Recovery. 

Willis Corroon receives checks noted run & Final Payment" and d_oes not review these checks to 
ensure they are actually full and final payments. They are forwarded to A.I. Recovery along with 
other recovery checks 

RECOMMENDATION 

AIGTS I Div. 20 management should ensure that the following procedures are implemented lo 
strengthen controls sUrrouliding the cash receipts process: 

Check receiving and recording funcfions should be segregated. Checks should be immediately 
logged and reslriclively endorsed upon receipt The cash receipt and check transmittal logs should 
be periodically reconciled by an independent person to ensure completeness of deposits. 

All Recovery checks received should be forwarded to A.I. Recovery within 24 hours. Any receipts 
greater than $1 OK individually or in a daily cumulative amounl should be sent lo A.I. Recovery via 
overnight man. A periodic review of 10% of checks received and forwarded to A.I. Recovery should 
be performed to ensure_ timely and accurate posting of payments to the daims system. 

Checks noted .. Full & Final Paymenr should be r�viewed to ensure that all these checks are for the 
full amount that is due. ff no� they should be voided and returned to the sender. 

Div. 20 management should reiterate cash receipt procedure and periodically reivew adherence. 

These procedures should be instituled and reviewed in all Claims offices where Willis Corroon adjusts 
Div 20 Ski program claims. 

2. CASH DISBURSEMENTS 

C�ntrots over Cash disbursem_ents need to be strengthened .  The following control weaknesses were 
identified: 

· 

Surprise inspections of unused manual ch� are not documented by Willis Corroon and such 
review is not performed by AIGTS as part of the annual daims audit. This commen1 was noted in 
our prior audit. We revievved the AJG manual draft inventories held by Willis Co_rroon and _conduded 
that all manual draft inventories were properly secured and accounted for_ 

Authorization for �ssuing manual drafts are not consist�tly documented in claim file. Willis Corroon 
management indicated that such authorizations. in some cases. were verbal. 

Willis Corroon management does not review the Manual Check/Draft Register (5 randomly selected 
drafts per week as per procedure) to ensure selected drafts are valid and posted to the system. 
Management indicated they were not aware of this procedure. 

RECOMMENDATION 

AIGTS, :�rid
�:
DivJsion _2� _sh_oUl�-e��;u_re _tn_

,?t,p�o�r a_uth?��tionJor issuing.ma,qua.f drafts are 
dl)cumeilted

.
·-in'·t!je-c1aifn','.fih�i--surp_tj_�� 

.
in�,ttcji9n,_s. 

Of_ Unu�� ·rnfJ·�uaJ_-checks sh.ouf_d be performe_d and 
doctini'eiited-by Wflli:;"Gtiitobl'l.and·aitCl\Eii:Rs �ould M• aecounted. fiir when annual review Is performed 
by AIGTS or Div. 20. In addilion. AIGTS should ensure that-Willis Corroon is aware of procedures 
surrounding cash disbursements and adherence to such procedures. 

3. ADJUSTER LICENSING 

AIGTS should ensure Willis Corroon adjusters are properly licensed in stales where they adjust claims_ 
We noted that Willis Corroon adjusters are licensed to adjust daims in New Hampshire, Maine. Vermont 
and Utah. However, Willis Corroon is adjusting daims in 24 other states. !AD could not ascertain if 
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Willis Corroon ensured that adjusters are property licensed in 11 states where licensing is mandatory. 
(Adjusters are nol required to be licensed in lhe other 13 slates). 

RECOMMENDATION 

Division 20 Home Office and AIGTS should ensure adjusters are properly licensed and 
incorporate this as part of the annual audit 

· 

4. CLAIMS AUTHORITY 

Improvement is needed to ensure payment authority for !ernUria!ed employees is forwarded and 
removed to DBG ISG timely. Requests to delete LMS reserve and payment authority for 2 claim 
assistants no longer employed by Willis Corroon were not forwarded lo lhe GTAM / ISG department 
timely. Based on IAD's review, these employees left lhe company in 3/95 and 1/97 respectively. 
Requests to delete the authority were forwarded on 6/98. 

Willis Corroon indicated that requests to delete the above employee might have been forwarded to the 
GT AM department when the employee left the company. However, there was no evidence documented 
on file to suppurt that GTAM department was informed of the changes. 

RECOMMENDATION 

AJGTS and Div. 20 should ensure the GTAM / ISG department is Informed of the authority changes (I.e. 
new and or t�nninated employee) timely during their annual review. Any requests for such changes 
should be documented on fil?. Periodic reconciliation should be completed by AIGTS based on authority 
listings from ISG. 

B. DEDUCTIBLES AND SIRS 

1. Outstanding Deductibles balances 

As rioted in our prior report. ·improvement is needed in the collectlon and monitoring of outstanding 
deductible and SIR balances. Division 20 and AIGTS do not monitor the collection or outstanding 
deductibles and SIR's performed by Willis Corroor:-. 

• As or our testing date. $350K in deductibles were outstanding over 90 days. These cases are handled 
directly by Willis Corroon's New Hampshire office. IAD noted that documented follow-up efforts by 
Willis Corroon lo recover outstanding deductibles were not eviderlced in the· claim files. 

• There is no monitoring report maintained by Willis Corroon to identify and track outstanding SIR 
payments due lo NHIG. 

For the 2 SIR files reviewed with SIR's . daims totaling $16K have not been recovered and A. I. 
Recovery had not been notified. 

• Willis Corroon needs to improve administration of accounts with SIRS.and Deductibles recovered. 
SI Rs and De(!uclibles totaling $6, 700 were not coded in LMS overstating losses. 

RECOMMENDATION 

Division 20 should review and monitor the outstanding deductible report on a monthly basis lo ensure 
timely collection of deductibles by Willis Corroon. Over 90 day balances shOUld be addressed 
immedialely with Willis Corroon. During the annual claims audit process. AIGTS should-ensure Willis 
Corroon adjusters perform consistent follow-up to collect outstanding deductibles from insureds. All 
follow up efforts should be documented. Willis Corroon should institute tracking report to identify and 
monitor outstanding S IR's. Management should ensure deductibles and SI Rs are recorded in LMS and 
fully recovered from insured on a timely manner. 
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C • .  LMS SECURITY REPORTS 

As noted in our prior report. improvement is needed in the review of LMS security reports. LMS security 
reports are generated to highlight potential erroneous or fraudulent payments. We noted that Willis 
Carreon management does not verify transactions from lhe Duplicate Payment report and Claimant 
Name Nol Equal to Payee report to daim file documents_ 

RECOMMENDATION 

Willis Corroon management should review and yalidate the required .sampling of daim payments 
processed lo support In !he claim file. This review should be documented. AJGTS I Div, 20 management 
shou

_
ld ensure that procedures are adhered to when annual audit is performed. 

D. CLAIM FILE TESTING 

IAD reviewed a total or 48 claim files with payment and or reseJVe transactions during J uly 1997 through 
March 1998 and noted !he following: 

• Controls should be strengthened to ensure reserve transactions are-Supported by daim file 
information. Documentation did not always exist in the ciaim file to support indemnity and legal 
reserve transactions. 

• -wnlis Corroon should establish inilial reserves within 15 days of receipt We noted Utat lhere were 4 
instances which initial reserves were not opened within 15 days. In addilion. there were 2 instances 
our testing revealed where reserve changes were nol made within 30 days of final payment. 

• Control over the -coding of daim information into LMS by Willis Corroon needs strengthening. 
lnforrnaUon pertaining to trans·action codes, Joss type, accident date, AIA codes. Joss receipt and 
report dates were not accurately coded into LMS on numerous files reviewed. 

• Willis Corroon adjusters do not -consistently process daim payments in a timely manner. All claim · 
payments should be made within 2 days from the request for payment our review indicated that in 2 

instances claims were paid on an average of 22 days and in one instance the requested day for -
payme·nt was not evident. As a result. IAO cannot determine whether the payment was issued 
timely. 

• As noted in our prior report, the Willis Corroon office located in New Hampshire does not maintain 
supporting documentation for expenses incurred by the Salt lake City claim adjusters. The Salt 
lake City daim adjusters complete expense reports .and submif them to claims management in the 
.New Hampshire office for payment processing without appropriate support attached. 

RECOMMENDATION 

The following recommendations should be implemented to improve the overall quality of the claim 
process: -

• The adjuster's rationale for all reserve dlanges should be dearty documented and supported 
based on infQffil�tion--���ng_.ttie,.-�-�-e. Al,�-<:a�_e_.re_s�rv_es_ shOuld be revi(:Y(t:*f·bY tf1e 
adjusters at periddic ;merVC)_ls tO ._ens:ure 0aoo..irale atHf:tiITT�y-roding of reserV�s into LMS arid 
that reserve changes are:-aoCUriiEfriied. 

· 

• Management should emphasize to adjusters that initial reserves be established timely within 
current standards and subsequent reserves not be changed shortfy before ·settlement in 
situations where the settlement amount is predetermined. 

• A quality review process should be instituted to ensure that all daim informaUon Is accurately 
coded into LMS and applicable high cost memos are prepared and foiwarded to AIGTS for 
approval. 

- 14 .  AIG-PWC 17246 
CONFIDENTIAL 



iNFmFNTJ AT 

• Tue NeW Hampshire claims management must «msure that supporting doq.imentafion is 
forwarded -and maintained in the clc;iims fde for adjustiw expenses incurred by the Salt Lake -· 
City claim adjusters. AJGTS should ensure compliance with this procedure during the annual 
audit 

E. UNDERWRITING REVIEW 

Our review of Willis Corroon underwriting revealed Div 20 does not adequaleJy review Program 
Administrator adherence to.underwriting guidetines. The following weakness were noted: 

Wlllis Coiro(>n does not-have base rate criteria established for writing auto policies_ IAD was 
unable to verify proper �e of rates in absence of a ratin9 system. In addition. there is 
currenUy no rating system /Underwriting system available for auto policy rating. 

• Improvement is needed by Willis Corroon to ensure policies ar-e bound by the effective date 
and bound terms are clea·ny documented in the underwriting fife_ 

-

As nbted in our prior report. Willis Corroon underwriting guidelines dO not outline when 
financial information �.e. O&B reports. financial statements) js required from Insureds. Our 
revieW revealed that financial information is not obtained by WilUs .Corroon on any account 

• Urlderwriter checklists and manager reviews are not periodically performed and documented 
in the underwriting files. Jn addition, Division 20 Home Office management does not 
c:onsisteiiUy perform and doctirnent a quality review of policies submitted by Willis Corroon. 

Wi'llis Corroon does not consistently issue policies within 30 days of policy effective date. Our 
testing revealed policies are issued an average of 45 days - after policy effective date. In 
addition. there is no facility to monitor policy issuance_ Management indicated they are 
currently establishing a task force that will improve policy issuance timeliness. 

RECOMMENDATION 

Division 20 management should : 

• Establish and file rating criteria and consider implementing a system that wiU ·provide Willis 
Corroon·underwriters with rate guidelines to be utilized-for auto policy rating. Home Office 
should reviey.i- compfiance with established.rates during the quality review and audit process. 

Ensure policies are bound in writing prior to the effective dale and final bound tenns are 
dearly docurriented in the underwriting file. If poficies are bound subsequent to the effective 
date a letter of"'no known losses"' must be obtained from the broker_ 

EStahlish procedures_ for when financial infonnalion should-be reviewed and analyZed by 
underwrilers in order to properly influence the u�riting decisions. Management should 
en_�r� l!nd,�riti�9,:-��i�l_i�e.s �p�7ify;_ti�_�nciatinf�Uo�·-r�:qµir��-�- Un_d_erwrirers 

· s�J�)je',#i<)(fiff!Wtf.l!ifli!d toniview aA.d· analYJZe'El�S rtipdrtS ,;Whfon is·a prerequisite to 
p·etffOfJiiin·g:-tiSK asSesSment of accounts·. - UnderwritiAg--Jiles shoo1d bepi-operty d6cUmented 
with analysis-Of results andtor reasons for waivers. 

• Division 20 Home Office management must establish procedures ihal ·require Willis Corroon 
management to review and sign-off on policies prior to issuance. Upon receipt of policy 
information and during the annual audrt, Home Office must perform quality review procedures 
to ensure compliance with the review.process. 
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• Division 20 Home Office management should reinforce the importance of issuing policies 
.timely in order to provide quality service to dients. Management should consider developing 
a mechanism to monitor compliance with policy issuance standards. Willis Corroon should 
monitor results and. take appropriate steps to improve compliance. 

F. PREMIUM AUDIT MONITORING 

Premium audit information is being forwarded from Willis Corroon an average of 6 months after 
policy expiration. Willis Corroon management does not follow up on a timely basis to obtain·audit 
information. In' addition. Division 20 has not established premium audit .guidelines for.physical 
audits. During.our revleW, Div. 20 management has developed audit guidelines for !he Ski 
program. 

Our review of the Willis Corroon premtum audit-tracking log indicated that the log Is not updated 
lo reflect the audit status. lAD noted premium audits were finalized and the status was not 
updated on the premium audit-tracking log. Management Indicated they update !he log on a 
quarterly basis. Our review also indicated several audit transactions were not coded into 
Cotporate Record as of our testing dcite. · 

RECOMMENDATION 

Division 20 needs to develop �nd document premium audit procedures to be followed by Willis 
Corroon. In addition, the audit-tracking log maintained by Willis Corroon needs to -be updated on 
a timely basis. Wltlis Corroon management should ensure -required audits are performed timely 
and the audit4racking log is appropriately ·updated to re Hect the status of each audit. Also, follow 
up procedures should be perfOlmed to ensure audit information is received within 90 days of 
policy expiration. ·Home Office should ensure compliance with lhfs procedure during annual 
reviews and through review of the premium audit-tracking log. A quality review should be 
performed to ensure audit transactions are code� timely into Corporate Record. 

IV. NORTH ISLAND FACILITIES CNIFl-SOCIAL SERVICES PROGRAM 

IAD performed a n  underwriting review of the NIF New York office In conjunction with the Division 
20 Program manager. NIFS is a Division 20 Program Administrator thal writes policies for Sf?Cial 
Service programs. In 1997. NIF had approximately $15.6M in gross written premium which 
represents 16% or Uie book of business for NHIG. Subsequent to our review NtFS has non� 
renewed the Social .Service Program with Division 20 due·to lack of.automation initiatives by 
NHIG. The recommendations continue to be relevant to the majority of the PA business In this 
rlivision. Div 20 does not adequately mor:iitor and program administrators and fonowing 
weakness were noted: 
• Neither NIFS nor Division 20 complete Notification of Coverage Forms (NOC) to be submitted 

lo AIGCS notifying them of deductible infonTiation pertinent to NIF: policies. Documentation 
does not e>dst in the policy file to indicate AlGCS was notified of the daim. Almost all the 
NIFS policies have deductible dauses that require notification. Currently, the NIFS Program 
Guideline does not discuss NOC procedures. Failure to complete NOC forms accurately may 
reSUlt. it1·improper Claims: handling� 

Division 20 does not review prerriium rating for NIFS policies_ NIFS underwriting ·files do 
nol always contain adequate support for scheduled debits and credits. Our review 
revealed ·several files with undocumented or unsubstanliated pricing methodology. The 
rationale for using rates outside of the suggested rate ranges was not always ciearfy 
documented. Jn several instances, we noted that NIFS rating through the Scottsdale 
Arizona Rating System indtcated rhat the underwriter overrode the base rate. loss history 
information was not consistently obtained by NIFS. Management requires that 3-5 years 
of loss histories should be obtained on renewal policies. 
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• NIFS does not forward premium financing infonnation to Division 20 Home Office as per the 
PA agreement requirements. NIFS utilizes outside financing companies for premium 
fmaoced policies. Failure to notify Division 20 of .financing arrangements will cause delays in 
cancellation notices being sent by the Collection Department to premium finance company. 

LosS control services is not requested by NIFS on a timely basis. Follow up on loss control 
recommendations is not consistenHy performed in accordance to the PA guidelines. 

RECOMMENDATION 

• Division 20 m�nagemenl must Include NOC procec!Ures in the underwriting guidelines, 
reinforce and monitor the proper completion of Notification of Coverage (NOC's) forms during 
the audit process. In addition, PA's underwriting files should indicate the that NOC's have 
been completed and submitted to AJGCS to ensure proper daims handling. 

• PA's must ensure that premium rating and development is dear1y documented in the 
underwriting file to support the final·premium charged . Underwriters should document the 
reasons for granting rate modifications in cases where debits and credits are applied. Home 
Office shouJd perform a review of rating during the audit proces$,a_nd.during annual audit to 
ensure compliance. 

-

• Division 20 must ensure that PA obtains the required 3-5 years of loss information to property 
assess the risk prior to binding. Compliance with this procedure must be reviewed during the 
audit process. Underwriting files should document the review of loss information in the 
underwriting files. 

-

• PA's need to infonn Home Office management of policies that are ftnanced by outside 
premium financing sources. Home Office should ensure compliance with this procedure 
during the audit process. 

• PA's must ensure loss control surveys are requested for required accouritS. Loss control 
Surveys should be requested within 14 dc_i.ys of the policy effective date to allow sufficient time 
to complete the request. In cases where the loss control is being waived, reasons for waiving 
Joss control should be documenled in the underwriting file. 

RISK PURCHASING GROUPS 

OiviSion 66 utilizes 5 Risk Purchasing Groups to place Miscellaneous Professional liability 
business, which totaled approximalely $8.4MM as of 6/30/98. Program Administrators (PA's) 
adminlsler all 5 programs. Division 24 (Marine) in Boston wrote approximatelY $350K in General 
liability coverage as of 6130/98 for an RPG. the C-Port-Program. 

A. Agency A"greement 

New Hampshire does not have a PA agreement wi1h Starkweather & Shepley, the PA responsible 
for.administering O�vi�_i()n _24

'
s_.C-Port pr0gram. Starkwealher & Shepley is.diret:tly _responsible 

for und_eiwiiti�. bihding-and rnaihtaining .underwriting-files. 

B. Rates, Forms and State Filings 

Procedures surrounding the filing of policy rates and forms for Risk Purchasing Groups need lo 
be strengthened. Policy rates and forms have not been filed with the applicable State Insurance 
Departments for Division 66's American Out? Services RPG. In addition, Division 24>s C-Port 
program was not filed as a Risk Purchase-Group . 

• 17 . AIG-PWC 17249 

CONFIDENTIAL 

PWrT .1 .POOO%R'i1 



INFIDENTIAL 

C. Authorization and Monitoririg 

For one Division 66 RPG (the American Collectors Association) and the Division 24 _RPG (C
Port), the Senior Management Acceptance Sign-off Sheet was not completed. Approximately 
$1.0MM was written through these programs through 6130/98. In addition, a financial or 
underwriting aud� has not been performed on Starkweather & Shepley. 

Profit Center management should notify DBG Legal of all Risk Purchasing Groups and ensure 
that they are included on the DBG rnasler·llst of RiskPurchasing Groups; During the review of 
Division 24, IAD became aware of !he C-Port R"tsk Purchasing Group. This RPG was not on the 
DBG Master list and there is no agreement (See A.). 

D. Coding 

Premium coding and billing for the C-port program was not timely. IAD noted that the March, 
April, and May 1998 premium reported by the PA via monthly bordereau was submitted lo the 
Service Center on 6130/98 without priority Instruction· and was not roded until 8/4/98. As a result, 
net premium totaling $98K was billed an average of four months from the effective dates of the 
endorsements. The insured remitted the premium timely based on the bill date. 

E. Coverage 

The C-Port program provides coverage to insureds that extends beyond the effective period of 
the master policy. Insureds lhal ar.e added to the master policy mld-lerm are granted coverage for 
a fulf year from the date they are .�dded. This coverage may extend outside the effective period ot 
the ·master prilicy. Management indicated that ir the master policy does not renew, cancellation 
notices would be sent to those insureds-whose coverage extends beyond the ffiaster policy. 
Management maintains a log of insureds and updates lt on a quarterly basis. 

RECOMMENDATION 

Division 66 and 24 management must ensure the Senior Management Acceptance Sign-off 
Sheet is completed and signed prior to conducting business with Risk Purchasing Groups. 
Management should ensure that appropriate fonns and filing requirements are completed. 

- Division 24 management needs to execute an agreement with Starkweather and Shepley in 
order to ensure that proper control is maintained with regard to the broker's underwriting 

1practiCes and remittance of premiums. 
Management must tollow up lo obtain monthly b.ordereau timely and ensure that work to be 
processed by the Service Center is submitted on a timely basis lo allow ror the prompt 
recording and billing of premium. 
Divisional management. DBG Compliance and Corporate Legal must coordinate to ensure all 
are aware of each RPG to allow for proper moniloring and handling and to ensure proper 
audits are bejng performed regularly. 
Policy wording should be enhanced lo include policies that do nol faU within the Master Policy 
term. 

OIVtStON66 

PROGRAM ADMINISTRATORS 

DiVision 66 had 10 active programs with GPW totaling $16.SMM through 6/30/98. 7 of these 
programs transferred to New Hampshire from National Union. 3 programs were recently written 
by New Hampshire. 2 Program Administrators that were active during the prior audil of National 
Union were terminated in early 1 998. IAD reviewed proper PA tenninatlon procedures for these 
PA's. Our review revealed the following weaknesses, some of 'h'hich had been identified during 
the 1996 National Union audit 
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A. TERMINATION PROCEDURES 

A final underwriting and financial audit was not performed for !he 2 terminated Program 
Administrators -The Co.stanza Agency and Henry Ward Johnson. Final aucHts are necessary to 
determine outstanding receivable balances. resolve an account cf1SCrepancies. obtain copies ot 
complete underwriting files (including risks bound. but policies not yet issued}, obtain lists of all 
Sub-producers. ensure non-renewal notices are sent. and account for and retrieve all unused AIG 
policy stock and supplies. Addmonally, there was no evidence !hat !he valious AIG departmenls 
including the Complrbllers Division. Premium CoUection Departmen� and Claims Department 
Were notified that-the PA's were terminated. 

B. PROGRAM ADMINISTRATOR AGREEMENTS, UNDERWRITING AUDITS, E&O LIMITS 

Although New Hampsh�e maintains a log lo track the PA's E&O and Fidelity bond Jimils as well 
as scheduling or underwriting and financial audits, they do not follow-up to ensure receipt and 
completion of these items. In addition, the log does not provide for !he tracking of the receipt or 
program administrator agreements. Our review disdosed the following: 

1 of the 10 aclive PA"s (AON Group) did nol have a signed PA agreement. 
2 agreements ( Marine Agency and Albert Wohlers) were signed approximately 2 months and 
T months after the effective date of the contract 
For 2 of the ·10-active PA"s (Atlantic Underwriters and Worldwide Facilities), there was no 
evidence that an undE:rWriting-audit has been performed. In addition, fin3ncial audits were last 
performed for Worldwide Facilities and Universal Insurance Facilities in November 1993 and 
July, 1 996 respectively. 
For 4 PA's. adequate E&O limits were not being maintained. Corporate policy requires that 
E&O limils or $5MM and Fidelity limils of $SOOK be maintained. 

C. POLICY NUMBER ISSUANCE AND MONIJ"ORING 

Controls over policy number issuance and monitoring need to be implemented_. IAD noted the 
following control weaknesses: 

. - Assigned policy numbers are not reconciled V(i.th policies b"ansmitted from the PA nor is there 
a report utilized to ensure all premiums are reported and paid by the PA's. IAD noted gaps in 
policy numbers reported. 

Subsequent policy number block requests from the PA are not validated to the current 
inventory to determine If the need is reasonable and that all previous numbers have been 
reported and paid. 

RECOMMENDATION 

Division 66 should notify all concerned parties in writing that a PA was tenninated and 
request that finaJ -financial audits be performed as well as perform final underwriting audits to 
elisOr-t? all t>Utstar'tding-iSsues 3re ·fes·otved and all premiums reported and0eolleeted. 

New Hampshire management should consistently follow up to ensure the timely receipt of 
signed PA agreements and lo ensure that the proper E&O coverage is maintained. An audit 
schedule must he maintained by an Uldividual in the Division to ensure that annual 
underwriting audits are perlormed and underwriting deficiencies are highrtghted and 
monitored. 
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Timely remittances by PA's should be emphasized by Profit Center management through 
review of Account Currents. 

New Hampshire should implement procedures to monitor the issuance of policy numbers. 
Gaps in policy numbers reported should be investigated immediately and follow-up 
documented to ensure all premiums are report_ed and paid. In addition. management should 
ensure that all  subsequent PA requests are reasonable based on the amount of business the 
PA has submitted to New Hampshire. 

TREATY REINSURANCE PLACEMENT 

IAD reviewed the treaty placement procedures for 8 NHIG treaties with 1997 effective dates. 

A. Receipt of Placement Slips and Cover Notes 

The Reinsurance Services Department should ensure that the Reinsurance Placement Report is 
utilized to adequately track the various stages of treaty placement and finalizalion lo aHow for 
efficient follow-up of documentation. 4 of 10 ptacement slips andloi cover notes from 8 treaties 
reviewed were not received as of lAD's review date and were outstanding for 18 months from the 
treaty effective date. 

B. Standard Clauses 

Evidence of a review by the reinsurance underwriter of the standard preferred AIG clauses 
oiniUed from a treaty abstract is not documented-in the treaty file. A memo is sent to the 
diviskmal reinsurance underwriter by Reinsurance Services identifying dauses· that are not 
included in the treaty abslracl The reinsurance underwriter must make a determination as to 
whether or not these clauses sh.ould be included in the final contract wording. however there is no 
evidence that this review is performed. Final contract wording may be deficient in scope where 
this review is not performed. 

· 

RECOMMENDATION 

The Reinsurance Seivices Oep?rtment has recently implemented the use of a database, which 
allows for compiling key dates and infonnation with regard to the treaty placement process 
induding the date of receipt of cover notes. placement slips and contract �dings. RSD is Jn the 
process of developing reports from the database, Which will for allow for reviewing the status of 
treaties and to ensure that appropriate follow-up is perfonned. RSD should obtain all outstanding 
placement slips and cover notes. 

In addition • there must be a review of the contract wording to ensure that all standard preferred 
AIG clauses are included in the contracl The Reinsurance undeJWriter should initial lhe clause 
memo as evidence or review. 

TRAVEL AND ENTERTAINMENT EXPENSES 

Cpnt_ro.1� s_u�otJndif:1�:-�the _PrOfe�sing .. a� -approval_ of Travel & 
_
Entertainment :exp:ens�-:

·r�p�J1�_..and 
diSburSe menl vouch�_·fleed·slreng_the[ting. -we noted-that Exp:eOse reports and dis_burs_�m_ent 
votichers are not sl.ibl'nitted in aCcordance with AJG Corporate Policy. 

The following was noted during our review: 

NH!G does not consistently utilize AIG Corporate Purchasing for electronic and office supply 
purchases. We noted purchases totaling $5.2K in which employees used their personal credit 
cards to acquire electronic equipmenl and office suppfies for NHIG. Management Indicated 
these purchases occurred under prior management with the approv.al of a senior executive 
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• The senior executive did·n�t consistehuy complete travel authorization tOrms for hotel and-aif 
reservations prior to trip departures and Travel and Entertainmeflt expenses totaling $3_9k for 
air1ine tickets, hotel, meals and local transportalkrn were approVed and reimbursed with no 
supporting documentation. Current management has since enforced coiporate procedures 
regarding these expend"rtures. 

• The senior person attending the business meal does riot consistently charge T&E expenses. 
In addition, an expense report indicated an employee as a business guest however this 
employee also approved the expense report f!>f paymenl Management indicated that an 

. independent senior person approved the expense account and that the procedures are 
currently being reinforced. 

RECOMMENDATION 

• All purchases of office supplies. computer hardware and related operating software must be 
executed through a purchase order_ Failure to use AJG Corporate Purchasing for these 
purchases may result in loss of AJG corp-orate discotmls. 

Management should ensure expense reports include required information and supporting 
documentation and are submitted in ac:Cordance with corporate policy_ Approved travel 
authorizations forms should be obtained before making any travel arrangements_ A copy of 

·'the travel authorization should be attached to the expense reports when submitted for 
payment 

• When employees from the same division are dining together, the senior member must always 
pick up the check� In situations where circumstances make it inappropriate for the senior 
member to handle paymenl, the expense report -of the subordinate must be submitted to the 
senior member's manager for approval. 

DIV!SIQN 24 - MIDDLE MARKET PACKAGE POLICIES 

As of our report date, Division 24 business has been consolidated to 6 branches. The Marine and 
the Employers .Professional Liability Accounts have been transferred to other AIG Divisions. The 
remaining accounts will be quoted fO!' renewal by other AJG Divisions. 

IAD's review of Division 24's underwriting process was focused on the New Jersey and Bpston 
regional off1ees. These offices had gross written premiums of $22MM and $7.6MM, respectively 
lhmugh 9/30198-

Oi.Jr recommendations for Division 24 in the report have been limited to the renewed lines. 

t UNDERWRITING DOCUMENTATION 

IL PRICING METHODOLOGY 

For BOSIOO OMO- -Pcilicies; ·the rationale for-_using -rates outside of the suggested _rates outlined 
in the Matine UndE"rwritiri'Q Manual Were not alw.3ys clearly documented. 

RECOMMENDATION 

For OMO policies management must ensure that premium rating and development is 
clearly evident in the underwriting file to.support the final premium charged_ 
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B. NOTIFICATION OF COVERAGE 

The Boslon office does not consistenUy include S1R and deductlble information on the Notification 
of Coverage (NOC) forms. NOC forms are utilized by AIGCS lo verify policy coverage Wilen 
claims are received. In some instances. there was no evidence to support whether the original 
NOC was submitted to AIGCS. Failure to complete NOC forms accurately may result in improper 
claims hahdfing. 

RECOMMENDATION 

Management must reinfOrce and monitor the proper· CompletiOn -of noUficalion forms through the 
sett-audit process. 

C. ENDORSEMENTS 

For the Boston's Dealer Marine Operator (OMO) policies. we noted several Instances of forms 
and/or endorsements being listed on the policy declaration page that were not attached to the 
p6Jicy. We also noted endorsements attached to the policies that were not induded on the 
declaration page. 

RECOMMENDATION 

Outing the quality review process the off JC.es: should also ensure all endorsements are reflected 
on the -form schedule of the policy and all subsequently issued endorsements are numbered and 
dated. Management should ensure that approval of manuscript endorsements Is dearly 
documented in the file. 

D. FINANCIAL ANAL YS!S 

Procedures should be strengthened to ensure current financial information is obtained and 
reviewed for all accounts for the Boston (Marine policies) region in accordance with-underwriting 
guidelines. Our review revealed that a majority of the files did not include a financial analysis. 

RECOMMENDATION 

For the Boston Marine accounts. the new management should reinforce procedures to ensure 
financial infonnalion is reviewed and analyzed by underwriters in order to property influence the · 
under.vriting decisions. 
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APPENDIX I 
SUMMARY OF PRIOR AUDIT RECOMMENDATIONS Report #SS-34 

Prior Recommendation 

Division 20 

1. Claim payment and settlement aulhority of Willis Corroon 
must be ;ipproved and documented by,cfivision 20 
mana{Jement In the Clirrent MGA contract. Controls must 
ensure Illa! the LMS GTAM table property reHects the 
approved·authority 1evels. Divlsk>n20 must ensure 
aulhority levels within LMS for tenninaled employees are 
deleted by the GTAM department immediately upon receipt 
of notification from WiHis Corroon. 

2. AIGTS .must monitor Ille LMS security reports on a monthly 
basis and the error reports weekly. Questionable items on 
these reports should be researched and disrussed with 
Willis Corroon ciaims management and Division 20. The 
items sefected for investigation should be documented by 
AIGTS. � necessary, appropriate training should be 
provided to Willis Corroon. All reports should be signed as 
evidence of review and maintaif!ed for one full year. Claims 
audits performed by AIGTS should verify adherence to 
established·procedures. Division 20 should be notified of all 
violations and appropriate action taken_ 

3. Division 20 should review and monitor the outstanding 
deductible report on a monthly basis to ensure timely 
colledion of deductibles by Wdlis Corroon_ Over 90 day 
balances should be addressed immediately with Willis 
Corroon. During the annual claims audit process, AIGTS 
should ensure Willis Corroon adjusters perform consistent 
follow-up to collect outstanding deductibles from insureds_ 
AH follow-up efforts should be documented within the claim 
fdes. Unsuccessful CO!leclion attempts should be referred lo 
Al Recovery for legal collection. Wmis Corroon should 
receive confirmation from Al Recovery for all referred cases. 
Adherence to this procedure should also be monitored 
during AIGTS's annual audits of Willis Corroon. 

4. AIGT� approval_ i� required_- _on Jess adjµsting expenses 
e}cef!:ec::tinQ SJ,O(K)_ prjor :to WifiiS· ·eon:OQA p;Q�!:;-sing. in 
LMS ahd copies Of aO adjustirig expenses ·should be sent 
to AIGTS. . AIGTS should ensure adherence through 
review of the LMS generated check release report. 
AIGTS management should randomly review payments 
under $1,000. Willis Corroon must ensure that adjuster 
travel expenses are accurately coded as adjusting 
expenses in LMS. In addilion, lhe Wmis Corroon claims 
manaoer should not orocess payments to himself. 
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Status 

Partially Implemented 
See Division 20 Comment Ill M. 

Partially Implemented 
See Division 20 Comment Ill C_ 

. 

Not Imp lemented 
See Division 20 Comment Ill B 

Parti�Jty Implemented 
see Division 20 Comment-Ill B 
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These payments should be processed by lhe 
administrative assistant or by AIGTS If the administrative 
assistant is not available. 

5. Adequate legal reserves should be maintained on LMS for 
legal payments expected lo be processed subsequent lo 
indemnity settlement Cases_ should be closed on LMS 
subsequent to processing the final legal expenses. 

6. AJGTS must perform and document an inventory of all 
manual drafts issued to Willis Corroon and ensure Willis 
Conoon adjusters are properly removed from the authorized 
draft signatOf}' risling maintained by the Draft Services 
Department as part of it's annual claims review. Division 20 
should be notifi'1d of any concerns and appropriate action 
taken. 

7. Division 20 must establish formal procedures regarding the 
performance of financial reviews of insureds prior to binding 
coverage. Division 20 should consider having Willis 
Corroon perform financial ratios for au insureds and 
compare results to industry averages. Insureds with ratio 
results lower than industry averages and accounts with 
large self-insured relention"s or deductibles should be 
mandatory referral to division 20 for approval prior to 
binding. 

8. Division 20 management and the -Reinsurance Servic� 
Officer should re�enforce and monitor the completeness 
and a_ccuracy of treaty coding through review of the monthly 
gross to net reinsurance report and the selfpaudit process. 
NI incorrect ces_sions should be corrected and training 
should be provided as necessary. Management must 
ensure treaty abstracts provided to the Reinsurance 
Services Department conectly llsl all applicable lines of 
business-to be covered by the treaties. 

9. Division 20 management should continue with its current 
efforts to finalize contracls for the NIF program. A tracking 
log of the contract status for all programs should be 
mai_n,t_a_i':led aAd !IJOnil?red to ensure :COn�istent .. ��ort� are 
perter-med un�il-c0ntraets·-�te _executed'f_Or all Prdgr-ariis.- All 
fol/OW..:up--efforts.-tO finalize ·outstanding contracts should be 
noted on lhe lracking log_ 

10. Divisk>n 20 must ensure documentation is maintained lo 
support all audit transactions. Division 20 management 
needs to implement a quality review function to ensure 
premium audits are coded accurately. Division 20 
manaoement should coordinate with the Premium Audit 
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Implemented 

Partially Implemented 
See Division 20 Comment lllA2 

Not Implemented 
See Division 20 Comment 111 E 

Implemented 

l_�plemented 

Not Implemented 
See Division 20 Comment I A & 111  F 
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Division to reevaluate which policies are auditable and 
ensure that lhese policies are accurately coded, idenlified 
through the exclusion matrix and fed to PATS. 

11. Division 20 management needs to ensure the MGAs 
forward poficy information, notices of cancellation and 
premium bearing endorsements ·to Home Office in a timely 
manner (based upon MGA contract terms). Tunely 

. remi� must-be ·re-enforced to the MGAs and monitored 
duiing the audit process. 

DIVISION �l 

1. Division 31 must continue lo coordiriale with DSG 
comptrollers to ensure the accurate machine booking of 
premiums. daims, service fees, and reinsurance 
transactions for all warranty and er.edit business written lo 
date_ Going forWard, Division 31 must ensure an business 
is machine coded aceurately and timely and claims 
bordereau are sent to AJGTS Claims Administration monthly 
for proper recording of all losses and establishment of 
applicable reinsurance recoverables. 

2. Division 31 management needs to implement a tracking 
mechanism to mo.niter the timely execution_ of all agency 
and third party administrator agreements. Division 31 must 
execute an agreement with. CBSI and NEW outlining all 
required procedures including''applicable premium 
remittance, claims processing and commission terms. 

3. On a monthly basis, division 1 6  should obtain a listing of·aJI 
certificates issued and ensure treaty reinsurance is 
appropriately coded based upon each certificate effective 
date_ Division 16 management and the ReinsUrance 
Service Offtcer should re-enforce and monitor the 
completeness and accuracy of treaty coding through review 
of the monthly gross to net reinsurance report and the self-
audit process. All incorrect cessions should be corrected 
and training should be provided as necessary. 

4. NHIG� reinsurance offiter shoLild periotrri an inventory to 
account for an required·reinsurance documents. The 
documents on hand should be properly filed and 
outstanding lreaty documents �hould be identified and 
recorded in a log for monitoring purposes. Every effort 
should be made to follow-up with the reinsurers and brokers 
for outstandirig reinsurance.documents and maintain 
documented support Of these efforts in order to comply with 
the potenlial FASS 1 13 rulina. 
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Not lmplemenied 
See. Division 20 Comment I B 

Not Implemented 
See Division 31 Comment IC & IV B 

lmplement-od 

Partially Jmplemented 
See Division 31. Comment 1118 

.. 

P.artlally Implemented 
See Reinsurance Placement Comment A 
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