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SAWYER & BREWSTER

PROFESSIONAL CORPORATION
COUNSELLORS AT LAW

April 14, 2008

Mila Kofman Supermtendent " -Nonnie Burnes, Commissioner
State of Maine - Commonwealth of Massachusetts
Bureau of Insurance ' . Division of Insurance '

124 Northern Avenue One South Station

Gardiner, ME 04345 Boston, MA 02110

Leslie Newman, Comm1ssmner 'Eric Dinallo, Superintendent
State of Tennessee State of New York

Department of Commerce and Insurance 25 Beaver Street

500 James Robertson Parkway - 5th Floor New York, New York 10004-2319
-Davy Crockett Tower : ’

Nashville, TN 37243-1162

James M. Benages, Regional Director ,
Employee Benefits Security Administration
U.S. Department of Labor

- JFK Federal Building, Room 575
Boston, Massachusetts 02203

Dear Superintendent Kofman, Commissioner Burnes, Commissioner Newman,
Superintendent Dinallo, Regional Director Benages and the Chlef Insurance Regulators
of the Part1c1pat1ng States - :

Pursuant to the authorlty granted by Title 24-A Maine Revised Statuz‘es Annotated
§ 221, Chapter 175 Massachusetts General Laws § 4, Tenn. Code Ann. § 56-1-408, and
New York Insurance Law § 309 and in accordance with the NAIC Market_Regulatzon
. Handbook (“Handbook”) and the Regulatory Settlement Agreements (“RSA”) entered
November 18, 2004, examinations have been conducted of disability income insurance
clalm handling practices of: - ~

Unum Life Insurance Company of America (“Unum”)

The Paul Revere Life Insurance Company (“Revere”)
Provident Life and Accident Insurance Company (“Provident™)
Provident Life and Casualty Insurance Company (“Provident L&C”)
First Unum Life Insurance Company (“First Unum”) -

(collectively, the “Companies™)

Further, pursuant to the provisions of the RSA, the examinations also included the
Companies’ compliance with the terms of the RSA.

r 160 Federal Street
Boston, MA 02110-1700 -
TEL 617 542 2300 . ]
FAX 617 542 7437 www.rackemann.com
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| Foreword

This report on. the inultistate market conduct éxamihatiori'of the Corﬁpanie_s is
'provided pﬁsumt to the Handbook and is made by éxcspﬁon. Additioné.i pracﬁce's, |
procedures, and files subject to review during the examiﬁation were omitted from thé

4' report if nb improprieties were noted. -
| . Proﬁie of the Compgniés
| Unum, Revefe,- Providsnt, Provident L&C aﬁd First Uﬁmn a’revdir‘e‘ctv or indirect
subsidiaries of Unum Group, fsrmerly UnumProvidsnt Corporation (“tile Parent
Company”), a Delaware corporatjoﬁ. The Parent Company is the result of a merger
between Unum Corporation and Provident Conipa.nies, Inc. on June 30, 1999.
Previously, on March 27, 1997, Provident Coxﬁpanies, Inc. had asquired The Paul Revere
, Corporatibn. Ths four primary operations céhters for the Companies are located in
Chattanooga, Terméssee, Porﬂand, Maige, Worcestér, Massachusetts and Giendale,
Califomnia.

Unum, a Maine corporation, primé.rily markets group bshort tcrrh énd long term
disability insﬁra.ncé as well és long term care insurance and groﬁp life insurance. It is
licensed to transact business in the District of Columbia aﬁd all states, except New York.
Revere, a Massachusetts corporation, primarily niarkets individual long term disabiiity '
insurance. Revere is licensed to transact business in all fifty states and the District of
Columbia. ProVide_nt, a Tennessee corporation, primarily markets individual long term
disability insurance as well as life insurance through an embloyee—i)aid voluhtary benefits

 program. Tt is licensed to transact business in the District of Columbia and all states,
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except New York. First Unum is a licensed insurance company domiciled in the State of

New York. ‘

Tﬁe Parent (iompany' uses common management and precesses in the
administration of claims for Unum, Revere, Prevident, Provident L&C and First Unum. |
Claims‘fer each member insurer are adjusted from common locations using common
procedures. The ﬁndinge of this examination are therefore assur_ﬁed to apply to each of |
the 'Companies. |

Background
The 2003 Multistate Examma’uon |

On January 7, 2003, the Massachusetts Division of Insurance initiated a targeted
market conduct examination of 'the individual disability ins'urance(“IDI”) claims
handling practices of Revere. The Tennessee Deparﬁhent of Commerce and Insurance -

had initiated a market conduct examination of Provident’s disability insurance business

as part of its financial examination as of December 31, 2000. The Tennessee examination

focused on litigated disability insuranee claims. On September 2, 2003, a multistatei
' targeted market conduct exemination (“the 2003 Multistete Exarkﬁnatioﬁ”) was
commenced by the IViaine Bureau of Insurance, the Massachusetts Division of Insurance
and the Tennessee  Department of Commerce and Insurance concerning, respecnvely,
Unum, Revere and Provident. Each domiciliary state acted as ‘the Lead State (as deﬁned
~ in the then Market Cona’uct Examiners Handbook adopted by the NAIC) for its
respective domiciled co‘rnpany; and the other two Lead State chief regulato%s were Active

Participants. All fifty states, the District of Columbia and American Samoa chose to act
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as Participating States in the 2003 Multistate Examination. The 2003 Multistate

Examination addressed claims handling practices for both IDI and group long term

 disability (“LTD") policies.

The purpose of the 2003 Multistéte Examiriation was to determine if the disability
insurance claims handhng practices of the Compames reflected systemic “unfair claim
settlement practlces” as defined in the NAIC Unfair Methods of Competzz‘zon and Unfazr
and Decepnve Acts arzd Practices in the Business of [nsurance Model Act (1972) or the
NAIC Claims Settlement Practices Model Act (1990) .(collectively, the “Model Act”), and
particulariy, as defined in Title 24-A Maine Revised S’tatutes Annata;ed § 2164;D(3), 4
aind 5); Ciiapter 176D Massachuseiis General Laws §'3§ and Tenn. Code Ann. § 5 6-3-
104(8). The results of the 2003 Multistate Exam'inatio.n were smnmaﬁzéd in the
November 18, .2.004':Examination Report. It identified four geiieral areas of Vc'oncem, axid
léd to a Plan of Corrective Action (“the Plan™) Wliich was subsequently impleriiented |
thiough the RSA entered into by each of the éompanies with its Lead State Regulétoi'
‘(“Lead Regulator”) and the United States Department of Labor (“DOL”), and subscribed .
to by forty-eight states and the District of Colimibia. ‘The Plan, as implemented through
the RSA, is silmmarizeci below. | -

The Regulatory Settlement Agreements

The RSA had several key objectives: to make significant changes in the
Companies’ corporate governancc; to implement a meaningful claim reassessment

process; to make changes in the Companies’ claim organization; to implement significant
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revisions to thelCompanies’ claim nro_cedures, and to monitor and measure the results of
- these changes Speciﬁcally, the RSA provided for the followmg actions:
| L Changes in corporate governance:  The RSA reqmred the addltlon of
three new directors, approved by the Lead Regulators, to the Board of Directors of the
Parent Company. In addition, the RSA required that the Audit Committee of the Board
of Directors be expanc_ied by one neW member, chosen from among the three new
-directors The RSA also required the creation of a new standing committee of the Board
' of Directors, compnsed of two of the new d1rectors and three other mdependent directors
(“the Regulatory Comphance Committee”). The Regulatory Compliance Committee has |
met with the Lead Regulators and the DOL on a quarterly basm since its orgamzatlonal |
meeting on February 18, 2005. The RSA'also required the i‘?ormation ofa Regulatory :
vCompliance Unit compose‘d of officers and em_ployees of the Companies,. to report
~ directly to_the Regulatory Compliance Committee. The.Regulatory Compliance Unit, in
conjunction with the Companies’ intemal claim auditlstaft', lias performed several
compliance-related functions including monitoring the Companies’ compliance Witll the
terms of the RSA. Reports of the findings of the internal claim audit staff have been |
R presented to the'Leacl Regulators and the DOL no less frequently than at each quarterly
meeting of the Regulatory Comphance Committee.

2. Claim Reassessrnent Process The RSA, as amended October 3, 2005,

required that the Compames offer an opportunity to LTD and IDI claimants, whose
claims were denied or benefits terminated during specified time periods (generally

January 1997 — January 2005), o elect to have those claims reassessed pursuant to
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guidelines set forth in thé RSA. The r_easseésménts were pe’rformed‘by anewly formed.
claim unit (the Claim Reasscssm_ent Unit, “CRU”), ‘which was siaffgd with experienced
claim representatives, In ac_:cordanc’:e with the RSA, the Companies mailed 290,903 - |
notices to eligible claimants. A member of the examination team-reviewed the
Companies’ methodology used for such mailings; the Compianies also provided
certiﬁéatioﬁ that such mailings had been made pursuant to the requirements of the RSA.
A total of 78,422 claimants who recéivéd such notices e‘l;:bted to“ “opt-in” to the Claim
Reassessﬁlent Process (29% of eligible LTD claiménts who received notice opted-in;
21.7% of eligible IDI claﬁﬁants who received .notice. opfed-in); an additioﬁal 974.
claimantsvrequested reassessment pursuant to requirements set forth in the RSA. Of these
79,396 claimants x;vho requeéted to participate in the reassessment proéess, 23,190
completed the requisite Reassess:ﬁent Information F orms set forth in the RSA.(29.2%),
.and accordingly had their claims- reassessed (31.5% of LTD claiménts who had
previously opted-in and.20.7% of IDI claimants who had previously optéd—in). The
Claim Reassesément Process was completed in Deéember, 2007, with results as follows:
o 41.7% of the total claims reassessed (involving 9,672 claims) were reversed in
whole or in part, fesulting in é cumuiétive total of approximately $676.2 million
of additional benefits either Iﬁaid immediétely or reserved for future payments;
- e 45,1% of LTD claims reassessed (invélving 8,911 cllaimant‘s)‘ were reversed in
whole or in part, resulting in a cﬁmulaﬁve totai of appfoximately $558.6 million

- of additional benefits either i)aid immediately or reserved for future payments;
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° >.22.1% of IDI claims réassessed (invélving 761 claimants) were reversed in whole
or in part, resulting in a qumulativé total of approximately $1 17‘.6 million.of
additional benefits either paid immediately or reserved for future payrhents.

3. Changes in claim organization and procedures: The RSA set forth a series -
of révisions to the -Cdmpanies’ claim procedures and the structure of its claim opératiéns,
with the oBieCtives of:

e . The engagement of experienced clalm personnel at the earliest poss1ble stage of
claim reviews;

o Increased emphasis upon claim staff accountablhty for comphance ‘with the terms
of insurance policies and applicable law;

e Increased involvement of higher levels of clalm management staff in each claim
denial or claim termmatlon decision;

e Creation of a separate comphance/ accountability func‘aon at the claim denial and
claim termination level;

e Assirance that co-morbid conditions are propetly evaluated at every level of
 claim review; :

B e Increased utilization of Independent Medical Examinations;

e - Additional compliance training for all claim staff, with emphasis upon the results
of the 2003 Multistate Examination, the Plan, and the NAIC Unfair Claim
" Settlement Practlcps Act, and

e Additional training for group pohcyholder human resources personnel 50 as to
better facilitate the process for LTD claims. :

4, Regulatory monitoring and examination: The RSA provided for the Lead

Regulators and representatives of the DOL to mest with the Regulatory Compliance

‘C'ommittee and With the Companies’ senior management on a quarterly basis, to evaluate

f'omphapr‘e with fhﬂ- Plan and the RSA generally, The C vapa;:;w provided reports at
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those meétings on the progress of the Claim Reassessment Process, the results of théir '
internal claim audits, and the rates of complaints and newly filed litigation arising from
disability claims. In order to provide féedbaék on the results of the changes in claim
. organization and claim procedures, and thé Clafm Reassessment Process, meﬁbers of the
. examination team performed periodic reviews of randomly selecied claim files (both
claims reassessed by the CRU, and newly decided disability claims) in a series of five
initial claim samples (each of Whi_ch consisted of 15 CRU claims and 40 non-CRU
claims). These preliminary reviews were performed from February 2006 through January
© 2007. The results of these'prelimina'ry reviews were presented at ;neetings of the
Regulatory Compliance Comziﬁt_tee anci the Companies to_ok corrective acﬁon as
applicable. | |
Scope of Exémination
The RSA (§ C.2»(p;20_)) provides for a “full re-examination of the issueé
addresséd by the [2003] Multistate. Examination”. Sections D.6 (p. 21).and D;7 (p. 22)
further sbecify that the re-exaxﬁinaﬁon shall establish separate error rates for eaéh of the
' folloWingvtypeévof claims: |
. AH IDI claims reassessed By the CRU; -
_' o - All LTD claims reassessed by thé C_RU;
e IDI claims in which benefits were denied or terminated after the RSA
| A Implementaﬁon Dafe (January 18, 2005) fhrough.

December 3 1, 2007 (“Operations IDI.claims”); and




Il

. RACKEMANN

SAWYER & BREWSTER

COUNSELLOR3 AT LAW

¢ LTD claims in which benefits were denied or terminated after the
. Implementation Date through Decémber 31,2007 (“Operations LTD

claims™). . -,

* Claim Selection Methodology

The e)tamination team requested the Companies to provide four separate

- - comprehensive databases including all such claims, The first such request encompassed

claims decided from the RSA Implementation Date through April 30, 2007; the second .

request enébmpéssed claims decided through December 31, 2007. Based' upon the

resul‘cing population sizes, random selections of claims were then made as follows: 50

CRU IDI claims; 100 CRU LTD blaims; 50 Operations IDI claims; and 100 Operations

LTD claims. Each such randomly selected claim file was reviewed by a member of the
. examination -t_eam;

Compliance with RSA_;Mandated Actions

The RSA pfovided for the‘ Companies to implement éhanges in corporate
| governance (§ B.1 (p. 6)), establish a claim reassessment process and provide notice of
that bfo(:esé to eligible claimants (§ B.2 (p. 9)) and make changes in the claim

organization and claim procedures (§ B.3 (p 15)) by enumerated dates.
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Examination Results

Examination of Claim Files

The RSA established a “maximum tolerance standard” (error rate) of 7% for each

of the four examinations. (This is the same “error rate” specified in the Handbook for

examinations.) Based upon the examiners’ review of the selected claims, the following

error rates were determined:
 - . CRUDL 4%
.« CRULTD: 4%
. Operations IDI:. 0% .

. ~ Operations LTD: 3%

Unum, Revere, Provident, Provident L&C and Fﬁrst Unum CRU Claim Files Reviewed

Line of Business . | Claims Reviewed | Number of Errors- | Error Rate
LTD Claims 00 . |4 %
IDI Claims |50 - 2 4%

Unum, Revere, Provident, Provident L&C and First Unum Operatmns-LTD and

Operations-IDI Claim Files Reviewed
Line of Business Claims Reviewed . | Number of Errors | Error Rate
LTD Claims ST — 3 3%
| IDI Claims . 50 , - 0 0%

In summary, the ettor fates in each case were below the 7% “maximum tolerance

standard” set forth in the RSA and the Handbook.

10
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Comphance with RSA-Mandated Actmns

As described above the RSA mandated that the Companies take certam actions

by particular dates. The Companies timely complied with each of the RSA-mandated

actions.

- Changes in ‘Cornorate Governance

* The Companies timely complied with each of the requirements specified in the
RSA concerning “Changes in Coi’porate Governance”. RSA § B.1 (p. 6).

Implementation of the Claim Reassessment Process and Notice to Claimants

Tlle' Companies timely complied with each of the requirements specified in the

- RSA concerning the Claim Reassessment Process:. RSA § B.2 (p. 9)

Changes in Claim Orgamzauon and Procedures

The Companies implemented the changes in claim orgailization and proceclures
" mandated by the RSA and provided a certificate of compliance to the Lead'Regulators.

RSA § B.3 (p. 15).

11
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Report Submission
This report of examination is hereby respectfully submitted.
Sincerely, x
. .
Q A A T S
= ‘ o
- J. David Leslie

Rackemann, Sawyer & Brewster, P.C.
- Examiner-In-Charge

. Examiners:
‘Rackemann, Sawyer & Brewster P.C.
Ronald S. Duby, Esq.
Margaret L. Hayes, Esq.

Monarch Life Insurance Company

Kevin J. McAdoo, Special Deputy Receiver
John S. Coulton, Esq

12
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' Unum o , 2217 Congress Streel
—_— ’ : Portland, ME 04122

207 575 2211
WWW.UNUM.COMm

RECEIvED

ppril 17,2008 - o - APR 1 g 08
. ' ‘ o ‘ Dept. 01 Cormrerce &
) . . . g & & Msuran
Leslie A. Newman | _ . Gompany f_:xa,,,,-;\ag'gﬁi‘*"‘“

Commissioner of Insurance

State of Tennessee :

Department of Commerce and-Insurance
Davy Crockett Tower, Fifth Floor
500 James Robertson Parkway
Nashville, TN 37243-0565

Dear Commissioner Newman:

Enclosed please find the letter dated today, April 17, 2008 from Thomas
Watjen, President and CEO of Unum, responding on behalf of the Company to
the successful conclusion of the multi-state market exam. We would k
appreciate it if you would post this letter (or a link to it) on your website,
along with the announcement that the multi-state market exam has been
successfully concluded. : ’

Thank you very much, B
_Barbara H. Furey o

SVP, Deputy General Counsel
Unum

1

Enclosure
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Uﬂum ' : Thomas R. Watjen
: . . President and Chief Executive Officer
1 Fountain Square
Chattanooga, TN 37402 -
423 294 6866 Fax 423 294 3194
frwatjen@unum.com -
WWW.UNUM.com

April 17, 2008

RECEIVED

The Honorable Leslie A, Newman | | A '

Commissioner of Insurance - o - : APR 1 8 2008

gtater?f Te?n?SSee 4 Tnsurance -  Depl..0f Commerce & Insurance
epartment of Commerce anad lnsur . Company Examinations

Davy Crockett Tower, Fifth Floor
'500 James Robertson Parkway
- Nashville, Tennessee 37243-0565 .

Dear Commvissio_n_er Newman:

The announcement this week that Unum is in full compliance with the 2004 Regulatory -
Settlement agreement is an important one for our employees and our customers. It
validates the steps we-have taken to improve our processes. for the benefit of our
customers, and at the same time, set a standard for the rest of our industry.

We established an aggressive agenda over the past few years to enhance our business
practices. This report demonstrates that our processes are thorough, professional and

_ fair, and that the improvements we have made have been embedded in our culture. The
results are consistent with the positive feedback we have continuously reéceived from our
customers and claimants, as well as third-party research in which Unum’s claims

P

satisfaction compares very favorably with the rest of the industry.
I would like to thank our state insurance departments for the role they have played
throughout this process, and commend the staffs for their diligence, hard work and

professionalism In overseeing the implementation of the Settlement Agreement. We have
learned a lot through this process and as a resu.lt, are a better company today. -

Our goal now Is to build upon this progress. We remain committed to being an employee
benefits leader throughout the United States, and we will strive to ensure-that our claims
practices remain a model for the industry. '
Respectfully,
/

5 o~

Thomas R. Watjen

cc: David Leslie, Esq.

UMURM 15 A REGISTERED TRADEMARK AND MARKEIING BRAND OF UNUM GROUP AND TS INSURING SUBSIDIARIES.




Commissioner for Insurance, Department of Commerce and Insurance, and Philip Blustein, Chief
Examiner, Department of Commerce and Insurance, and mailed, first class, postage prepaid, to:

e W_CERTIFICATE OFSERVICE . . .. -

The undersigned hereby certifies that a true and con;e‘ctlcopy of'the foregoing Order Adopting
Examination  Report. as Filed has been messenger mailed to Larry C. Knight, Jr., - Assistant

Unum Life Insurance Company of America, |
2211 Congress Street -
Portland, ME 04102

The Paul Revere Life Insurance Company,
18 Chestnut Street -
Worcester, MA 01608

Provident Life and Accident Insurance Company, '
1 Fountain Square. '

~ Chattanooga, TN 37402

Provident Life and Casualty Insurance Company, and

1 Fountain Square

- Chattanooga, TN 37402, ‘and

First Unum Life Insurance Company
99 Park Avenue, 6™ Floor
New York, NY 10016

on this the 20 day of /j%ﬁ ry / |

Tonfy ser_

Certifying Attorney




