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State of Wisconsin / OFFICE OF THE COMMISSIONER OF INSURANCE

Bureau of Market Regulation
125 South Webster Street » P.O. Box 7873
Jim Doyle, Governor ) - Madison, Wisconsin 53707-7873

Sean Dilweg, Commissioner {608) 266-3585 « (800) 235-8517 (W1 Only}
Fax: (608) 264-8115

November 8, 2008 . E-Mail: marketreg@odi. state.wi.us

Wisconsin.gov Web Address: oclwi.gov

Honorable Sean Dilweg
Commissioner of Insurance
Madison, Wi 53702

Commissioner:
Pursuant to your instructions and authorization, a targeted market cbnduct
examination was conducted October 19 to November 8, 2009 of:

AMERICAN FAMILY LIFE INSURANCE COMPANY
Madison, Wisconsin :

and the following report of the examination is respectiully submitted.
I. INTRODUCTION

American Family Life Insurance Company was incorporated on November 21, 1957
and received its certificate of authority from the state of Wisconsin on Decembér 30, 1957,
American Family Life Insurance Compaﬁy is domiciled in the state of Wisconsin. American
' Family Life Insurance Company is a stock company, whdlly owned by American Faﬁi!y Mutual
Insurance Company, a multiple-!ihe carrier formed in 1927 through its downstream holding
company, AmFam Incorporated. The holding company, AmFam Inc was formed by American
Family Mutual for the purpose of holding the stock of the American Family subsidiaries, which in
additibn to American Family Life !nsurénce Company, includes the.prdperty/casuaity insurers
~Americén Standard Insurance Company of Wisconsin, Ameriqan Standard Insurance Company
of Ohio and American Family ,!qurancé Company. Collectively, American Family Mutual
Insurance Company and subsidiaries . are known as 'the American Family Mutual Insurance

Group.




American Family Life Insurance Company’s operations are conducted through the
parent company's field management personnel on a state directdr and district manager basis
through approximately 4:,000 multiple-line exclusive agents. The company markets participating
whole life, term life, fixed and variable universal life and fixed and variable annuityrproducts.
American Family Life Insurance Company also writes structured settlement business and small
amounts of group life -ins'urance which is issued to American Family Mutual Insurance Company
employees. | During the Office of the Commissioner of Insurance’s
(OCl's) last market conduct examination in February, 2000, American Family Life Insurance
Company indicated that it was phasing out of the credit life and disabi[ity' insurance business.
According to the company's annual reports in 2008 and 2007, the company did not report any
business in credit life and disability insurance |

American Family Life Insuraﬁce Company first began marketing variable life and .
annuity products in September of 2000. As of May 29, 2008, Americah Family Life insurance
Company no longer solicited and sold new variable products. The-compan'y doesn’t plan to
relinquish its authority to issue variable products as it may engagé in future sales of Qariable
products if future economic conditions warrant.

The company obtained its license in Georgia in 2008 to bring the states it is licensed
to write in to 27 states.

The following table summarizes the total direct national premium written in 2008 and

2007 as c_:ompared it to the total direct premium written in Wisconsin.



National Direct Business to Wisconsin Direct Business Summary

2008
Life Insurance Annuity Deposit Type Other Total (Sum of 4
. Premiums Considerations Funds Considerafions Columns)
Wisconsin " § 69,843,259 $  7,645338 $ 2,244,725 $ 0 § 79,733,322
National $ 372,462,344 $ 41,284,091 $ 2244725 $ 0 $ 415,991,160
Wisconsin As a % 1875% 18.52% 100% 0% - 19.17%
of National
2007
Life Insurance Annuity Deposit Type Other Total (Sum of 4
) Premiums Considerations Funds Considerations Columns}
Wisconsin $ 70,318,158; $ 9,231,928 $ 4,553,615 $ 0 $ 84,103,701
National $ 368,769,907 $ 48,907,400 $ 4,553,615 $ 0 $ 423,230,922
Wisconsin As a %% 19.02% 18.88% 100% 0% 19.87%
of National

In 2008 and 2007, American Family Life Insurance Company had premium written in

life insurance and annuity buéiness. The majority of the premium written by the company in

2007 and 2008 was life insurance. The company's ranking of market share in Wisconsin for

2008 was third with a 3.5% share of the market. In 2008, American Family Life Insurance

Company ranked as the 77" writer of annuities in the state of Wisconsin and held a 0.1% share

of the market. In 200?, the company ranked as the third writer of life insurance with a market

share of 3.3%. For annuity business in 2007, the company ranked 64" in Wisconsin and heid a

0.2 % share of the market.

The following tables summarize the company’s Wisconsin premium written and

benefits paid for 2008 and 2007, broken down by line of business.




Wisconsin Life Insurance Business

2008 | Ordinary | Credit Life Group industrial Total
Direct Premiums & ) :
Annuity Considerations
Life Insurance $67,653,661 - $2,189,588 -| $69,843,259
Annuity Considerations $ 7,645,338 - 30 -l $ 7,645,338
Deposit Type Funds $ 2,244,725| - - -| $ 2244725
Other Considerations - - - - : ~
Total (Sums of Lines 1to 4) | $77,543,724 - $2,189,598 -| $79,733,322
Direct Claims &
Benefits Paid -
Death Benefits $17,386,904 - $1,051,500 -l $18,438,404
Annuity Benefits $ 2,589,764 - $0 -l $2,589,764
All Others $28,196,079 - $0 -t $28,196,079
Totais $48,172,747 - $1,051,500 $49,224 247
2007 | Ordinary | Credit Life Group Industrial Total
Direct Premiums & :
‘JAnnuity Considerations e '
Life Insurance $66,497,085| -l $3,821,093| -l $70,318,158
Annuity Considerations $ 9,231,028| - - $0 -1 $ 9,231,928
Deposit Type Funds - $ 4,553,615 - - -l $ 4553615
Other Considerations - - - - - -
Total (Sum of Lines 1 to 4) $80,282,608 -l - $3,821,093 -l $84,103,701
Direct Claims &
Benefits Paid : :
Death Benefits $16,127,168 -l $1,604,000 - $17,731,168
Annuity Benefits $ 2,317,061 - - $0 -l $-2,317,061
All Others $29,750,469| - $29,750,469
Totals $48,194,698 - $1,604,000 -| $49,798,698

The amount of ordinary life insurance premiums written in 2008 increased by

$1,156,596 over the amount written in 2007. However, the amount of annuity considerations

decreased from 2007 to 2008 by $1,586,590,

The Office of the Commissioner of Insurance received 16 complaints against the

company between January 1, 2007 through August 31, 2009. A complaint is defined as 'a

written communication received by the Commissioner's Office that indicates dissatisfaction with

an insurance company or agent. The following table categorizes the complaints received




against the company by type of policy and complaint reason. There may be more than one type
of coverage and/or reascn for each complaint. Ten of the 16 compiaints were policyholder
service relafed and involvéd poiicy change delays, failure .to promptly respond io inguiries,

premium notice/billing problems and/or cancellation/nonrenewal problems.




Complaints Received

As of August 20, 2009

Underwritin | Marketing Policyholder
Reason Type | 1444 g & Sales Claims Service |  Other
%of | No} %of % of % of % of % of
Coverage Type | No. | Tofal Total | No.| Total | No. | Total i No. Total | No. | Total
Life ) % % % % ' % %
Individual Life 41 100% % % % 4 100% %
Group Life % % Y% % % %
Individual Annuity % % % % % %
Group Annuity % % % % % %
Credit Life Y% % % % % %
All Others % % % % % %
Total 4| 100% 41 100%
2008
‘ Marketing Policyholder
Reason Type | yora1 | Underwriting | & Sales Claims Service Other
% of % of % of % of % of % of
Coverage Type No.| Total | No. | Total | No. | Total | No. | Total | No. Total | No. | Total
Life % % % % % - %
Individual Life 7| 100% 4| 100% % % 3 100% %
Group Life % % % % % %
Individual Annuity % % % % % %
Group Annnity % % % % % %
Credit Life % % % % % %
{ All Others % % % % % %
Total 7] 100% 4 57% 3 43%
2007 ‘
Marketing Policyholder :
Reason Type Total Underwriting & Sales Claims Service Other
% of % of % of % of % of % of
Coverage Type No. | Total i No.} Total | No.| Tofal | No, | Total | No.. | Total | No. | Total
Life ‘ % % % % . % %
Individual Lifé 51 100% 21 - 100% % % 31 100% %
Group Life % % % % % %
Individual Annuity % % % % % %
Group Annuity Y % % % % %
Credit Life % % % % % %
All Others % % % % % %
Total 5 2 40% 3 60%




. PURPOSE AND SCOPE

The examination was conducted to determine compliance with recommendations

made in OCl’s previous market conduct examination dated February 2, 2000, and to determine

whether the company’s practices and procedures comply with the Wisconsin insurance statutes
and rules. The examination focused on the period from January 1, 2007 through August 31,
2008. " In 'addition, the examination included a review of any subsequent events deemed
important by the examiner'-in~charge during the examination.

Legislation, which went into effect on November 1, 2004, pertaining to the suitability
of annuity sales required that the sale of an individual annuity to a person age 65 and older be
suitable for the consumer based on the person’s financial situation and needs. The law,
s. 628.347, Wis. Stat., was amended effective October 1, 2008, to épply to thé sale of an
individual annuity to a person of any age. . The law requires an insurer to establish and maintain
a system to supervise the recommendations of its insurance producers. )

in addition to determining compliance with recommendations made in the previous
market conduct examination, the examination was conducted to determine whether the
company has suffécient oversight and supervisory control over the company’é appointed agents,
| as required by s. 628.347, Wis. Stat., to ensure that annuity sales tolconsumefs ére approp(iate
and suitable for their needs.

The examination covered individual life and individual annuity business in Wisconsin
and included a review of company operations & management, marketing, sales & advertising,

policy forms, policyholder service and complaints, producer licensing, and underwriting which

includes hew business, replacement business and suitability.

The report is prepared on an exception basis and comments on those areas of the

company's operations where adverse findings were noted.




lil., PRIOR EXAMINATION RECOMMENDATIONS

The previous market conduct examination of the company, as adopted February 2,

)

2000, contained 15 recommendations. Following are the recommendations and the examiners

findings regarding the company’s compliance with each recommendation.

Agents

1. It is recommended American Family Life increase the exchange of information between
the agent data base at the agericy services department and the CyberLife system at
American Family Life to a daily basis. This increase in the exchange of information must
be an automatic exchange between the fwo systems and not depend on a manual
system. .

Action: Compliance

Marketing, Sales & Advertising

2. It is recommended American Family Life require its agents to submit their personal web
sites for approval by the company prior to use as required by s. Ins 2.16 (29) (b), Wis.
Adm. Code, and that the company maintain a copy of such advertisements in its
advertising file as required by s. ins 2.16 (30), Wis. Adm. Code.

Action; Compliance

3. Itis recommended American Family Life include a notation of the extent of distribution in
the individual advertisement files as required by s. Ins 2.16 (30}, Wis. Adm. Code. .

Action: Compliance

4. ltis recommended American Family Life clearly identify on its brochures and
advertisements which products are offered only through American Family Life in
compliance with s. Ins 2.16 (5), Wis. Adm. Code. S

Action: Compliance

5. It is recommended American Family Life include a form number on each published
advertisement as required by s. Ins 2.16 (28), Wis. Adm. Code.

Action: Compliance

6. Itis recommended American Family Life give a separa{e and unigue form number {o
each advertisement created by an individual agent as required by s. Ins 2.16 (28), Wis.
Adm. Code.

Action: Compliance



7.

It is recommended American Family Lifé keep a notation in the web site’s advertising file
indicating the form number of the policy advertised on the company's web site as
required by s. Ins 2.16 (30), Wis. Adm. Code.

Action: Compliance

Policy Forms

8.

It is recommended American Family Life revise and refile with the Office of the
Commissioner of Insurance for approval within 30 days of the adoption of this repon,
language in American Family Life’s individual life applications, form numbers L-51E (W1)
Ed. 1/99, L-51 (WI) Ed. 6/98, L.-52 (W) Ed. 6/98, L-447 Ed. 8/84, and L-10426 Ed. 3/87
to comply with s. 631.90, Wis. Stat.,, and s. Ins 3.53, Wis. Adm. Code, which pertain to
AIDS questions, and to compEy W|th s, 631.20, Wis. Stat., with respect to other questions

on the applications,

Action: Compliance

Policyholder Service & Complaints

9.

It is recommended American Family Life respond to complainants on complaints
received from Office of the Comm:ss:oner of Insurance within 10 days as requested in

the OCI 51-11 letter.

Action: Compliance

Underwriting
10. It is recommended American Family Life develop procedures to ensure that the

11

company’s agents follow the company’s own written procedures which requires an agent
to complete a replacement form prior to taking an application and then send the
replacement form along with the application to the company, if replacement is involved,
as required by s. Ins 2.07 (4) (b), Wis. Adm. Code, and that American Family Life secttre -
a properly completed replacement form with the application prior to commencing any
underwriting as required by s. Ins 2.07 (5) (a) 4a, Wis. Adm. Code.

Action: Compliance

It is recommended American Family Life require its agents to use the Wisconsin
replacement form as specified in s. Ins 2.07 (3) (b}, Wis. Adm. Code, for Wisconsin
business, and that the company obtains the correct replacement form with the
application as required by s. Ins 2.07 (5) (a) 4a, Wis. Adm. Code.

Action: Cdmp!iance



12.

- 13.

14.

- 16.

It is recommended American Family Life as required by s. Ins 2.07 (5) (a), Wis. Adm.
Code, develop procedures to inform and ensure that its agents answer the agent's
replacement question on the application, sign and date the application by the agent
replacement question, properly complete the replacement form prior to taking an
application, and submit it to the company with the application, and keep a copy in their
file, as required by s. Ins 2.07 (4}, Wis. Adm. Code.

Action: Compliance

It is recommended that American Family Life develop procedures to ensure that it
obtains both the applicant’s and the agent’s statements regarding whether replacement
is involved as required by s. Ins 2.07 (5) (a) 1, Wis. Adm. Code.

Action: Compliance

It is recommended American Family Life develop procedures to ensure that notification
is provided to the other insurance company of the replacement or possible replacement
within 5 calendar days of receipt of the application and prior o commencing any
underwriting as required by s. ins 2.07 (5) (a) 4b, Wis. Adm. Code.

Action: Compliance

It is recommended American Family Life develop procedures to ensure its agents give a
copy of the Wisconsin Notice and Consent for Human Immunodeficiency Testing form to
the person who signed it as required by s. Ins 3.53 (4} (¢}, Wis. Adm. Code.

Action: Compliance

10



IV. CURRENT EXAMINATION FINDINGS

Company Operations and Management

The examineré reviewed the company's response to the company operations and
management interrogatory.

American Family Life Insurance Company is a member of the Insurance Marketplace
Standards Association (IMSA). American Family Life Insurance Company became a member of
IMSA in 1997. The company recertified in 2001, 2'004, and 2007. N

American Family Life Insurance Cofnpan_y flirst began marketing variable life and
annuity products in September of 2000. American Family Life Insurance Company marketed its
Ve;riéble products through American Family Securities, LLC. Thé company marketed two
variable products, a variable universal life insurance policy and a variable annuity. On May 12,
2009, American Family Life Insurance Company informed its field agents who are registered
representatives with its affiliafed broker-dealer, American Family Securities that it will cease
solicitation and sale of new variable products in 2009.  As of May 29, 2009,' American Family
| Life Insurance Company ended thé solicitation and sale of new variable préducts in all states
except Edahq, Nevada, South Dakota and Utah. All sales efforis in the remaining four states
f:eased oh September 30, 2008. The company doesn’t plan {o relinquish its authbrity to issue
variable products as it may engage in future sales of variable products if future economicl
conditions warrant. American Family Life insurance Cémpany is working with the Financial
Industry Regulatory Authority (FINRA) to de-register agents who are currently registered
representatives. The company expects the de-registration to be completed by the end of 2009.
American Family Securilies, in coordination with FINRA, has established a Securities Service
Center which is based at American Family Life Insurance bompany’s home office. The
Securities Service Center is staffed by registered representatives who took over the duties

currently performed by the field agents. As the field agents are de-registered, their customers

11




will be transferred to the Securities Service Center for servicing. The Securities Service Center
will not market new products anﬁ will not be responsible for servicing any non-variable product.
In addition, American Family-Life Insurance Company began in-house administrative servicing
of variable products arfter eight years of using a third-party vendor. A

American Family Life 'Insuravnce Company has a non;marketing third-party
administrator agreement with Alliance-One Services, Inc. and its parent company, Computer
Sciences Corporation.‘ Alliance-One Services, Inc. provides the automated workfio@ and
record-keeping systems used by American Family Life Insurance Company for all of its lvlariable
universal life and variable annuity policy files and AIEianée—One Services will also continue to
process the daily trades within American Family Life Iﬁsurance Company;s various suE—
accounts as initiated by the policyhoiders. American lfamily Life Insurance Company has a
contract with Alllance-One Services, Inc. through March 31, 2013.

The examiners reviewed six internal audits done between April, 2007 and July, 2009.
No significant findings were noted in the examiners’ review of the internal audit reports.
American Family Life Insurance Company has an internal Audit De;ﬁar’cment which assists the
Audit Committee and management of American Family Mutual Insurance VCompany by
identifying and analyzing major risks throughout the organization and identifying and evaluating
the related interhal controls.

Audits in the form of investigations of potential agent misconduct or fraud, including
lpossibte financial improprieties, are handled by the Corporate Compliance Department which is
headed by fhe Compliance and Ethics Director. The Compliance Department investigates all
allegations or concerns of wrongdoing which are initiated as a result of concerns identified by
District Managers or reférfed by the Consumer Afféirs Department, which handles consumer
complaints. The Corporate Legal Department is consulied during the course of the‘se

investigations. After completing the investigation, the Compliance Départment prepares written

12



findings of its investigations and a determination is made on what, if any, action is taken against
the agent. |

The company rﬁonitors NlLS, which offers daily updates on the state and federal
insurance laws via email and over the web, on a weekiy basis for newly enacted laws,
regulations and bulletins, and determines if applicable to the company. Once a law or -
regulation is found to be applicable to ghe cémpany, a rough draft of the Compliance Mandate
Impacts & Solutions and Mandate Procedure Document, that incorporates the new law or
regulation into company policy and procedures, is referred to the core life mandate team to
finalize the draft. Oﬁce the draft is finalized, a release is sent Vto the appropriate areas of the
company and to the field force concerning the impacté of the mandate and the effective date.
The company is also notified of changes in the insurance laws and regulaﬂons through ACLI
alerts and the company's infernal Government Affairs and Corporate Legal departments.

No exceptions were noted.

Marketing, Sales & Advertising

The Marketing Division in American Family Mutual Insurance Company is
responsible for marketing, ‘sales and advertising for American Family Life Insurance Company.
The Marketing Division is made up of the following departments: Advertising, Digital 'Marketing,
Customer Experience and Satiéfaction, Planﬁing and Administration, Consumer and Market
Research, Customer Relationship Marketing, Market Deve!opment, Strategy and Integration,
and Product Portfolio. Marketing. | |

The Advertising Department is responsible for the creation of advertising,
maintenance and management of the existing advertising and the advertising files, and
administration of agent advertising rprogr_ams. Digital Marketing is responsible for the
amfam.com website, develbping and executing e-commerce objectives by broviding tools and

best practices to connect with customers, the district managers’ and agents’ websites and

13



position agents as local trusted advisors and deploy tactics that drive prospecis directly to
agents. The Customer Experience and Satisfaction Department provides inpui to help improve
the customer’s eiperience, develops and provides programs for employees and agents on
behaviors and activities that increase customer satisfaction, and analyzes a wide variety of
custorﬁer .satisfaction data to look for ways for improvement. The Planning and Administration
Department leads the divisional business planning and manages the execution of the Marketing
Plan- and is the Marketing division's liaison to the Corporate Compliance Department.
Consumer and Market Research is responsible for the analysis of research data and iderﬁifying
opportunities for improvementl, provides insights, recommendations and answers to business
questions based on research data, and measures customer satisfaction with company products,
service and processes. The Customer Relationship Marketing Department develops
personalized marketing stfategies,for prospective and- current customers to increase business
growth, deveidps, produbes and distributes direct marketing programs, manages the agent
marketing web portal through which agents purchase direct marketing programs, advertising
and other promotional iterr_ls such as key chains, pens etc. to market their agencies, and
develop and implement events, sponsorships of events or other personalized marketing
activities for American Famity Mutual Insurance Company. The Market Development, Strategy
ahd Integration Department‘is responsible for developing and impiementing programs that help
agents market locally; implementing, administering and measuring promotional programs,
awards andrsales campaigns; and develops market plans and brograms that help expand the
company’s market presence and growth in designated muiticultural markets. The Produ_ct
Portfolio Department develops and implements the company's co.rporate product strategy,
designs and implements new products, and monitors the company’s corporate existing
products. The Agency Sales department within the E%ecutive Administration Division is
responsible for the management of agent contracts, appointments and terminations. The Life

Sales Subpor’t Team within the company's Life Division is staffed by a group of individuals with
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* advanced life expertise. The Life Sales Support Team provides field management and agents
with life insurance technical expertise and sales support through an internal sales support
hotline, occasionally will visit agénts in the field and host videoconferences and teleconferences
with field management and agents.‘. |

The Customer Relationship Marketing _Department sends direct mail pieces to
policyholders that have American Family Insurance tfo solicit leads. The policyhﬁlders may or
may not have life insurance with American Family Life Insurance Company. American Family
Mutual Insurance Company also provides agents with a number of direct marketing materials
that can be ordered and mailed to policyholders and prospects. The agent's name and
telephone number are on the direct marketing items for the policyholder or prospect to call or
the policyholder or prospéct can respond by returning the business reply card. If the
policyholder or prospect returns the business reply card, the business reply card is sent to a
vendor, Progressivé lfnpressions International. Progressive Impressions international tracks
and distributes the leads to the agents. In addition, the Customer Relationship Marketing

Department collects leads at the various e.ven.ts in which American Family Insurance
participates. The compény- has a specific lead card whiéh is to be used at all local agent and

‘corporatevevents. All lead cards compteted are separated and the top copy is given to the
agents who worked the event. This will ailow th.e agénts an opportunity fof follow-up. The
bottom copy is sent to Data Dimensions, the vendor the company has céntracted with to do data
entry and storage of the lead cards. After the data is entered, Data Dimensions sends the data

' back to the company so that the leads can be sent back out to the agents who worked the event

for additional follow-up if désired. Once data is a year old, Data Dimensions will notify American

Family Mutual 1nsurancé Company to determine if the leads should be continued to be stored or

if the leads can be destroyed. Data Dimensions will not destroy any lead cards without pr.ior

| permission from American Family Mutual Insurance Company. The final source of leads is

through the company’s website by indicating the prospect's interest on an online "Quote

15



Request ‘Form". The prospect can choose a particular agent to whom the lead is to be sent, or
can ask the system to assign an agent. Once the form is completed énd submitted, the lead is
sent to the American Family Mutual insurance Company’s Agency Notification System. The
agent receives an email to check the Agency Notification System which will then provide the
lead information. The Agency Notification System is an internal system with no ‘vendbr
involvement. | |

American Family Mutual Insurance Company has two advertising filing systems.
Most company provided advertisements are paper files and .the agent custom advertisemehts,
policyholder newsletter and website advertisement use an electronic advertising review and
tracking system. The paper advertising files are organized by line of business and then the
unigue ad identification number. Current advertising files are located in the Advertising
Department. Older and obsolste files are sent to American Family Mutual Insurance Company'’s
Records Retention Department. Papér advertising files are kept for a mi-nimum of 10 years.
Agent created advertisements, Policyholder Newslietter and website advertisements have
electronic advertising files. American Family Mutual ilnsur'ance Company's electronic éd
tracking system assigns a unique adveriising identiﬁcatidn number to each advertisement and _
the electronic files are organized by number. The system also captures data fields such as
“agent namé, agent/district code, line of business being advertise.d, states in which the item will
be used, media type and approval status. ';Fhe recuired documenfation for a life and annuity
electronic advertisihg tracking file is the same as for the paper advertising file.

Am_erican Family Mutual Insurance Company has co&pany approved American
Family Life Insurance advertisements that agents are encouraged to use. To use company pre-
approved advertisements, the agent goes to the agent's company website, chooses the
advertisement and the agent's personal information is automatically added to the advertisement.
The advertisement can't be changed or altered in any way. At any fime, the company can run a

report on én advertisement to determine how much the advertisement is used, by whom and
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where the advertisement was used. However, if an agent has a need-to create his/her own
advertisement, company policy requires that the agent submit the proposed advertisement to
the Advertising Department for review and approval before using the advertisement. To
encourage the use of company approved advertisements, American Family Insurance offers a
‘}ocal media reimbursement‘advertising program for agénts that offers a 50% reimbursement of
qualified advertising costs. Agen‘ts are required to submit copies of advertisements they placed
along with reimbursement submissions. Advertisements created by the agénte; do not qualify for
‘reimbursement.

American Family Insurance Company’s agent website policy states that individual
| agent created websites are prohibited. The company does not hav_e any formal program to
monitor for agent created websites, however, thei.’e have been occasional projects since the
implementation of the company's website policy to look for individual agent created websites.
Individuals within the company and in the field have discovered agent created websites and
referred them to either the Digital Marketing or Advertising departments wﬁo have contacted the
agents and réquired removal of the website.

The American Family Insurance company website, www.amfam.com, confains

compény approved individual agent pages. The agent pagés are pre-filled with company
driginated information. Agents_ have the option to do fninor customization of their sites to
include information such as professional background, education and honors. When agents
submit information for customized portions of the agenf web pages, if is reviewed by the
company’s Digital Marketing Department and inaccurate or inappropriate content is rejected.
Agents also have the option to obtain a customizedr website address, known as a “vanity URL”
which is typically é variation of the name of the agent aﬁd then “.com”. The cuétomized website
address will redirect a user to the agen’g's individual agent page contained within the

www.amfam.com company site.
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‘1;he éxamineré reviewed ‘the company’s response to the marketing, sales &
adv.ertising interrogatory, the online database for advertisements, and the company's paper
advertising files. |

Tﬁe examiners reviewed a sample of 60 advertising files including 10 webpage

advertisements. No exceptions were noted.

Policy Forms

The Product Design Depar’tmeﬁi is responsible for'bro.ciuct deyeiopment, r.eguiafory
form filings, risk selection guidelines,. compliance related projects, industry and regulatory
surveys, state expansion strategies for market research and sales support.

When new policy forms are released for_L-Js.e or when policy forms aré being
discontinued, a Life Forms Disposition Notification is éompieted, reviewed and stored on EDMS
in Life/Health Product Désign. Once the new policy form or the discontinued policy form is
placed on the EDMS in Life/Health ﬁroduct Design, the Product. Design Department sends
electronic notification to all necessary personnel in the company, including field personnel,
noting the effective date of the release or discontinuation. The company expects the notification
to be sent one week prior to implementation. |

The examiners reviewed the compahy’s response to the policy forms interrogafory,
compliance with s. Ins 6.85, Wis. Adm. Code that requires an insurer to notify its insureds of
their right to file a complaint, and verified that all 58 policy forms currently in use by 'the
-company in Wisconsin were, in féct, approved or filed for use in Wisconsin. The examiners |
also reviewed all 16 of the company's life poiiby forms and both of the company’s annuity policy
forms Which were marketed during the period of review. Twelve of the 16 life policies are whole
fife, 10, 20, and 30 year pay whole life, 10, 20, 30 level term life insurance poticy forms and 15
and 30 year decreaéing term life insurance policies.. The whole life policies do not have a

surrender charge period. The other 4 of the 16 life policies, including 2 flexible premium
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universal life policies and 2 flexible premium variable universal life potiéies, have surrender
charge periods which range from 14 yeérs to 19 years. Of the 4 life policies that have surrender
charge periods, the flexible p:;remium variable unéversa! life poli‘cy with a surrender period of 14
years; is ranked third of all the policies issued during the period of review. However, this policy
_is no longer being marketed because the company stopped selling variable policies aé of May
29, 2009. The other three life insurance policies with surrender charge periods rank 12 or iower
out of the 16 life ihsurance policies marketed during the period of review. Both of the annuity
policies, including the ﬂekibi_e premium deferred annuity and the variabie ahnuity policy, have -
surrender charge periods of 9 years. The company does not offer bonuses or issue any riders
or endbrsements on either of the annuity policies.

The sale of ferm life insurance policies accounted for 13,077 (60.30%}) of the 21,688
total life insurance policies issued during the period of review. Thrée of the top-five policy'forms
issued during the period of review are term life insurance policies with rankings of 1, 2 and 5 in
the top-five policy forms issued. The two variable universal life policies made up 2,643
(12.19%) and the whole life and unive_rsaf life insurance poficieé made u.p 5,968 (27.52%). of the
21,688 total life insurance policies issued during the period of review. The variable annuity
policies accdunted for 783 (72.77%) of the 1,076 total annuity policies issued during_‘the period
of review. During the p.-eriod of review, the sale of variable life and annuity policies that
American Family Life Insurance Company decided to stop selling on May 28, 2009, accounted
for 3,426 (15.05%) of the total 22,764 life and annuity pblicies issued.

The examiners also reviewed the 3 policy Vforms listed for the period of review that
were submitted to the Office of the Commissioner of Insurance under file and use.

No exceptions were noted.
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Policyholder Service and Complaints'

The compa'ny’éAConsumer_ Affairs Deiaartment is respbnsibie for the handiing of
complaints received from the Office of the Commissioner of Insurance'and complaints made
directly to the company. Thl'e company has expanded its definition of a complaint to not only
include written communication of a problem but also include complaints received by phone calls
and from persons who walk into the lc_ompany's headquarters to verbally file a complaint. The
complaint handling processes are the same for complaints _received from thé Office of the
Commissioner of Insurance and for compiaints received directly from an insured. Every
complaint received by the company is logged into and tracked by the Consumer Affairs
Complaint Management System (CACM). The company's Unified Complaint Log is part of the
Consumer Affairs Complaint Management System. Individual business areas of the company
with expertise in the complaint subject matter prepare responses to the complaint. The |
responses aré sent to the Consumer Affairs Department for review fo ensure that the responses
address all the complainant’s concerns, comply with relevant statutes and regulations and the
company’s policies and procedures, and that responses are timely after the response is sent to
- OCI and insureds. ‘Complaints involving variable products are handled by the Broker/Dealer
Operations Manager and staff with assistance frﬁm American Family Securities..

TherLife Product Design Unit conducts a quarterly reviéw of each complaint received
regarding American Family Life Insurance Company policies. The Life Product Design Unit
categorizes the complaints, identifies any outstanding patterhs or frends and drafts a brief
summary report which is shared with the Product Design administrators and the Compliance
and Ethics Director.

The Life Sales Department monitors complaints against agents and agents with
multiple complaints. A Life/Health Marketing and Saies-Complaint Report is prepéred guarterly
.and reviewed by the Life Product Désign Unit. The Life/Health Marketing and Sales Complaint

Report is used to summarize which sales districts have the highest number of complaints and to
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note if any agent has more than one complaint in a quarter. The report is broken down by
product type such as individual health, indiﬁidual life, individual annuity, variable annuity'and
variable universai life. Under each product type, the report is broken down by sales area of
each state, district humbe'r and agent number. The number of complaints is listed by both
district and agent. The report clearly indicates which districts and agents have complaints. If a
high number of compiaints or a pattern of complaints associated with a particular agent is
observed, the matter is referred to the agent’s District Manager and the Life Sales Department
| for further action. Allegations of misconduct or misrepresentation by agents are referred to
Corporate Complianee for inyestigation, The company told the examiners that to aate, the
results of the quarterly review have not identified the need to track complaints about an
individaal agent on an annual or a multi-year history basis. American Family Securities, LLC
handles the- variabl.e product complaints. American Family Securities receives a Daily
Complaint Report run by the Consumer Affairs Department to identi'fy and invéstigate
complaints involving a registered agent and if necessary, takes appropriate follow up action. ‘A
suhmaw of all the complaint reports. called the American Family Life Insurance Company
Compiaints Report, is prepared quarterly and reviewed by the Product Design Administrators
and the Compliance and Ethics Director. The American Famiriy Life Insurance Company
Complaints Report gives the total number of complai-nts nationwide and of thaf total, how fnahy
.were insurance department complaints. The report also breaks down the complaints by state,
region, complainf reason, humber of complaints by product type, and whether the response to
the complaints was within the company’s time parameters. The American Family Life Insurance
Company Complaints report has a conclusion which summarizes the complaint information and
. inclades recommendations hased on the complaint information.

All fixed and variable annuity complaints aileging suifab’iiity concerns are logged into.
the Censumer Affaifs Complaint Management (CACM) database and referred te the

Broker/Dealer Operations Manager for handiing. The new business file and all of the supporting
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, décuments are reviewed by a member of the Broker/Dealer Operations staff who was not
in\)o!ved in the iniﬁal review when the policy was issued.

The examiners reviewed the company’s response to the policyholder service and
complaint interrogatory, company complaint reports, and all 73 complaints recorded in the
company’s Unified Complaint Log. These 73 comptaints included 16 received from the Office of
the Commissioner of Insurance and 57 complaints that were filed directly with the company.
Ten (62.5%) of the 16 Office of the Commissioner of Insurance complaints were policyholder
service related and involved policy change delays, failure to promptly respond to inguiries,
premium notice/billing problems and/or cancellation/nonrenewal problems. Six (37.5%) of the-
16 Office of the Commissioner of Insurance complaiﬁts involved agent handling. .AH of the
Office of the Commissioner 6f tnéurance complaints involved life iﬁsurance. Also, 31 (64.38%) -
of the 57 cohp!aints that were filed directly with the company, were policyholder service related
complaints énd involved policyholder service delays, premium notice/billing problems,
cancellation/nonrenewal problems andfor agent change requests. Examiners noted that 37
{50.68%) of the 73 complaints recorded in She company complaint fog involved policyholder
service complaints. Of the 57 complaints filed directly with the company, 18 (31.58%) involved
what the company labeled as agentfinsurance producer handiing and 3 (5.26%) of the 57
compiaints filed directly with the company were alleged misleading statement or
misrepresentation..

No exceptions were-noted.
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?roducer Licensing‘

The Agency Sales Department is responsible for the menagement and oversight of
agent contracts, agent appointmente and terminati'on processes, agent compensation, and
agent support programs and servEce‘s provided to three sales regions, designated as East,
Central and West regions. The Agency Saies De‘partment works closely with Corporation
'Comphance and Sales Management to monitor agent compliance with internal programs and
policies, industry association standards, and regulatory statutes.

The Agency Sales East Region manages and oversees the agents in Wisconsin
‘along with agents in Georgia, llinois, Indiana and Ohio. All agents are supervised by a local
District Sales Manager who reports to a Sales Director., The Sales Director reports to the
Agency Sales Regional Vice President. Wisconsin is divided into two sales areas {(east and
west) end.therefore h‘as two Sales Directors, each of whom supervises eight District Sales
Managers. The American Family Life Ensurance‘Company’s Executive Vice President, the
+ Agency Sales Regional Vice President.and fhe two Sales Directors make up the Sales
Management team.

American‘ Family Life Insurance Company considers itsragents, who sell American
Family Insurance products exclusively, to be independent confractors ratﬁer tha-n employees of
American Family. All agents have signed the American Family Agent Agreement covering
| American Family Life Insurance, American Family Mutual insurance and American Standard
Insurance of Wisconsin companies. Agents are assigned to a perticutar district but may sell
Ensuranee in any area, territory or state that they are properly licensed and appointed in. Each
agent may hire his or her own employees, who are usually liceneed, but does not have the
authority to appoint another individual as an American Family agent. American Family Life does

not accept brokered business.
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American Family Instrance has partnered with SourceRight Solutions to assist With
recruitment efforts for agents. Agent céndidates are either recruited by SourceRight Solutions
or by American Family District Sales Managers. SourceRight conciucté the initial screening
précesses on American Family’s behalf ensuring that all Candidates meét the company's Agent
Appointment Standards. If candidates meet the company’s Agent Appointment Standards, they
must complete an online assessment which is supplied by the .company’s vendor, HR Chally.
Candidates are also requésted to complete a Market Opinion Survey, supplied by LIMRA, which
is used to give. the candidates a realistic job preview. Successful candidates are then entered
into the tracking pool which the company uses to manage candidates through the hiring
process. District Sales Managers are then able to view the candidate information oh!ine and
schedule interviews.

Every agent is required to attend the entire New Agent Training Program which is run
by the Education Division. The company stated that the New Agent Training Program was
designed to sténdardize training and educate new agents about American Family’s products
and services. The New Agent Tréining Program is a seven-week training program which
usually takes pla.lce within 30 days of the agent's appointment to American Family Insurance.
The New Agent Training Program is an in-depth curriculum covering topics ranging from basic
business management to product knowledge, sales skills, replacement, and suitability. The
agent training program also includes field days:in which the agent pariicipates in on-the-job
training, working with the District Sales Manager and/or other agents in a sales office or on
sales calls. Amgri@an Family Insurance pays the agent a training allowance for the time they
are in the New Agent Training Program. o

Agent cofnmunicaﬁions regarding hew or changes to Wisconsin insurance laws and
regulations, new or changes to company procedures and policies, and new or changes in
products are dohe by email. The.-emaii progrém is referred to as Messagé Central. E-mails are

sent every Tuesday and Thursday fo all agents. Agents go to the Message Central and select

24



their state to read the all agent and state specific rﬁessages. The company also produces a
monthly ggent publication calied the All American which is in written form and can also be
accessed online.  The ANl American includes information on program and product
announcements, regulatory changes, saiés ideas, messages from fop management, agent
interviews, and agent recognition.

American Family Insurance offers varioqs classes throughotit the_year to heip its
agents complete their continuing education requirements. The Education Division tracks agent
completion of company. sponsored continuing education courses but doesnt .trac_k the
continuing education courses agents take fror;n the numerous outside vendors or online
providers. The Agency Séies Regional Support monitors Sircoﬁ for. continuing education
completion, however, the company considers it the agents’ responsibility to make sure they
complete the state continuing education requirements. Agents receive a license renewal
reminder from the Agency Sales Regioné! Support 60 days prior to renewal date. The Agency
Sales Regioﬁal Support monitors_ Sircon monthly to identify whether or not agents have paid
their reneWal fee and/or completed their continuing education requirements. As appropriate,
Agency Sales Regional Support will send agents an email or letter remindin.g them of the need
to take care of their license renewal.

American Family Life Insurance Company parﬁcipates in various incentive programs
sponsor.ed by America'n Family Mﬂtual Insurance Company and sponsors some of its own
incentive programs. The incentive programs can be for a single line of business or for all lines
of business. Points are awarded for sales and agents must reach a certain point level in order
- to qualify for the incentive program. Points are tied to the amount of premium and are awafded
based only on first yéar premium, not renewal premiums. Both external and internal
replacements are conéidered new business. HoWever, first year premium on internal
replacements is the difference between the first year premium paid on the new policy ahd the

first year premium on the replaced policy, and points are awarded based on that difference.
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The examiners reviewed the company’s responsé to. the producer licensing
interrogatory, appointrhent and ;termination procedures, and 100 ggent files that included 50
active and 50 terminated agents, to. determine if the con’-xpany’s practices and procedures
related to the appointment and termination of its agents comply with Wisconsin insurance
statutes and rules. The agent files and data lists provided by the company were also compared
| to the records maintained by the Office of the Comm'issi-oner of Insurance, |

in the comparison of the company’s list tol the Office of the Commissioner of
Insurance's list, the examiners found that one égent oh ‘the company’s list was licensed in
Wisconsin but not appointed with the company. The agent submitted 25 appficationé, all of
which were issued, to the company from December 30, 2004 through May 3, 2007 without being
appointed with.the compény. The agent was terminated on May 31, 2007. In response, the
~ company stated it apbeared that an individual mistakenly indicated that thé agent was appointed
with the company in the ageﬁt system when in'fact no company appointment was ever
submitted to the Office of the Commissioner of Insurance. The company admitied that it should-
have discovered the error during the anhua] reconciliation of the OCI appointment listing and
cbrreéted the problem. | |

1. Recommendation: |t is recommended that the company follow its established

procedures for not accepting any business from an agent until the agent has
been properly appointed with the company as required by s. Ins 6.57(3), Wis.
Adm. Code.

During  the reviéw of the 507terminated agent files, lthe examiners " found 19
terminéted agents, who were Customer Service Representatives (CSR), did not receive a
termination letter from the company or the letter was not included in the agent’s file. The
Customer Service Representative works in the office of the age.nt and obtains an insurance
license to allow the Customer Service Representative to help the agent with his clients.

According to the company, a Customer Service Representative is not an employee of American

Family, does not sign an agent contract with the company, and doesn’t- receive any
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commissions. The Customer Service Representative's file is included in the agent’s file, and
American Family does appoint a Customer Service Representative with the company. The
company stated that a Cusiomer Service Represe_ntative is an employee of the agent and
American Family does hot normally send termination letters to the Custorﬁer Service
Representative. The task is usually performed by the agent.

American Family considers District Managers and in-house appointed agents
employees of Americén Family and not producing agents. District Managers and in-house
appointed agénts don't sign aﬁ agent contract and do not have an agent file. They have an
employment agreement and a job description which is kept in Human Resources. However,
American Family does appoint and terminate the non-producers in Sircon but does not keep a
fiie of the appointment and termination verifications from Sircon for the non-producers. The
company stated that since the non-producers are employees, it does not send a termiﬁation
Jetter to the non-producers unless Human Resources officially terminate their employment.

2. Recommendation: ltis recommendé& that the .company amend its established

procedures to provide all agents whose appointment to represent the company
has been terminated with a written notice stating that the agent is no fonger a
representative of the company and that he or she may not act as its
representative and which includes a formal demand for the return of all indicia of
agency to include the Customer Service Representatives and non-producers as
required by s. Ins 6.57(2), Wis. Adm. Code..
Undemriﬁng
New Business

The Life New Business Policy Services in the Life Operations Department is
responsible for processing life applications and issuing life policies. Life Neﬁ Business Policy
Services enters the non—electrohic applications into the App Entry Wizard system and once all of
the information is entered, a policy number is issued and thé information is then entered into the

Cyberiife system which is an administration system that is used in processing and tracking of

applications. Electronic applications receive a policy number when the agent submits the
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application and it is automatically in the App Entry Wizard system and then has to be entered
into the Cyberlife system. Once the application is in the Cyberlife system, Life New Business
Policy Services reviews the answers on the abplication and accompanying paperwork, reviews
the forms received fo ensure that the correct forms were received and completed properly, and
requests additional information that underwriting may require. fhe application is then sent to
Life Underwriting for review. If Life Underwriting approves the applicatioh, Life New'Busfness
Policy Services issues and mails the policy. If Life Underwriting does not approve the
application for issue, Life Underwriting will send a decline letter to the applicant.

Variable life and annuity products and fixed annuities are processed the same.
Applications are scanned into the‘ Automated Workflow (AWD) system, given a policy number
and then the information is entered into the Cyberlife s;,/stem. The application and
accompanying paperwork is reviewed to determine if the requirerﬁents are in good order or not
in good order. If the applications are in good order, a suitability review is conducted and then
referred to Life Underwriting. If Life Underwriting approves the application, Life New Business
Policy Services issues and mails the policy.

To ensure that the company’'s underwriting guideiine_es and procedures are being
followed, senior underwriters complete an audit of 10 cases for each Life and Associate
underwriter per quarter. Each audit includes a review of an underwriter's intemat and external
communication skills; determines whether the underwriter's decisions, actions, and resources
. were appropriate and documented; that the underwriter correctly interpreted, verified and
investigated information -from the Medical Information Bureau; and whether the underwriter
verified that the correct state speéiﬂc application was used, all of the appropriate documents
were submitted with the application, and that the agent waé properly licensed. The audit results
are used to help assess individual performance as. well as individual and department training

needs.
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American Family Life Insurance Compaﬁy currently allows agents to submit business
elec.;tronically through the LP2000 system. Signatures are obtained by the use of an electronic
. signature pad which is connected to the agent’s computer. At the time the agent submits the
“electronic application, the application receives a policy number and it is automatically inr the App
Entry Wizard system ready to be entered into the Cyberlife system for the application process to
begin.

The company does not allow nor does the company have any future plans {o allow
consumers to apply for coverage online and submit applications electronically. However,
American Family Life Insurance Company is researcﬁing the possibility of allowing existing
policyholders the capability -Qf submitting an applicétion electronically for additional coverages.
The company is still working through the legal and compliance issues such as signatures,
underwriting and notification requirements. | |

The foliowing chart shows the tfotal num.ber of policies issuéd for each of the top-

seven life insurance forms soid by agents during the period of review.

Number of Life Insurance Percentage of Total Life

Policies Issued during Insurance Policies Issued

Policy Form Number Period of Review during Period of Review
L-34(WH Ed. 3/07 5,337 24.61%
L-33 (WD Ed. 3/07 2,350 ' : 10.83%
.-97 VUL (W1 Ed. 3/01 2,33¢ : i0.78%
L-24 (10) (W) Ed. 1/05 2,058 9.49%
L-34 (W) Ed. 1/05 2,000 9.22%
L-60 (Wl) Ed. 1/05 1,904 8.78%
L-35 (Wh Ed. 3/07 1,827 8.42%

The top-seven life policy forms accounted for 17,815 (82.14%) of the 21,688 total
life policies issued during the period of review. Four of the top-seven life policy forms [L-34(W1)
Ed. 3/07, L-33(WI) Ed. 3/07, L-34(WI) Ed. 1/05 and L-35(WI) Ed.3/07] are term life insurance

policies which accounted for 11,514 (53.09%) of the 21,688 total life policies issued during the
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period of review. 'The_ term life insurance policies have level premiums ranging from 10 years to
30  vyears. Two of the top~sevén are whole life policy forms
[L-24(10}W!) Ed. 1/05 and L-80(WI) Ed. 1/05] which accounted for 3,962 (18.27%) of the
21,688 total life policies issued. | The third-ranked of the seven policy-fbrms was a variable
“universal life pblicy (L-97 VUL(\NI) Ed. 3/01) which accounted for 2,339 (10.78%) of the 21,688
total life policies issued. The data provided by the company indicated that sales of variable
universal life insurance policies accbunted for 2,643 (12.19%) of the 21,688 total life ;:;'oiicies
issued during the périod of review. |

The following chart shows the total number of contracts issued for each of the two

annuity policy forms sold by agents during the period of review.

Number of Annuity Percentage of Total Annuity
, Contracts Issued during Contracts Issued during
Policy Form Number Period of Review Period of Review
L-A10 VA(WI) Ed. 3/01, . 783 72.77%

L-A10(WI) Ed. 1/04 283 27.23%

The variable annuity contract [L-A10 (WI) Ed. 3/01] accounted for 783 (72.77%) of
thé 1,076 fotal annuities issued during the period of review. The other annuity contract
[L-AT0(W) Ed. 1/04] is a ﬂexible premium deferred, annuity which had 293 (27.23%) contracts
issued during the period of review. During the period of review, the sale of variable life and
annuity products accounted for 3,426 (15.05%) of the total 22,764 life and annuity policies
issued by the company. As mentioned earlier, the company decided to stop selling variable

products on May 29, 2008.

The following chart, based on the information from the data call which was provided
by the company, provides information regarding the issue ages of the annuity contracts issued

by American Family Life Insurance Company in Wisconsin during the period of review.
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Under 75 and
65 85-74 older Total
2007 ‘
From Replacement File 65 3 1 69
From Non Replacement File 427 7 1 435
2007 Totals 4921 10 2 504
2008
From Replacement File : 38 3 0 41
From Non Replacement File 322 9 2 333
2008 Totals wBO 12 2 374
2009
From Replacement File ' R 8 1 18
From Non Replacement File 173 4 3 180
2009 Totals 184 10 4 198
Total From Replacement File 114 12 2 128
Total From Non Replacement File 922 20 R 948
Totals 1,036 32 8 1,076

According to the data, the company issued a total of 1,076 Iannuity contracts during
the perilod of review. From 2007 to 2008, the company had a decrease in its total sale of
annuity contracts by 130 ('25'79%)5 Of the 1,076 annuity contracts issuéd, 1,036 (96.28%)
were issued to individuals under the age of 65, 32 (2.‘97%) annuity contracts were issued o -
individuals age 65 throuéh age‘ 74, and 8 {.74%) annuity contracts were issued to individuals
age 75 and older. Of the 40 contracts‘ issued to individuals 65 and oi.der, 14 (35%) involved
replacement and of the 8 contracts sold to individuals age 75 and older, 2 (25%) involved
replacement.

“The issue éges for American Family Life Insurance annuities are age 0 to a
maximum issue ag.e bf 80. If the annuitant on the application is over age 80, only a fixed single
premium immediate annuity can be foered._ ‘The issue ages for a fixed single premium
immediate annuity are age 25 to age 80. The company will not acCept any applicati‘on for any

type of annuity if the applicant is over age 90. A
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The examiners reviewed the company's response to the New Business and
Underwriting interrogatory. The examiners also reviewed 50 new business life files of which 6
were.variable life new business files and 50 new business annuity files of which 26 wére
variable annuity new business files. |

No exceptions were noted.

- Underwriting
Replacement

The examiners reviewed the company’é res.bonse to the Replacement interrogatory.

American Family Life Insurance Company defines external replacement as any
transaction where the company receives an application for an individual life insurance policy or
annuity with American Family Life Insurance Company and the applicant owns an existing life
insurance policy or annuity with another company that will be canceled, exchanged, Iapséd,
surrendered, changed to reduce or eliminate benefits, reduced in value or face amount, and/or a
loan or dividend Wwithdrawal will be taken in order to purchase the new poliéy or gnnuity. An
internal replacement is when the existing life insurance policy or annuity that the appligarlxt owns
is with American Family Life insurénce Company. ' -- |

Examiners had difficulty reooncriling the %eplacement data the company provided in
response to the examination interrogatory for replacement with the data provided in the
examination’s data call and the data reported in the Market Conduct Annual Statements
(MCAS) that the company filed with OCl. Subsequent to when the examiners were onsite, the
- company provided corrected numbers of total.sales of life and annuity policies and total number
of life and annuity replacements. The company stated that its policy administration system does
not carry a replacement indicator for all produc’i types and therefore the company could not
provide internal and external re-piacement numbers strictly from the administration system. To

explain why the data provided in the respohse to the interrogatory, and the data provided in the
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data call and the Market Conduct Annual Statements did not agree, the company explained
that its current replacement report system produces data that is unrelated to new sales involving
actual replacements, and that dafa inflated the number of replacements. An example the
company provided was that in 2008, 20% of all life applications were closed out or not taken
and no rhoney was received by the company. However, under the current replacement report
system if the same individual applied for another American Family Life policy and it was issued
within the next 13 months, it is considered a replacement. The company stated that it had
already undertaken a Life Repliacement Report Renovation project to eliminate the excess data
generated by the current life replacement reports.

The corrected numbers provided by the company indicated that the total number of
life replacements for 2007 wa’g 641 (7.06%) of the 9,076 total life business in Wisconsin for that
year. The total number of life replacements for 2008 was 526 (6‘87%') of the 7,652 total life
business in Wisconsin for that year. The total number of life replacements for the period of
January 1, 2009 through August 31, 2009 was 376 (7.77%) of the 4840 of the company’s total
life business in Wisconsin for that period. - '

Using the revised numbers provided by the company, the total number of annuity
rep[aceménts for 2007 was 146 (28.51%) of the 512 total annuity business in Wisconsin for that
year. Th.e total number of annuity replacemehts-for 2008 was 70 (17.;('2%) of the 395 total
annuity business in Wisconsin for that year. The total number of annuity repEaéements for the
period of January f, 2009 through August 31, 2008 was 18 (9.09%) of the 198 total annuity
business in Wisconsin for that period. The company stated that the yearly percentages of
annuities that are replacements ‘are higher than the corresponding percentages for life
_replacement because the percentage of annuity sales involving replacement becomes more
pronounced due to the low total nhumber of annuities issuied. The company stated that it waives
the surrender charges if a replacement is completed from universal life to universal life,

universal life to variable universal life and fixed annuity to variable annuity. The company
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indicated that it does not waive surrender charges if the replacement is from variable universal
life or universal life to whole life or from variable annuity to fixed annuity. The company does

not impose surrender charges on its whole life products.

The company pays comnﬁission’ to agents based on first year premium:and renewals.
There is no adjuétment made to the commission to agents for external repiacemen;(s. However;
the company does make adjustments to the commission payable fon; internal replacements. The
agent’s first year compensation is reduced ‘by the amount of the first year compensation that the
agent received on the original policy for internal replacement of permanent policies. For term to
term policy replacements, the compensation adjustment is one half of the adjustmeﬁt that is
done for the internal replacement of permanent policies.

The company provides specific replacement training to its agents through the
mandatory New Agent Training Program that is described in the Producer Licensing s.ection of
this report. In addition, American Family Life Insurance Company has online the company’s Life
Reference Manual that provides agents instruction on repiacemeht in all of the states in which
. the com;:;any is licensed. Included in the replacement section of t—he Life Reference ManUal- is
the company’s Statement of Principle that promotes the conservation of_ in-fdrce life insurance
poiicies and opposes activities aimed at replacement of existing policies. The company bases
its position on the understanding that the highest value to policyholders is generally provided by
the éxisting policy as opposed to any new replacement policy. Among the considerations
supporting this position, that agents are instructed to consider before replacing an. existing
policy are that premiums Qeneraily increase with age which means the replacement usually
results in higher premiums, cash values andfor dividends generally increase faster on older
policies, surrender charges may be assessed againsf cash value removed from an existing
policy, incontestable and suicide periods start over, often existing coverage provides mo.re

favorable contract provisions, selling costs are charged iargéiy against the initial years' premium
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resulting in duplicating the selling costs for the policyholder with replacement, and if the existing
policy is cancelied before the new policy is issued, the applicant could be significantly harmed if
the new"policy is declined or issued substandard. The Statement of Principle‘ promotes
policyholder value in developing long-term client relationships that are compromised by
replacement based selling. However, the company understands that replacement may
sometimes be appropriate and has instructed its agents to help the policyholder make an
informed decision and evaluation of the positives and negativés of a replacement. |

In order to monitor the percent of business involving replacement both company wide

and by individual agents, the company developed and began using a Data Warehouse system

in late 2004 that pulls infofmation_ from the company’s o.ther systems to capture feplacement
transactions. Because the company anticipated that the majority of the states in which
American Family Life Insurance Company is licensed would be adopting the NAIC definition of
replacement, the rules engine for identifying re_placement activity uses the NAIC.deﬁn'ition of
replacement. The Data Warshouse system uses an insured/owner matching réutine to also

determihe if an undisclosed replacement has taken place. The company runs reports that

provide information, by district, on the total number of replacements, percent of rep!écements to

total sales, total disclosed replacementé both internal and external, and total non-disclosed
replacements, both internal and external This report allows the company to m.onito‘r
replacement activity by disfrict, by state, and by sales regions. Reports are also run that provide
replacement information by agent, replacing policy number, poiicyholder’s name, replacéd
policy number and replaced company. This report allows the company to monitof the
replacement activity of each individual agent.

In response to questions in the Replacement interrogatory, the cofnpany described
its compliance with Wisconsiﬁ’s new rep!'aoement_rule which went into effect on July 1, 2008
with an implementation date of November 1, 2008. According to the company, intemal

depariment managers were informed. of the change in September in order to set the procedures

a5 |
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foi' impiementation on‘November 1, 2009. The company stated that the New Business Life
employees were advised of the new replacement rules on October 6, 2009, and in m§d~October,
agents, District Managers and all employees will receive a field communica’tion‘advising them of
- Wisconsin’s new replacement rules. The field communicatioh will announce Wisconsin's
adoption of the NAIC definition of replacement and explain that the new replacement notice is to
‘be completed whether re;:'alacement is occurring or not. The replacement section in the Life
Reference Manual will be updated as of November 1, 2009, 'fhe company stated that it aléeady
offers a 30-day free-lock period which is in compliance with the new replacement rules and
therefore there is no need to make any changes to the company’s policy forms.

The examiners also reviewed 50 new businéss life replacement files of which 12
were variable life replacement new business files and 50 new business annuity replacement
files of which 39 were variable annuity reblacement new business files. |

No exceptions were noted.

Underwriting
Suitability

in.response-to questions in the Suitability interrogatory, American Famiiy Life
Insurance Co:ﬁpany deécribéd its procédures for complying with s. 628.347, Wis. Stat. with
regards to the suitability of annuity sales to consumers. The company stated that its suitability
requirements apply to all issue ages and to the sale of all annuities. The company stated that
while the initial responsibility for ensuring recommendations are suitable rests with the writing
agent, the company is responsible for and has developed a suitabi!ity review process for
monitoring the recommendations made by its agents. Prior to Januéry-of 2009, the companyl
had different suitabiiity questionnaires for fixed annuity and variable annuity sales that the
agents had to complete when faking an application. in January of 2008, the ﬁxed annuity -

suitability questionnaire was again revised to be the same as the suitability questionnaire used
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for variable annuities. The suitability éuestionnaire contains information obtained from the
applicant such as marital stétus, and obcupation information including tengtﬁ of employment, tax
status, financial status (such as annual income; available and type of liquid assets, retiremet;tt
asséts, and net worth), soufce of funds for the purchase of the annuity, investment objectives
l(including the reason for purchasing the annuity, a_hd if the annuity will meet the applicant’s
financial objectives). The questionnaire also asks how many years before the applicant plans to
withdraw funds from the annuity, whether the applicaht has a retirement plan through an
employer and whether the applicant understands that the annuity being applied for has a
surrender charge and penalties for early withdrawal. The suitability questionnaire requires the
signature of both the applicant and agent confirming that based on the financial information
provided by the applicant, the purchase is suEtabie for the applicant's needs and/or financial
objectives; For variable products, the égent must complete a Risk Tolerance Questionnaire
which is signed by both the applicant and the agent, and if replacement is involved, a Variable
Annuity Switch Form in addition to compieting the suitability questionnaire and the Agent Report
for-Annuities. The Variable Annuity Switch Form réquests information about the date of
purchase of the existing annuity, current age of the applicant, value of existing annuity, amount
of surrender charge or contingent deferred sales charge, the surrender charge as a percentage
of the existing contract value; years remaining until the end of the surrénder period, how l.ong
the applicant expects to keep American Fami!y Life variable annuity, and the initiél amount {o be.
invested in the new variable annuity. The form also requires a sidé~by—side-comparis'on of the .'
current fees, charges and features of the existing annuity to the American Family Life variable
annuity. All of the fees, charges and features of the American Family Life variable annuity are _
filled in as part of the form except the amount df the guaranteed.death benefit. In addition, the
applicant must complete a section which requires an explanation of why the applicant is
repiacing the existiné policy, whether the applicant replaced another variable annﬁity within the

past 36 months and if the agent did or did not make the recommendation to replace the existing.
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The agent has fo explain why replacement is in the best interest of the applicant, why the
existing annuity no lonéer meets the applicant’s objectives, and what the disadvantages or
consequences are to the applicant if the applicant doesn't replace the existing annufty, Bo;zh the
éppticant and agent must sign the Variable Annuity Switch Form with the agent again étating
that the sale is suitable. -

The variable and fixed annuity applications are écanned into the Automatéd
Workflow (AWD) éystem, given a policy number and then the information is entered into the.
Cyberlife system. As part of the process of entering the information in the Cyberiife system,
there is a suitability information. section and suitability question screens which require entry of
information from ‘fhe suitébiiity gquestionnaire. When all of the required documents are received
and entered, the application is sent via the Cyberlife system to the suitability review team. The
suitability review team is in the Broker/Dealer Operatibns Unit whicﬁ is inlthe Life Operations
Department. The suitability review team not only reviews the suitability of variable annuity sales
but also the fixed annuity sales. The suitability review team members, who have been {rained
for suitability review, review all of the documents using a suitability review checklist. The
company workflow was designed to ensure that all annuity applications have been reviewed and
signed-off on by the suitability review team. If the annuityr application has not beén signed-off,
an error message is posted on the Cy'berlife. system and the application can't continue to be
processefi until the suitability review team has reviewed and signed-off on the application. The
suitability review team meets weekly with individuals from Broker/Dealer Compliance, Life Sa[és
and the Training Principal to‘ discuss suitébi!ity casés and frends in the apprlications submittec
and reviewed for suitability. A

The Broker/Dealer, American Family Securities LLC, audits the suitability review of
the variable annuity new business by the suitability review team monthly for éompliang:e with the
company’s suitability guidelines. There ié no additional review of the fixed annuity suitability at

this ti-me.
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All new agents go through the required New Agent Training Program which includes
educating the égent about the company’s philosophy, policies, and procedures regarding
suitability of céverage. Information in the Life Reférence Manual, which is on the agent web
portal on thé company’s wet:;site, also contains the company’s; philosophy, policies, and
procedures regarding suitability. The company also makes available 94 educational life and .
annuity dourses to its agents through on-line, instructor-led training using webinar, instructor-led
and job-aid training. At least 14 of these cour;ses include instruction on replacement and
suitability of coverage as of December 2008; The company sta;ted that its applications,
questionnaires, and. forms are designed to.c-sompiement the policies and procedures in place to
énsure that an agent makes recommendations based upon re[évant information and that fixed
annuity, variable annuity and variable life insurance policy sales are suitable.  The
qgestionnaires and formé used to determine suitability are pre-issue requirements.

The company reviews all annuities, both variable and fixed, and variable universal
life insurance applications for suitability. The company is not able to segregate Wisconsin
applications from those received from other states. Companywide, 2,748 variablé annuity
appiications, 1,102 fixed annuity applications, and 10,070 variable universal life appiicationé
were reviewed by the suitability review team in 2007, In 2008, 1,938 variable annuity
appiicatiohs, 621 fixed énnuity applications, and 7,269 variable universal life applications were
reviewed by the suitability review team. From January 1, 2009 through May 2008, the suitability
review team reviewed 517 variable annuity applications, 919 fiXea annuity applications, and
1,831 variable universal life applicationé. Of the 2,748 variable annuity applications reviewéd
companywide, 58 (2.11%) of the applications v;/ere rejected due to suitability in 2007. In 2008, .
33 {1.70%) of the variable annuity applicatiq\ns were rejected by the suitability review team out
of the 1,938 total Variable annuity applications reviewed. From January 1, 2008 through Maf
2009, the suitability review team rejected 7 (1.35%) of the variable annuity applications out of

517 total variable annuity applications received, and rejected 18 (1.96%) of the 919 total fixed:
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annuity application received up to the end of May: The company stated that prior to January 1,
2009, the company did not have a formal rejecﬁon report for fixed annuity app!ic;\tions. in 2007,
the suitability review team rejected 86 (.84%) of the 10,070 fotal variable universal fife
applications reviewed. In 2008, 47 (.65%) of the variable universal life applications reviewed by
the suitability review were rejected out of 7,269 total variable universal applications reviewed.
From January 1, 2009 through May 2008, the suitability review team rejected 11 (60%) out of
1,831 total variable universal life applicétions received.

The company’s Suitability Rejection Report identifies the agent, applicant, policy
number, rejection date, reason for rejection, and the member of the suitability review téam who
reviewed the application. This report allows the company to monitor any patterns or trends in
thé reas’éns for rejection, and to monitor the reasons for rejection and number _of‘rejeotions for
individual agents. o

Aspreviously mentioned, the examiners reviewed 50 new businéss annuity files, 50
new business life files, 50 replacement annuity files, and 50 replacement life files as part of the
exam. During their review, examiners checked the files for the suitability questionnaire and
found that ali 200 new business files included the suitability questionnaire.  No ‘exceptions

were noted.

Market Conduct Annuai Statement

Wisconsin participates in the NAIC's Market Conduct Annual Statement (MCAS).
The company meets the minimum premium threshold for life and annuity business and therefore
is required to filé a Market Conduct Annual Staterﬁent in Wgsconsin. When attemptihg to
reconcile the number of life and annuity policies involving replacement, the examiners reviewed
the company’s Market Conduct Annual Statements for 2007 and 2008, and found that the
company hadl reported having zero annuity replacements in 2007 and 2008, and a relatively

small but the same number of life replacements in both years. These numbers did not agree
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with the numbers of life and annuity repiacements the company reported in response o the
examination interroéatory for replacement or the ekaminétioh data call. In fact, the 2008 MCAS
éohtained identical data as the company’s 2007 MCAS except for a very few data elements. .
American. Family Life Insurance Company stated that the inconsistencies were due fo human
error and that responsibility for completing the Market Conduct Annual Statement has been
reassigned to Corporate Comp!iance'and workpapers have been developed to guide and direct
the preparation of future Market Conduct Annuai Statement submissi_ons including assorted tie-
outs to annual financial statements and a comparison of data between years for
reasonableness. The .Market Conduct Annual Statement requires that an officer of the company
submitting the filing certify that he or she is knowledgeable of the information required to be
provided in t.he Market Conduct Annual Statement and that to the_best of his or her knowledge
and belief, the filing along with necessary related exhibits, schedules, and explanations
contained in, or annexed or referred to therein, represent a full and accurate statement of the
information required in accordance with the filing Enstruct.ions. The required certification of
accuracy, signed by an officer of the company, was included with both the 2007 and 2008 -
Market Conduct Annual Stafement filings made by the company. Section 628.34(1), Wis. Stat.
- states that no persbn on behalf of an Insurer may ‘make or cause td be m'ade any -
communication relating to the insuraﬁc'e business which contains false .or misleading
information, including informatiqn misleading because of incompteteness. Filing a report with a
false entry in the report is a communication within the meaning of this statute. Subsequent to
.the onsite examination and at the request of the examiners, the company refiled a corrected
MCAS for 2007 and 2008 in Wisconsin. The company also contacted the other participating
MCAS states in which the éompany is licensed and refiled a corrected MCAS for 2008.in each

. state for which incorrect data was submitted.
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Recommendation: It is recommended that the company develop, document
and implement procedures to accurately report to the Commissioner required
information about the company’s business in Wisconsin, including but not limited
to the information provided in the Market Conduct Annual Statement, as

required by s. 628.34(1), Wis. Stat.
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V. CONCLUSION

The market conduct examination of American Family Life Insurance Company was
conducted by the Wisconsin Office of the Commissioner of Insurance to determine compliance
with the prior recommendations made in the market conduct examination rebor’t adopted
February '2, 2000 and to verify that the company has established an effective system of
~ supervision to ensure that its agents’ recommendations to consumers to purcﬁase or exchange
an annuity are appropriate and suitable for their customers’ financi.a[ situation and needs.

The examiners fou_nd that thé company has complied with all 15 recommendations
made in the previous market conduct examination report adopted February 2, 2000.

During the current examination, the examiners found that the company’s program for
monitoring the suitability of annuity.sales includes the New Agent Training Progra.m which
educates the new agent about the company's philosophy, policies and brocedures regarding
suitability;_ and a suitability review team that reviews the suitability of ali annuity sales. The
company élso uses the same consumer suitability questionnaire for both fixed and \-/ariable
annuities. The company’s Sulitability Rejection Report allows the company to mdnitor patterns
or trends in the reasons for rejection, reasons for rejection and the number of rejections for each
agent.

American Family Life Insurance Cohﬂpany firSt.began marketing variable Iife.'and
annuity products in September of 2000. As of May 29, 2009, American Family Life Insurance
Company no longer solicited and sold new variable products: American Family Securities, in
coordination with FINRA, has established a Securities Service Center whiqh is based at
American Fanjiiy Life Insurance Company's home office. The Securities Service Center is
staffed by registered representatives who took over the duties previotisly performed by thé' field
agents. The company doesn’t plan to relinquish ifs_authority to issue variabie products as it may

engage in future sales of variable producits if future economic conditions warrant.

43



The examiners méde two new recommendations in the area of pfoducer licensing.
Pertaining to the first recomfhendation, the examiners found that one agent was licensed in
Wisconsin but not appoinied with the company. This ageht submitted 25 .applications, alt of
which were issued, to the company without being_éppointed with the company. The company
did not follow its established procedures for not accepting business from an agent untit the
agent has been }Sroper!y appointed with the company.

During the 'review of the coﬁwpany’s terminated agent files, the examiners found that
Customer Service Representatives (CSR) did not receive a termination letter from thé company
when terminated. The company does not consider the Customer Service Representative an
employee of Americén Family, however, American Family does appoint the Customer Sérvice |
Representative with the company. Also, examiners found that District Managers and in-house
‘appointed agents are considered employees of American Family and not producing agents.
District Managers and in-house appointed agents do not sign an agent contract and do not ﬁave'
an agenf file. They have an employment agreement and a job description which is kept in
Human _Re_sources. Although American Family VE_ife Insurance Company does appoint and
terminate the non-producing agents, it does not send é termination letter to non-producing
'agents unless Human Resources officially terminates their employment. The company needs to |
amend its established procedures to provide a written notice to al agents, including customer
service representatives and non-producing agents whbse appointment to represent the
company has been terminated, that states the agent is no longer a representative of the
company and that he or she may not act as its representative and which includes a formal
demand for the retufn of all indicia of agency.

After reviewing the company’s Market Conduct Annual Statements for 2007 and -
2008, examiners found significant errors in the data that was reported to OCl. The company

must develop, document and implement procedures to accurately repbrt to the Commissioner
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required information about the company’s business in Wisconsin, including but not limited to the

information provided in the Market Conduct Annual Statement.
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Vi SUMMARY OF RECOMMENDATIONS

Producer Licensing

Page 26 1.

Page 27 2.

It is recommended that the company follow its established procedures for not
accepting any business from an agent until the agent has been properly
appointed with the company as required by s. Ins 6.57(5), Wis. Adm. Code.

It is recommended that the company amend its established procedures to
provide all agents whose appointment to represent the company has been

terminated with a written notice stating that the agent is no longer a

representative of the company and that he or she may not act as its
representative and which includes a formal demand for the return of all indicia
of agency to include the Customer Service Representatives and non-

- producers as required by s. Ins 8.57(2), Wis. Adm. Code.

Market Conduct Annual Statement

Page 42 3

It is recdmmended that the company develop, document and implement
procedures to accurately report to the Commissioner required information
about the company’s business in Wisconsin, including but not limited to the

- information provided in the Market Conduct Annual Statement, as required by

s. 628.34(1), Wis. Stat.
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