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Honorable Ann Womer Benjamin
Director

Ohio Department of Insurance
2100 Stella Court

Columbus, Ohio 43215-1067

Director:
Pursuant to your instructions and in accordance with the powers vested under Title 39 of
the Ohio Revised Code, a target market conduct examination was conducted on the Ohio
business of:

Annuity Investors Life Insurance Company

NAIC Company Code 93661.

The examination was conducted at the Company’s primary business location at:

525 Vine Street
Cincinnati, Ohio 45202.

A report of the examination is enclosed.

Respectfully submitted,

/ /ﬁ/zc/// /fj

a/;/ / b, 27 o
Datid R. Beck f

Chief, Market Conduct Division {

Accredited by the National Association of Insurance Commissioners (NAIC)
Consumer Hotline: 1-800-686-1526 Fraud Hotline: 1-800-686-1527 OSHIIP Hotline: 1-800-686-1578
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FOREWORD
This examination was conducted under authority provided by Section 3901.011 of the Ohio
Revised Code (“R.C.”).

SCOPE OF RE-EXAMINATION

The Market Regulation and Licensing Division of the Ohio Department of Insurance
(“Department”) opened a re-examination of Annuity Investors Life Insurance Company
(“Company”) on December 23, 2005. The re-examination was restricted to Company activities
that were the subject of the Consent Order executed October 4, 2005. The on-site portion of the
examination of the Company’s non-financial business practices began on April 24, 2006, at the
Company’s primary business location in Cincinnati, Ohio. The examination was conducted
concurrently with the examination of the Company’s parent, Great American Life Insurance
Company. The findings of that examination are reported separately.

The re-examination was conducted on individual ordinary annuity business and death benefit
claims on individual and group annuity contracts in Ohio for the period from April 1, 2005,
through December 31, 2005. The examination is reported by test and was conducted in
accordance with the standards and procedures established by the National Association of
Insurance Commissioners (“NAIC”) and Ohio’s applicable statutes and rules.

The re-examination included the following areas of the Company’s operations: replacements,
single premium deferred annuities, and paid claims.

METHODOLOGY
As part of the examination, the Department’s examiners reviewed the Company’s individual
ordinary annuity contracts and group and individual annuity death benefit claim files, and the
Company’s corresponding procedure manuals. This information was supplemented by
interviewing Company managers and with written inquiries requesting clarification and/or
additional information from the Company.

Only Ohio insureds or policyowner files were reviewed. A series of tests were designed and
applied to these files to determine the Company’s level of compliance with Ohio’s insurance
statutes and rules. These tests are described and the results noted in this report.

The examiners used the NAIC’s standard of:

7% error ratio on claim files (93% compliance rate)
10% error ratio on all other files (90% compliance rate)

to determine whether an apparent pattern or practice of non-compliance existed for any given
test.

The results of each test applied to a sample are reported separately. Each test is expressed as a
“yes/no” question. A “yes” response indicates compliance and a “no” response indicates a failure
to comply. A “no” response may also be referred to in this report as an “exception.”

In any instance where errors were noted, the examiners described the apparent error and asked
the Company for an explanation. The Company responded to the examiners and either:
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e Concurred with the findings;
e Had additional information for the examiners to consider; and/or,
e Proposed remedial action(s) to correct the apparent deficiency.

The examiners’ recommendations, as applicable, are included in this report.

SAMPLING

The Company supplied reports of policy and claim data in file formats, which could be used on
IBM compatible personal computers. Where the total population was less than 100 records, the
entire population was tested for compliance. Otherwise, all tests were conducted on a sample of
files randomly selected from a given report. The samples were selected from populations
consisting of policies or claim records. Samples were selected using a standard business database
application that provides a true random sample given that it supplies a random starting point
from which to select the sample.

REPLACEMENTS
Replacement Register

Pursuant to the Consent Order, the Company agreed to, “maintain a replacement register as
required by Ohio Adm.Code 3901-6-05(G)(3).”

Standard: Company rules pertaining to company requirements in connection with replacements
are in compliance with applicable statutes and rules.

Test: Did the Company maintain a replacement register as required by Ohio Adm.Code
3901-6-05(G)(3)?

Test Methodology
e The Company supplied a report of apparent replacements during the examination period
compiled from the Company’s replacement register.

e The examiners reviewed the records in the Company’s replacement register to determine if
these records were:

1. “Replacements” as defined by Ohio Adm.Code 3901-6-05(D)(1); and,

2. Recorded in the replacement register in a manner which permits cross-reference by agent
and company replaced.

e The Examiners considered any record in the replacement register that:
1. Did not meet the definition of replacement in Ohio Adm.Code 3901-6-05(D)(1); or,
2. Lacked sufficient information to permit cross-referencing by agent and existing insurer

to be an exception.

Findings:
Population Sample Yes No Standard Compliance
40 40 40 0 90% 100%
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The standard for compliance is 90%. The Company’s practices met this standard.

Examiners’ comments:

Twenty of the 40 records in the Company’s replacement register were tax-sheltered annuities
(“TSA”), issued in connection with an employer-sponsored program. The Company included the
TSA’s in the replacement register because the contracts are marketed to individual employees.
As part of an employee benefit plan, these applications are not “replacements” as defined by
Ohio Adm.Code 3901-6-05. The Company has stated it will discontinue this practice when
processing future TSA applications.

Review of Specific New Business Practices—External Replacements

Pursuant to the Consent Order, the Company agreed to:

e “Require its agents to comply with the replacement requirements for annuity sales as
required by Ohio Adm.Code 3901-6-05;”

e “Modify its practice of handling annuity replacement policies to conform with Ohio
Adm.Code 3901-6-05;” and,

o “Comply with the ‘three business day’ notification requirement as required by Ohio
Adm.Code 3901-6-05.”

Standard: Company rules pertaining to agent and company requirements in connection with
replacements are in compliance with applicable statutes and rules.

Agent test: Did the Company require its agents to comply with the replacement requirements
for annuities according to Ohio Adm.Code 3901-6-05?

Company test: Did the Company’s practices of handling replacement applications comply with
the replacement requirements for annuities according to Ohio Adm.Code 3901-6-05?

Methodology for Agent and Company Requirements
e The examiners reviewed all written policies and procedures that instructed agents and policy
processing employees on the Company’s replacement procedures and requirements.

e The Company supplied the following data files:

o A report of apparent replacements during the examination period compiled from the
Company’s replacement register; and,

o A report of individual annuity new business written in Ohio during the examination
period.

e From this data, the examiners identified the “external replacement” applications (e.g., where
the contract would replace existing life insurance or annuity contract issued by any insurer
other than the Company). The purpose of this limitation was to duplicate the populations,
samples, and tests that were the subject of the Consent Order.
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e The examiners separated the external replacement population by fixed and variable annuities
because the two products are distributed through different marketing channels.

e From the population of 40 annuity replacements, the examiners removed 22 records that were
not “replacement(s)” as defined by Ohio Adm.Code 3901-6-05(D)(1).

e In both samples, a file was considered an exception if it did not comply with the portion of

Ohio Adm.Code 3901-6-05 tested.
Findings-External Replacements

Agent Tests:

Test

Population

Yes

No

Standard

Compliance

Did the agent submit a statement signed by the
applicant as to whether a replacement was
involved?

18

18

90%

100%

Did the agent submit a statement signed by the
agent as to whether he/she knew that a replacement
was involved?

18

18

90%

100%

Did the agent present to the applicant at the time of
application a “Notice Regarding Replacement”?

18

18

90%

100%

Was the “Notice Regarding Replacement” signed
on or before the application date?

18

18

90%

100%

Did the agent submit a copy of the “Notice
Regarding Replacement” to the replacing company
with the application?

18

18

90%

100%

Was the “Notice Regarding Replacement” signed
by both the applicant and the agent?

18

17

90%

94%

Did the agent submit a completed application to the
replacing company?

18

18

90%

100%

Did the agent obtain a list of all existing life
insurance or annuities to be replaced and did the list
properly identify replaced policies by insurer name,
insured name and contract number?

18

18

0

90%

100%

The standard of compliance is 90%. The Company’s practices met the minimum standard in all

tests.

Company Tests

Test

Population

Yes

Standard

Compliance

Did the Company require a statement signed by
the applicant as to whether the proposed annuity
would replace existing life insurance or
annuities?

18

18

90%

100%

Did the Company require a statement signed by
the agent as to whether the agent knew a
replacement could be involved?

18

18

90%

100%
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Test Population | Yes | No Standard | Compliance

Did the Company require its agents to obtain a
list of all existing life insurance or annuities to
be replaced and to properly identify them by
name of the insurer, insured, and contract

number? 18 18 0 90% 100%

Did the Company require from the agent, with
the application, a signed copy of the “Notice

Regarding Replacement”? 18 18 0 90% 100%
Did the Company maintain evidence in the file
of the “Notice Regarding Replacement™? 18 18 0 90% 100%

Did the Company provide notification in or with
the policy about the “20 day free look” period

and premium refund? 18 18 0 90% 100%

Did the Company notify the existing insurer of
possible replacement within 3 working days of
receiving the annuities application? 18 18 0 90% 100%

The standard of compliance is 90%. The Company’s practices met the minimum standard in all
tests.

SINGLE PREMIUM DEFERRED ANNUITIES
Single Premium Deferred Annuity (“SPDA”) Disclosure Form

Pursuant to the Consent Order, the Company agreed to, “modify its practice to ensure that the
applicant and the agent execute a disclosure form at the time an application is taken for a Single
Premium Deferred Annuity as required by Ohio Adm.Code 3901-1-47(C).”

Standard: All mandated disclosures for individual annuity products are documented and in
accordance with applicable statutes and rules.

Test Population | Sample | Yes | No | Standard | Compliance
Was a disclosure statement used in
connection with the sale of the SPDA? 15 15 15 0 90% 100%
Was the disclosure statement
completed in its entirety? 15 15 15 0 90% 100%

Was the disclosure statement signed
by the applicant at the time of the
application? 15 15 15 0 90% 100%

Was the disclosure statement signed
by the selling agent at the time of the
application? 15 15 15 0 90% 100%

The standard of compliance is 90%. The Company’s practices met the minimum standard in all
tests.

PAID CLAIMS
Pursuant to the Consent Order, the Company agreed to, “establish policies and procedures to
ensure claims are processed in accordance with Ohio Adm.Code 3901-1-07."
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Among the examiners’ findings reported to the Superintendent in the prior examination, the
Company failed to maintain documentation in its claim records that timely contact and/or timely
investigations were made upon initial notice of a death claim.

Methodology:

e Using claims data supplied by the Company, the examiners reviewed the population of 12
death benefit claims paid during the exam period. Of that population, eight were paid on
individual contracts, and four were paid on group contracts.

e The examiners identified the date of the initial notice to the Company of the death of the
contract owner, regardless of source.

e The examiners identified the date the Company responded to the initial notice. For the
purpose of this test, the date the Company received telephone notification of the contract
owner’s death was considered to be the date the Company responded to the claim notice.

e The examiners calculated the number of working days between the date of initial notice and
the date the Company responded to the claim notice.

o If the number of days for either test exceeded 15 working days, the examiners considered it
to be an exception.

Timely Initial Contact

Standard: The initial contact by the Company with the claimant is within the required time
frame.

Test: Upon receiving notification of claim, did the Company respond within the time frame
required by Ohio Adm.Code 3901-1-07(C)(2)?

Findings:
Population Yes No Standard Compliance
12 12 0 93% 100%

The standard of compliance is 93%. The Company’s claim practices met this standard.

Timely Investigation
Standard: Investigations are conducted in a timely manner.

Test: Did the Company begin investigating the claim within the time frame required by Ohio
Adm.Code 3901-1-07(C)(4)?

Findings:
Population Yes No Standard Compliance
12 12 0 93% 100%
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The standard of compliance is 93%. The Company’s claim practices met this standard.

SUMMARY
This re-examination indicates that the Department’s prior examination has had a positive effect
on the Company’s protection of consumer interests. In the prior examination, problems were
found in several areas. However, the Company implemented several procedural changes and
established controls so that significant improvements were achieved in the problem areas
identified by the Consent Order. The Company met the minimum standard in all tests.

This concludes the report of the Market Conduct Examination of the Annuity Investors Life

Insurance Company. The Examiners would like to acknowledge the assistance and cooperation
provided by the management and the employees of the Company.

Iatey At qu LA

Molly Porto t/
Examiner in Charge
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; Bob Taft, Governor
Ann Womer Benjamin, Director
y— Department of
l N s U R AN CE 2100 Stella Court, Columbus, OH 43215-1067
' (614) 644-2658 www.ohioinsurance.gov

Tuly 26, 2006

Mark F. Muething

Executive Vice President

Annuity Investors Life Insurance Company
250 East Fifth Street

Cincinnati, Ohio 45202

RE: Market Conduct Re-Examination
Annuity Investors Life Insurance Company NAIC# 93661

Dear Mr. Muething:

The Ohio Department of Insurance (“Department”) has concluded its market conduct re-
examination of Annuity Investors Life Insurance Company (“Company”’) pursuant to R.C.
3901.011 and to the terms of the October 4, 2005, Consent Order. Enclosed is the final
report, bound and signed, which will be placed on the Department’s website.

The re-examination revealed that the Company was compliant with Ohio statutes and
rules in all areas examined. The Company showed significant improvement from the
prior examination. We appreciate the Company’s efforts in complying with Ohio statutes
and rules. The examiners also express their appreciation for the cooperation extended
during the conduct of this re-examination.

If you have any questions concerning this report or examination, please feel free to

contact me.
Sincerely:
W)
Melissa L. {Hull *

Assistant Director

Market Regulation and Licensing Divisions
614.644.3407 - Telephone

614.644.3327 — Facsimile
melissa.hull@ins.state.oh.us

Enclosure

Accredited by the National Association of Insurance Commissioners (NAIC)
Consumer Hotline: 1-800-686-1526 Fraud Hotline: 1-800-686-1527 OSHIIP Hotline: 1-800-686-1578




