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SALUTATION

May 31, 2005

HonorableLawrence.H. Mirel, Commissioner
DepartmentofInsuranceand SecuritiesRegulation
District ofColumbia
810First StreetNortheast,Suite701
Washington,DC 20002

DearMr. Commissioner:

In accordancewith your instructionsandpursuantto District of ColumbiaOfficial Code

31-1402 (a), and procedurespromulgatedby the National Associationof Insurance

Commissioners,a comprehensivemarketconductexaminationof the managementand

affairshasbeenconductedof:

DENNIS CRAFT
On Behalf of

MARSH USA INC.

with statutoryadministrativeoffices locatedat 125523rd StreetNW, Suite400 Washing-

ton, D.C.20037.

Thereportthereon,asof December31,2003 is hereinrespectfullysubmitted.
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FORWARD

This examinationis a systematicinvestigationof documents,procedures,and systemscon-

ductedin accordancewith the guidelinesandproceduresrecommendedby theNationalAsso-

ciation of InsuranceCommissioners(NAIC). The examinationreport generallynotes only

thoseareasor itemswhich theDepartmentof Insurance,SecuritiesandBanking(DISB) takes

exception. TheexaminationreflectstheDistrict of Columbiainsuranceactivities of Mr. Den-

nis Craft, hereinafterreferredto astheBroker. In the District of Columbia,abrokeragefirm,

suchasMarshUSA, Inc., cannotobtain a surplus line brokerlicense. Marsh USA, Inc. uses

thebrokerlicenseof its designatedemployee. Mr. DennisCraft is anemployeeofMarsh.

Any violation found in this report is any Brokeractivity that doesnot comply with an insur-

ancestatuteor regulation. Brokeragepolicies,practicesand proceduresare only commented

on for thepurposesof giving thereaderclarity. Theexaminationreportmayincludemanage-

mentrecommendationsaddressingareasof concernnotedby DISB but whichno statutoryvio-

lation exists. In reviewingmaterial for this report, the examinersrelied primarily on records

andmaterialsfurnishedby the Broker.

This is theBroker’s initial marketconductexamination.

SCOPE OF EXAMINATION

The on-sitephaseof this ComprehensiveSurplusLines Broker Examinationof Marsh USA,

Inc. wasperformedat its Washington,D.C. branchoffice location,which is situatedat 1255

23rd StreetNW, Suite 400. Theexaminationcoveredtheperiodfrom January1, 2001 through

December31,2003.

In accordancewith DC Official Code§ 31-1403,the guidelinesandproceduresset forth in the

Examiners’ Handbookadoptedby theNAIC havebeenfollowed in theconductoftheexami-

nationandthepreparationofthis report.
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METHODOLOGY

Theexaminationprocessconsistsof a sequenceof activities. Obtainingandconfirmingan un-

derstandingoftheBroker’soperationalsystemis vital in the examinationprocess.Suchactivi-

ties are:

• Evaluatingbrokerageproceduralmanualsandmemorandum;
• Conductinginterviewswith brokeragepersonnel;
• Scanningtransactionsprior to sampleselection:

After obtainingoperationalknowledge,anevaluationor risk assessmentis performedof the

Broker’suniquecharacteristics,identifyingand summarizingthemajor risksthatthendrivethe

individual examareastrategies.

Althoughthesequenceof activitiesoutlinedoccursin everyDISB marketconductexamination

and is basedon NAIC Handbookstandardsandtests,somestandardsaremeasuredusing an

analysisofgeneraldatagatheredby the examiner,orprovidedby theBrokerin responseto

queries. Somestandardfindings aredevelopedthroughdirectreviewsofrandomsamplingof

files.

The examiner’sjudgmentdeterminesthe specific procedures,plansand testsappropriatefor

eachbrokerageoperation. The standardswere measuredusing tests designedto adequately

measurehowthe Brokermet thestandard. Eachstandardapplicableto aBroker’s functional

operationis reportedunder its respectiveheading. A failed standardthat also hasa specific

DC Official Codecitation is identifiedunderthe relatedbrokerfunction. Unresolvedexamina-

tion violations/issuesareat the endof the reportunderthe caption, “Summaryof Significant

Issues”. Areasofreviewhavinga direct statutoryrequirementbut not a directNAIC standard

areaccompaniedattheendof thereportunderaseparatereportheading.

This marketconductexaminationwasfocuseduponthe following majorareas:

• OperationsandManagement
• PlacementActivities
• Areashavinga directstatutoryrequirementbutnot adirectNAIC standard
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BROKER PROFILE

MarshUSA Inc. is anoperatingunit ofMarsh, Inc. whoseparent,Marsh & McLennan

Companies,Inc. (MMC), is aglobal professionalservicesfirm with corporateoffices at

1166AvenueoftheAmericas,NewYork, NY 10036.

Marsh,Inc. is theworld’s leadingrisk andinsuranceservicesfirm, with 2003 revenues

of $6.9 billion, and 38,000colleaguesin 410 offices, servingclients in more than 100

countries. Clientsareservedin two principalcategories:

Risk management,insurancebrokingand programmanagementservicesare provided

for businesses,public entities,professionalservicesorganization,private clients and

associationsundertheMarshname.

Reinsurance-broking,risk andfinancialmodelingand associatedadvisoryservicesare

providedto insuranceandreinsurancecompanies,principallyunderthe Guy Carpenter

name.

MarshUSA Inc. is compensatedthroughfeesand/orcommissionsfor servicesprovided

to clients to identify, value,mitigate, transferand administerrisk. In additionto this

compensationandany wholesalebrokeragecommissions,thefirm hasmarketservices

agreementswith its principal insurancemarketsthrough which it is compensatedfor

servicesprovidedto themarkets.Thesepaymentsfor servicesarebaseduponsuchfac-

tors asthe overall volume, growth, and, in limited cases,profitability of the total pre-

mium placedwith an insurer. Marsh no longer acceptsmarket servicesagreement

revenuefrom carriersfor placing,renewing,consultingon or servicingany insurance

policy on or after October1, 2004. While thesetypesof contingentcommissionsare

commonin this industry, the appearanceof a conflict of interesthascausedMarshto

withdraw from thispracticealtogether.
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Documentsproviding a generaldescriptionof Brokerageactivities were reviewedto

determineprofile of operations,includingmanagementstructure,goals,andrecentde-

velopments.

TheWashingtonoperationsof MarshUSA Inc. consistofoffice sites in bothWashing-

ton, D.C. andBaltimore, MD, whichwerecombinedundera singlemanagementteam

effectiveJanuary1, 2002. The Washingtonoperations,led by Mike Goss,arepart of

theNortheastRegionof MarshUSA Inc.

Thefollowing table indicatedthepremiumvolumeattributedto the Washingtonopera-

tions for theperiodunderexamination:

Year Year Year

SourceofPremiumIncome 2001 2002 2003

SurplusLinesCompanies $86,461,039 $153,631,511 $256,584,832

Admitted Companies 297,257,345 458,217,426 552,266,506

OPERATIONS AND MANAGEMENT

In orderto evaluatethe Broker’s operationsand management,the examinergathered

datausing informational requests,direct questioning,interviews,andpresentationsby

theBrokerstaffandofficers.

During the courseof this examination,the Broker’s operationswere reviewedusing

testsprescribedin theNAIC ExaminersHandbook,VolumeI, ChapterX to determine

if the Brokerwasmeetingestablishedindustry standards.The examinersverified that

the Brokeragedoesnot collect nonpublicpersonalinformationin connectionwith re-

spectto theircommercialbusinesstransactions.NAIC standards,B-li, B-i2, B-i3, B-

14, B-iS, B-16, B-i7 andB-18 arenot applicablein this examinationandor excluded

from commentsandfindings. Thefollowing reportsectiongivesdirectreferenceto the

NAIC handbookstandardsapplicablefor review.
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NAIC Market ConductExaminationsHandbook— ChapterX, SectionB StandardB-i

Thebrokerhasproceduresin placeto report,asrequiredby statutes,rules, andregula-
tions, fraudulentactivitiesto theappropriateauthorities.

Comments:Thereviewmethodologyfor thisstandarddoesnot haveadirect statutory
requirement.DC Official Code§~22-3225.09and22-3225.12dealwith anti-fraudbut
do notapply to a surpluslinesbroker.

Finding: TheBroker is in compliancewith thestandard.

Observations: The Broker’s policy dealingwith defalcations,misappropriations,and
fraudulent or unauthorizedtransactionsaddressesboth fraud involving outsidersand
actsof officersandemployees,which areregardedaspotentiallymoreseriousbecause
theycould exposethe Broker to criminal prosecution,civil liability and investorlaw-
suits.

Recommendations:It is recommendedthattheBroker reviewits existingproceduresto
ensurethat anyinsurancefraud is reportedto theappropriateauthorities.

NAIC Market ConductExaminationsHandbook— ChapterX, SectionB StandardB-2

Thebrokerhasavalid disasterrecoveryplan

Comments: A reviewof thedisasterrecoveryplanwasperformedto ascertainthat the
Brokeragehasestablisheda disasterrecoveryplanandthat this plan is consistentwith
thepublic interest.

Findings: TheBroker is in compliancewith thestandard.

Observations:Theplanwaslastupdatedin 2004 andrequiresannuallimited branch
locationtesting. A teamof specialistsconductcomprehensivetestingandtraining on
all Marshofficesandperformunannouncedtestingusingavarietyofdisasterscenarios.

Recommendations:An areanot adequatelyaddressedin the disasterplanis a proce-
dure for evacuationof the handicapped.This matterwasdiscussedwith the disaster
plancoordinatorwho agreedto considerthe inclusionofthesedetailsin futureplanre-
visions.

NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-3

Recordsareadequate,accessible,consistent,orderlyandcomplywith staterecordre-
tentionrequirements

Comments:In connectionwith theirverification andevaluationof surpluslinesaffida-
vit entries,theexaminersreviewednumerouspolicy andmarketingfiles. Particularlyin
view of the volume and complexity’ of thesefiles, their maintenance,legibility, and
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organizationwere found to be excellent. In addition,with regardto themaintenance
andavailability of recordsrequestedthroughoutthecourseofthis examination,the ex-
aminersfoundthatMarshis fully compliantwith theprovisionsofDC Official Code §§
31-2231.10and 31-1403(b).

Findings: TheBroker is in compliancewith thestandard.

Observations: The Brokerageprovideda copy of policies applicableto the retention
and destructionof insurancerecords. EachMarshoffice appointsa Custodianof Re-
cordswho is responsiblefor themaintenanceand destructionofinsurancerecords. Re-
cordsdesignatedascoredocuments— insurancepolicies,endorsements,client notifi-
cation letters for surplus lines placements,client serviceagreementsand engagement
letters— are retainedpermanently.Other insurancerecords, suchastelephonelogs,
notes,andbilling recordsareretainedfor a periodof five (5) yearsfollowing expira-
tion.

Recommendations:None

NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-4

Thebrokeris appropriatelylicensed.

Comments: The review methodologyfor this standardhasa direct statutoryrequire-
ment. DC Official Code§ 3 1-2502.40(a)that statesin partany agentor brokerlicensed
in theDistrict maybe licensedto procurepolicies from companiesthat arenot author-
izedto do businessin theDistrict.

Findings: TheBroker,DennisCraft, is in compliancewith thestandard.

Observations: To the extentpossible,the examinersreviewedlicensingrequirements
with informationprovidedby Marsh,includingactualcopiesofDennisCraft’s licenses.
As DISB wasconvertingfrom a vendor-managedsystemcontainingall licensing in-
formationto an in-housesystem,DISB wasunableto verify whetherMarsh’s rosterof
otheremployeeslicensedto transactsurpluslines wasconsistentwith DISB’ slicensing
records.

Recommendations:None

NAIC Market ConductExaminationsHandbook— ChapterX, SectionB StandardB-5

All statutorilyrequiredbondsare in-force

Comments: TheDC administrativecitation requiringa statutorybondwasrepealedin
April 1997. TheDISB failed to inform producersor bondprovidersof the changein
bondingrequirements.TheBrokerprovidedtheexaminerswith copiesofbondsissued
biennially coveringactsof licensee,DennisCraft, for theexaminationperiod.Eachof
thebondformsindicatesapenalsumof $20,000.
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Finding: Brokerprocuredbondsfor theperiodunderexaminationbasedon DISB pro-
videdrenewallicenseforms.

Observations:Examinersselectedto performthis NAIC standardbasedon information
availableduring theplanningphaseofthisexamination. Duringtheexecutionphaseof
theexamination,the examinerslearnedof the statutoryrepeal. Broker wasadvisedof
thechangein theDC bondrequirementduringthecourseof this examination.

Recommendations:None.

NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-6

All requiredreportshavebeenfiled with theDepartmentof Insuranceortheappropri-
ateauthority.

Comments: The review methodologyfor this standardhasa direct statutoryrequire-
ment. DC Official Code § 31-2502.40(a)that statesin partthat eachbrokersolicensed
for unauthorizedpolicy procurementshallexecuteandfile with DISB on or beforethe
~ day of eachmonthan affidavit coveringthe policy transactionsof the previous
month. For thepurposesof testingtimelinessofreporting,aswell asotherattributes
discussedin this report,theBrokeragewasaskedto provideaffidavits reflectinga total
of 680 unauthorized(surpluslines) businesstransactionsreportedduring the examina-
tion period. A sampleof 50 transactionswasidentified,utilizing theNAIC’s Market
ConductStatisticalUtilities. The Brokerageprovidedtheappropriatepolicy andcom-
panionmarketingfiles, enablingdetailedreviewof eachoftheselectedtransactions.

Findings: TheBrokeris in violationofDCOfficial Code§ 31-2502.40(a).

Observations:Affidavit transactionstestingof sourcedocumentsprovidedby the car-
riers revealedthat fifteen (15)surpluslinespolicy renewalor endorsementtransactions
werenot reportedon monthly affidavits by the ~ ofthemonthfollowing theeffective
datesof thesetransactions.TheBroker did reportthe transactionsandpay all applica-
ble taxes.Thesetransactionsareidentifiedin thefollowing table:

SampleIdentifier Policy Number Effective Date
1 01 2479M 07/01/03
2 CF2I09592 10/29/03
3 AP505072 07/01/02
9 1079414 03/21/01
13 169782683 07/20/01
14 DG008602 08/14/02
18 92A-2002848 01/18/02
19 92A-2003741 08/23/02
20 92A-2003003 02/15/02
23 92A-2004125 07/01/02
26 92A-2004637 03/21/01
30 92A-2005312 07/20/01
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35 92A-2005587 08/14/02
36 92A-2004129 01/18/02
40 647-7060 06/24/02*

* Transactiondate

Observations: Comparisonsof grosspremiumdataprovidedby carrierswith Broker-
age-generatedquotationand invoice documentationrevealedno discrepancies.How-
ever, it was found that one (1) affidavit entry reflects an incorrect grosspremium
amount, ascomparedwith policy file documentation.At the sametime, it wasdeter-
minedthatthetax amount,which wasbasedon thecorrectpremium,is correct.

The lackofanadequatetime incrementbetweenthetransactionmonthandthereport
filing due datethefollowing month(only 10 days)canbeproblematicdueto thenor-
mal time lagsinvolving typical workflow disruptions,i.e., peaksin workflow volume
(particularlytowardyear-endwhenadisproportionatenumberofpolicy renewalsare
processed),vacation,illness.

Recommendations:It is recommendedtheBroker takeappropriatestepsto streamline
internalreportingproceduressodelayedreportingofsurpluslinestransactionsto DISB
be avoidedandtheBrokercanmorefully assureits timely filing objective.

NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-7

Theapplicabletaxesarereportedandarecredited to thestate

Comments: The reviewmethodologyfor this standardhasa direct statutoryrequire-
ment. DC Official Code§ 31-2502.40(a)statesin partthateachbrokerso licensedfor
unauthorizedpolicy procurementshallexecuteand file with DISB on or beforethe

10
th

day ofeachmonthanaffidavit coveringthepolicy transactionsofthepreviousmonth.
Forthe purposesof testingaccuracyofreporting,aswell as otherattributesdiscussed
in this report,the Brokeragewasaskedto provideaffidavits reflecting a total of 680
unauthorized(surpluslines) businesstransactionsreportedduring the examinationpe-
riod. A sampleof50 transactionswasidentified,utilizing theNAIC’s MarketConduct
StatisticalUtilities. The Brokerageprovided the appropriatepolicy and companion
marketingfiles, enablingdetailedreviewof eachoftheselectedtransactions.

Findings: TheBrokeris in compliancewith thestandardasadequatecontrolsexistto
preventreoccurrenceoftheerrorsobservedin the examiner’ssample.

Observations:Affidavit transactionstestingofsourcedocumentsprovidedby thecar-
riers revealedthefollowing errorsasregardsaccuracyofreporting:
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SampleIdentifier PolicyNumber Observation
3 AP505072 Policy fee wasnot includedin grosspremiumresultingin

a $2 underpaymentoftax.
7 SM816664 Professionalliability exposurewasallocatedamong12

jurisdictionsin error. All exposureunits arelocatedin
Marylandresultingin anoverpaymentofDC tax

14 DG008602 Fineartscoveragewasallocatedamong4 jurisdictionsin
error. All exposureunits arelocatedin DC resulting in
anunderpaymentofDC tax.

Observations: In additionto thosecited above,premiumallocationsfor sixteen(16)
conventioncancellationplacementsfiled on behalfof Seabury& Smithwere not han-
dled in accordancewith Marsh’s procedure,as setforth in theSurplusLines Training
Guide, requiring allocation of taxablepremiumby location of the exposure.These
transactionsareidentifiedon thefollowing page.

SampleIdentifier PolicyNumber EffectiveDate ExposureLocations
18 92A-2002848 01/18/02 DC, MD, NY
19 92A-2003741 08/23/02 Italy
21 92A-2003894 10/01/02 IL, MD, London
23 92A-2004125 11/14/02 AZ
24 92A-20041 66 12/06/02 AZ
25 92A-2004617 03/18/03 IL, TN
26 92A-2004637 03/20/03 MN
27 92A-2004807 05/07/03 CA, US Virgin Islands
28 92A-2004967 06/11/03 CA
29 92A-2005201 09/02/03 MD
30 92A-2005312 10/03/03 FL
32 92A-2005494 11/14/03 DC, CA, CO, VA
33 92A-2005467 11/01/03 AZ, Canada
34 92A-2005414 11/01/03 LA
35 92A-2005587 12/24/03 NY
36 92A-2004129 11/11/03 NY, IL, CA

All suchtransactionsinvolved courtesyfilings handledby Marsh’sWashingtonOpera-
tions on behalfof Seabury& Smith,a Marshaffiliate locatedin ParkRidge,Illinois. A
courtesyfiling, asusedin thecontextof this report,occurswhena licensedDC surplus
linesbroker acceptsresponsibilityfor actsof anotherprocuringinsuranceentity. Se-
abury & Smith marketsconventioncancellationinsurance(CCI). Seabury& Smith
allocatesall premiumsin accordancewith the insured’sstateofdomicile, regardlessof
exposurelocation(s).

Recommendations:The Broker should hold entitiesrequestingcourtesyfiling privi-
legesto thesamefiling standardsastheBroker.
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NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-8

Consumerandinsurancedepartmentcomplaintsrespondedto in accordancewith stat-
utes,rules,andregulations.

Comments: The review methodology for this standardhas direct statutoryrequire-
ments,i.e., DC Official Code §~31-2231.10and 31-2231.18. The former citation
statesin part that no personshall fail to maintain its books,records,documents,and
otherbusinessrecordsin suchorderthat dataregardingcomplaints,claims, rating,un-
derwriting,andmarketingarenot accessibleandretrievablefor examination.

Thelattercitation statesin partthatthebrokershallmaintaina completerecordofall
complaintssincethedateofits lastexamination.

Findings: TheBroker is in compliancewith thestandard.

Observations:Brokeragepersonnelwerequestionedregardingcomplainthandlingand
deniedhaving receivedany consumeror Departmentof Insurancecomplaintsduring
the examinationperiod. DISB recordsdid not reflect any complaintsfiled against
Marsh’sDistrict of Columbiabranchoffice duringtheexaminationperiod.

Recommendations:None

NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-9

If thesurpluslinesbrokeris responsiblefor suchcalculationsthenunearnedpremiums
arecorrectlycalculatedandreturnedto appropriateparty in atimelymannerandin
accordancewith applicablestatutes,rulesandregulations.

Comments:Thereviewmethodologyfor this standarddoesnot haveadirect statutory
requirement.

Findings: TheBrokeris not responsiblefor determiningreturnedmonies.

Observations:While the Brokerageroutinelyverifiesthe accuracyofpremiumrefund
calculationsand monitorsthe timelinessof refund processing,primary responsibility
for theseactivitiesrestswith thecarriers. Basedon their reviewof surpluslinestrans-
actions,the examinersconcludedthat the Brokerageis quite conscientiousin their
oversightof carrierprocessingon behalfof their clients. No calculationerrorsor re-
funddelayswere detectedduring thefile review.

Recommendations:None

NAIC MarketConductExaminationsHandbook— ChapterX, SectionB StandardB-b

Thebrokercooperateson atimelybasiswith examinersperformingtheexaminations.
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Comments: The review methodologyfor this standardhasa direct statutoryrequire-
ment. DC Official Code § 3 1-1403(b)statesin partthat everypersonfrom whom in-
formation is soughtmustprovide the informationto the examinersand mustfacilitate
theexaminationand aidin theexaminationso far asit is in theirpowerto do so.

Findings: TheBrokeris in compliancewith thestandard.

Observations:None

Recommendations:None

PLACEMENT~CANCELLATION/NONRENEWAL

In orderto evaluatethe Broker’splacementand cancellationlnonrenewalpractices,the

examinergathereddatausing informational requests,direct questioning, interviews,

andpresentationsby theBrokerstaffandofficers.

During the course of this examination, the Broker’s placement and cancella-

tionlnonrenewalpracticesusedthesamesampledevelopedfor thereviewof operations

to determineif theBrokerwasmeetingestablishedindustrystandards.Dueto theBro-

ker performingcourtesyfiling for its affiliate, Seabury& Smith, all courtesyfinding

documentationwasreviewed. All NAIC standardsfor this phaseof the examination

weredeterminedapplicable. The following reportsectiongives directreferenceto the

NAIC handbookstandardsexamined.

NAIC Market ConductExaminationsHandbook— ChapterX, SectionC StandardC-i

All requireddisclosuresaremadein accordancewith statutes,rules,andregulations.

Comments:Thereviewmethodologyfor this standarddoesnot haveadirect statutory
requirement.

Findings: TheBroker is in compliancewith thestandard.

Observations:

The Broker’sdisclosurerequirementsinclude a separatelettercontainingsurpluslines
warning language. Theseletters,which arereferredto as Client ConsentLetters,also
acknowledgethe client’s agreementto place coveragein the non-admittedmarket.
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Testingfor compliancewith this standardwasperformedaspartoftheexaminers’affi-
davit samplingandreview. In all cases,the examinersfoundthe appropriatelettersin
thesampleof50 files reviewed.

With regardto the stampingof surplus lines warningson policies and binders, the
Marsh standardreferencesindividual state requirementsto ensure that specifically
mandatedlanguageis importedfrom availabletemplates.And, while theDistrict ofCo-
lumbia doesnot requiresuchwarnings,it wasnoted that all reviewedsurplus lines
placementsoriginating in the D.C. office reflectedthe stampedwarninglanguageon
both bindersand policy declarationspages. Marshplacementstandardsrequirethis
notice, asdo proceduresoutlined in their SurplusLines Training Guide and BASYS
OrientationGuide.

It wasfound thatthe Seabury& Smith conventioncancellationinsurance(CCI) place-
mentdocumentsarelacking warningstamps. Eighteen(18) of thenineteen(19) CCI
files reviewedwerenot stamped.Moreover,asSeabury& Smithactsasan intermedi-
ary andsomeofthesefiles reflectthat clientconsentletterswereforwardedto agents,it
is not clearthat insuredswereadvisedregardingadditionalfinancial exposurein those
caseswheresignedacknowledgementlettercopiesareabsentfrom thefiles. Although
Marshstandardsandproceduresarenot directly applicableto Seabury& Smithplace-
ments,Marsh shouldhold entitiesrequestingcourtesyfiling privilegesto its own filing
standards.

In connectionwith theuseof contingentcommissionagreements,or ManagementSer-
viceAgreements(MSA5), Marshwasableto demonstrateto theexaminersfull disclo-
sureof theseagreementsto theirclients. Not only do all invoicesgeneratedduring this
examinationperiodcontainlanguagedisclosingtheserelationships,but specimenCli-
ent ServiceAgreementsprovidedto the examinersrevealto newclients the existence
of this modeofcompensation.Theexaminationconfirmedthat MarshnegotiatesMSAs
only at the seniormanagementlevel andnot the local office level. Individual brokers
placing businessat branchlocationsarenot madeawareof the identitiesof carriers
with whom MSAs arein effect,noraretheyprivy to thetermsof suchagreements.In
this manner,conflictsof interestareavoidedat the local office level and brokersare
freeto actin thebestinterestsof theirclients.

Recommendations:The Broker should hold entitiesrequestingcourtesyfiling privi-
legesto thesamefiling standardsas the Broker.

NAIC MarketConductExaminationsHandbook— ChapterX, SectionC StandardC-2

Whenissuedby thesurpluslinesbroker,all formsand endorsementsforming apartof
thecontractarelisted on thedeclarationpage.

Comments: The reviewmethodologyfor this standarddoesnothaveadirect statutory
requirement.

Findings: TheBroker is in compliancewith the standard.
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Observations: Apart from the nineteen(19)conventioncancellationpolicies or cour-
tesyfilings issuedby affiliate Seabury& Smith,Broker policy files reviewedindicate
thatthecarriersissuethe complexmanuscriptcontractsarrangedby Marsh. Neverthe-
less, where applicable, declarationswere reviewed by the examiners to determine
whetherappropriatepolicy documentsare referenced,pursuantto theNAIC standard.
No exceptionswerenoted. MarshUSA, Inc. hasa procedurein effect requiringthor-
oughpolicy reviews;particularlywith respectto policiesconstitutinglayeredinsurance
programs.

Recommendations:None

NAIC Market ConductExaminationsHandbook— ChapterX SectionC StandardC-3

Theselectedcarrierwasevaluatedto ensureit complieswith statutoryrequirements
regardingfinancialcondition.

Comments:Thereviewmethodologyfor this standarddoesnothavea directstatutory
requirement.

Findings: TheBroker is in compliancewith thestandard.

Observations:Marsh requiresan A. M. Bestratingof at leastA- and $50 million in
unencumberedpolicyholders’ surplusto considerplacementwith an admittedor non-
admittedinsurer,whethernon-U.S.orU.S. domiciled. While verification offinancial
conditionis the individual responsibilityofthe accountrepresentative/broker,Marsh’s
accountingsystem(BASYS) includessafeguardsthat effectively eliminatethepossibil-
ity of executingplacementtransactionsinvolving non-approvedcarriers. Whenwar-
ranted,exceptionsto minimum guidelinesmay be consideredto fill marketneeds.
Placementswith insurerswho fail to meetMarshguidelinesmayalsodevelopin cases
wherespecific instructionsarereceivedfrom the client. During the periodofthis ex-
amination,Marshplacedbusinesswith forty-nine(49) differentsurpluslinescarriers.

Overallresponsibilityfor financial surveillancerestswith Marsh’s Market Information
Group(MIG), which is headquarteredin New York City. Generalinformation regard-
ing insureracceptabilityincludesratingsprovidedby A.M. Best, Standard& Poor’s,
Moody’s, andFitch. TheMarshGroup,throughits intranet,providesinformationsuch
asthis. Additionally, MIG analystspreparedetailedfinancial analysesof selectedin-
surers,andtheseareavailableasattachmentsto the-GeneralInsurerInformationpages.

In additionto solvencyverification requiredat policy inception,Marshprocedurescall
for midtermnotification of clients whencarrier ratingsfall belowminimum financial
guidelines.Clients are therebypresentedwith the options of leaving the coveragein
placefor the remainderof thepolicy periodor cancelingand replacingthe policy im-
mediately.

Recommendations:None
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NAIC MarketConductExaminationsHandbook— Chapter X, SectionC StandardC-4

Theauthorizationto bindwasprovidedbeforethebinderwasextendedto the insured.

Comments:Thereviewmethodologyfor this standarddoesnothaveadirectstatutory
requirement.

Findings: TheBroker is in compliancewith thestandard.

Observations:With respectto theplacementof conventioncancellationcoverage
(CCI), Marsh’s affiliate, Seabury& Smith,hasabindingauthorityagreementin effect
with Lloyd’s.

Basedon theirreviewof theseplacementtransactions,theexaminersfoundno cases
whereSeabury& Smithexceededtheauthoritygrantedby Lloyd’s. Marshhasnot
beengrantedbindingauthoritywith any oftheirsurpluslinescarriers. Bindersissued
by thecarrierswerefoundin files sampled.

Recommendations:None

NAIC MarketConductExaminationsHandbook— Chapter X, SectionC StandardC~5

All advertisingandsalesmaterialsarein compliancewith applicablestatutes,rules
andregulations.

Comments:Thereviewmethodologyfor this standardhasseveraldirect statutoryre-
quirements.DC Official Code§~31-2231.03refersto misrepresentationsandfalse
advertising,31-2231.04addressesfalseinformationandadvertisinggenerally,31-
2231.05speaksto defamationandfinally 31-2231.21prohibitsthepracticeoftwisting.

Findings: TheBrokeris in compliancewith thestandard.

Observations:Marshhasno marketingandadvertisingefforts directedspecificallyto-
wardsurpluslinesplacement.At thesametime, themoregenerallyfocused(commer-
cial lines)print advertisementsprovidedby Marshwerereviewedandfoundto be
compliantwith DC citationslistedabove. Thematerialsprovidedandreviewedcon-
sistedprimarily of institutionaladvertisementsor invitationsto inquirewithin the con-
textsof educational.

As Seabury& Smith is directlyengagedin themarketingofa specializedsurpluslines
product— conventioncancellationinsurance— samplesofprint advertisingwaspro-
videdto theexaminersfor compliancereview. Theiradvertisingdirectly focusedupon
theCCI productandis appropriatelyclassifiedasinvitationsto contract. Theexamin-
ersfoundno violations.

Recommendations:None
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NAIC Market ConductExaminationsHandbook— ChapterX, SectionC StandardC-6

Diligent effortwasmadeto placetherisk with an admittedcarrierin compliancewith
statutes, rules, andregulations.

Comments: The review methodologyfor this standardcan be found in DC Official
Code § 31-2502.40that statesin part thatprior to procurementof unauthorizedpolicies
the licensedagentor brokermustmakea diligenteffort to placethe insurancewith au-
thorizedcompanies.

Findings: TheBrokeris in compliancewith thestandard.

Observations:Diligent placementeffort is anexcellentareafor Marsh,as is the docu-
mentationof theseefforts. The Brokeragehasa formal procedurein effect requiring
the completion of a placementreport,which is neededin orderto processa surplus
linesplacement. While the abovereferencedCodecitation is not specific with respect
to thediligent placementeffort required,theBroker requiresdocumentationofthree(3)
placementattemptsanddeclinationsfrom admittedmarketcarriers.

During the placementstesting phaseof this examination,all Marsh policy files re-
viewedwere found to containdeclinationreports,documentingthe nameand address
of eachdecliningentity, togetherwith the identity ofthepersondeclining andthe date
declined.

Regardingthe CCI placements,the testingfor diligent placementeffortsyielded a less
favorableoutcome. In responseto the examiners’requestfor compliancedocumenta-
tion, Seabury& Smith submittedundateddeclination letters from three(3) admitted
carriers.Thelettersprovidedweregenericandidentifiedno particularsubmission

Recommendation:The Brokershouldhold entitiesrequestingcourtesyfiling privileges
to thesamefiling standardsastheBroker.
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SUMMARY OF FINDINGS

StandardB- 1 Page6
As discussed,theBrokerageis in violation ofDC Official Code§ 31-2502.40(a)inso-
far asfifteen (15) surpluslinestransactionswerenotreportedon monthly affidavits by
the 10thofthemonthfollowing theeffectivedatesofthesetransactions.It is recom-
mendedthattheBrokerreviewits existingproceduresto ensurethatany insurance
fraud is reportedto theappropriateauthorities.

StandardB-2 Page6
An areanot adequatelyaddressedin thedisasterplanis aprocedurefor evacuationof
thehandicapped.Thismatterwasdiscussedwith thedisasterplancoordinatorwho
agreedto considerthe inclusionofthesedetailsin futureplanrevisions.

StandardB-6 Page8
As discussed,theBrokerageis in violationofDC Official Code§ 31-2502.40(a)inso-
far asfifteen (15) surpluslinestransactionswerenot reportedon monthly affidavits by
the10th ofthemonthfollowing theeffectivedatesofthesetransactions.It is recom-
mendedtheBrokertakeappropriatestepsto streamlineinternalreportingproceduresso
delayedreportingof surpluslinestransactionsto DISB beavoidedandthe Brokercan
morefully assureits timely filing objective.

StandardB-7 Page9
TheBroker shouldhold entitiesrequestingcourtesyfiling privilegesto the samefiling
standardsastheBroker.

StandardC-i Page12
TheBrokershouldholdentitiesrequestingcourtesyfiling privilegesto thesamefiling
standardsastheBroker.

StandardC-6 Page16
TheBrokershouldhold entitiesrequestingcourtesyfiling privilegesto thesamefiling
standardsastheBroker.
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