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I. SUMMARY

A comprehensive Market Conduct Examination of The Northwestern Mutual Life Insurance
Company (NMLIC) and Northwestern Long Term Care Insurance Company (NLTC) was
performed to determine compliance with Illinois Statutes and Illinois Administrative Code.

The following table represents the general findings with the details of each review located in
specific sections of the report.

TABLE OF TOTAL VIOLATIONS
Files Number
Crit# | Statute/Rule Description of Violation Population Reviewed of Error %
Violations
NLTC Long Term Care
6 2151LCS policy not delivered 0
5/351A-9.2 | within 30 days of Lr2l | 158 55 | 3481%
approval.
215 ILCS NLTC failed to refund 0
10 5/351A-7 | premium within 30 days. 105 S0 ! 2%

1. BACKGROUND

The Northwestern Mutual Life Insurance Company

The Northwestern Mutual Life Insurance Company (NMLIC) is a mutual company that was
organized in 1857 as The Mutual Life Insurance Company of the State of Wisconsin. The name
was changed in 1865 to “The Northwestern Mutual Life Insurance Company.” NMLIC is
licensed in all 50 states and the District of Columbia.

The major product marketed by NMLIC is Ordinary (Individual) Life insurance written on a
participating basis. Individual Annuities, Disability Income and Variable Life and Annuities are
also marketed through the Company’s career agent distribution system.

NMLIC’s subsidiaries include: Northwestern Long Term Care Insurance Company,
Northwestern Mutual Investment Services, LLC, Northwestern Mutual Wealth Management
Company and Russell Investments.

Total Direct Premiums Written in Hlinois for Accident and Health insurance are as follows:

Total Written Premium In Other Group Accident | Current
Year | Illinois Individual and Health Market Share
(Per Schedule T of the Policies
Annual Statement)
2012 $62,921,489 $56,070,209 $6,851,280 .00052
2013 $64,846,276 $58,624,467 $6,221,809 .00045




Total Direct Premiums Written in Hlinois for Life and Annuities are as follows:

Total Written Premium In | Current Market | Total Written | Current
Year | llinois Share Premium In | Market Share
(Per Schedule T of the | (Individual Life | llinois (Individual
Annual Statement) Only) (Per Schedule T | Annuity
of the Annual | Considerations
Statement) Only)
2012 $674,726,340 .13598 $146,505,321 .01959
2013 $716,219,147 .14208 $207,526,962 .02779

Northwestern Long Term Care Insurance Company

The Northwestern Long Term Care Insurance Company (NLTC) was organized in Illinois in
1953 as the Poulsen Insurance Company of America. In 1969, the Standard of America Financial
Corporation (Delaware) acquired the Company and changed its name to the Standard of America
Life Insurance Company. In 1977, the Sundstrand Corporation (Delaware) acquired the
Company. In 1982, NMLIC acquired the Company by purchasing all of its outstanding shares
from Sundstrand Corporation. Effective October 10, 1997, the Company re-domesticated from
Illinois to Wisconsin and the Company’s name was changed to Northwestern Long Term Care
Insurance Company. NMLIC continues to own 100% of the outstanding shares of NLTC.

NLTC is licensed in all 50 states and the District of Columbia.

NLTC has no employees. It has contracted with Northwestern Mutual for management and all
administrative services not provided by its contracting administrator.

Since July 1998, NLTC has contracted with an unaffiliated third party administrator, Long Term
Care Group, Inc. to provide certain administrative and consulting services with regard to Long
Term Care insurance.

NLTC offers Individual Long Term Care insurance, which is marketed through Northwestern
Mutual’s career agent distribution system.

Total Direct Premiums Written in Hlinois for Accident and Health insurance was as follows:

Total Written Premium In Illinois Current Market
Year (Per Schedule T of the Annual Statement) Share
2012 $32,286,338 .06878
2013 $39,384,967 .08246




1. METHODOLOGY
NMLIC was examined concurrently with NLTC.

The Market Conduct Examination covered the business written January 1, 2013 through
December 31, 2013. Specifically, the examination focused on a review of the following areas:

Sales and Advertising

Producer Licensing

Underwriting Procedures

Claim Procedures

Appeals, Department Complaints and Complaints received directly from
Consumers

arwnhE

The review of the categories was accomplished through examination of producer lists, claim
files, underwriting files and complaint files. Each of the categories was examined for compliance
with Department Regulations and applicable State laws.

The report concerns itself with improper practices performed by the Companies which resulted
in a failure to comply with Illinois statutes and/or administrative rules. Criticisms were prepared
and communicated to the Companies addressing violations found in the review process. All
found violations are cited in the report.

The following methods were used to obtain the required samples and to ensure a methodical
selection.

Producer Licensing

New business was reviewed to determine if solicitations were made by duly licensed
persons.

Claims
1. Paid Claims — Payment for claims made during the examination period were reviewed.

2. Denied Claims — Denial of benefits during the examination period for losses not covered
by policy provisions were reviewed.

All claims were reviewed for compliance with policy contracts and applicable Sections of
the Illinois Insurance Code (Section 5/1 et seq.), and the Illinois Administrative Code.

The period under review was January 1, 2013 through December 31, 2013.



Department Complaints and Consumer Appeals

NMLIC and NLTC were requested to provide all consumer complaint files and all formal
appeals received by the Illinois Department of Insurance (IDOI) and those received directly
from consumers during the survey period. The period under review is January 1, 2013
through December 31, 2013.

IV. FINDINGS

A

COMPANY OPERATIONS AND MANAGEMENT

1. Company procedures, plans and guidelines
A review was conducted of the Companies’ underwriting guidelines and

procedures, internal audits, disaster recovery plan, anti-fraud program and third-
party vendor contracts. No violations were noted.

2. Company Privacy Procedures
A review of the Companies’ privacy procedures, including the implementation of

policies and procedures to prevent the wrongful disclosure of certain
data/identifiable information was conducted. No violations were noted.

COMPLAINTS AND APPEALS

A review was conducted of the complaints received by the Companies, received
by the Illinois Department of Insurance and all Appeals. No violations were
noted.

MARKETING AND SALES

A review was conducted of the Companies’ Marketing and Sales procedures,
including samples of its advertising materials. No violations were noted.

PRODUCER LICENSING

A review was conducted of the Companies’ Producer Licensing guidelines and
procedures, including a random sample of licensed producers. No violations were
noted.

FORMS

A review was conducted of the Companies’ Form Filing process, including a
random sample of approved forms. No violations were noted.



F.

UNDERWRITING AND RATING

1.

Individual Policy Review

Field Size 3,360
Sample Size 487

The examiners reviewed 355 Individual underwriting files from a universe of
2,828 files processed by The Northwestern Mutual Life Insurance Company
during the examination period. The review consisted of 50 Individual Life
Insurance Policies Declined and 50 Individual Life Insurance Policies Not-
Taken; 50 Individual Term Life Insurance Policies Declined and 50 Individual
Term Life Insurance Policies Not-Taken; and 105 Individual Disability
Income Policies Declined and 50 Individual Disability Income Policies Not-
Taken.

The examiners also reviewed 132 Individual underwriting files from a
universe of 532 files processed by Northwestern Long Term Care Insurance
Company during the examination period. The review consisted of 82
Individual Long Term Care Policies Declined and 50 Individual Long Term
Care Policies Not-Taken.

A total of 487 Individual Underwriting files were reviewed. No violations
were noted

Individual Life Policies Issued, Declined and Not-Taken; Individual Term
Life Policies Issued, Declined and Not-Taken; Individual Disability Income
Policies Issued, Declined and Not-Taken; and Long Term Care Policies
Issued, Declined and Not-Taken.

Field Size 36,804
Sample Size 920

No violations were noted.
Individual Life Policies Issued, Term Policies Issued, Term Policy
Conversions Issued, Term Policy Upgrades Issued and Long Term Care

Policies Issued.

Field Size 32,147
Sample Size 514

No violations were noted.



4.

Individual Long Term Care Policies Issued and Not-Taken

Field Size 1,721
Sample Size 158
Files in Error 55
Error Ratio 34.81%

FINDING: NLTC failed to deliver Individual Long Term Care Insurance
policies within 30 days of approval, as required by 215 ILCS 5/351A-9.2.

Individual Long Term Care Policies Issued

Field Size 1,616
Sample Size 108

No violations were noted.

Individual Long Term Care Policies Not-Taken

Field Size 105

Sample Size 50

Files in Error 1

Error Ratio 2%

FINDINGS: One (1) file (2%) provided by NLTC contained documentation
that NLTC failed to return unearned premium within 30 days, as required by
215 ILCS 5/351A-7.

Individual Life Insurance Policies Issued

Field Size 13,727
Sample Size 109

No violations were noted.
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VI.

INTERRELATED FINDINGS

1. Actuarial Review of Long Term Care Premium Rates

As part of this examination, INS Consultants (INS) conducted a review of the
Company’s Long Term Care (LTC) rates in Illinois to determine whether or not
these rates were excessive.

On September 25, 2014 INS submitted the following information request:

* Provide a chart showing the following: Illinois LTC Policy Forms, Issue
Dates, Closed/Open, Number of Policyholders as of 12/31/2013 (lllinois),
Average Premium as of 12/31/2013 (lllinois), Number of Policyholders as
of 12/31/2013 (Nationwide), and Average Premium as of 12/31/2013
(Nationwide)

» Provide a history of rate increases by LTC policy form in Illinois.

» Provide the cumulative rate increase as of 12/31/2013 by LTC policy form
for both Illinois and nationwide.

» Provide the national and Illinois experience (incurred claims, earned
premiums, loss ratio, actual to expected loss ratio, number of
policyholders) by policy form for all calendar years through 12/31/2013;
this information is typically provided in rate increase filings.

NLTC responded to INS’s request for information on October 9, 2014. Since
NLTC’s response was sufficient, INS did not request any additional information.

INS used all of the requested information as part of the review of NLTC’s Long
Term Care rates. Based on INS’s review and analysis of the information provided
by NLTC, it appears that NLTC’s Long Term Care rates are not excessive. NLTC
stated that they have never requested a rate increase on inforce business; they did
file for rate increases on New Business only. The NLTC initially filed rates,
which have never been increased and do not appear to be excessive.

TECHNICAL APPENDICES

No Technical Appendices were created.
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