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Overview

Beacon has been very proactive in improving its operations over the past 12 months since the issuance of the
Guiliani Report. We have conducted an extensive analysis to document the internal control activities for most
major processes. This process has helped us to identify the risks to Beacon and control points for these activities.
Since April, 2006, Beacon has begun working on over 75 corporate improvement projects to create better
policies and procedures and implement other best practices.

The DBR Market Conduct Examination has resulted in 79 recommendations. Of the Beacon projects already
identified or scheduled, 24 of these projects specifically relate to the majority of issues in the Market Conduct
Examination presented to Beacon on April 23, 2007. Beacon has also identified 5 new projects as a result of this
Examination.

Beacon is committed to addressing these recommendations with specific goals:

Provide third-party validation by Ward Group* that Beacon’s response addresses the DBR recommendations
Implement best practices into Beacon practices

Ensure projects are completed within scheduled timeframe

Return to DBR to validate that projects have been completed

Continue to provide superior service and coverage to Rhode Island employers

* Ward Group information available at www.wardinc.com



Beacon Plan Address to DBR Recommendations — June 29, 2007

Recommendations Response (Highlighted items have been completed)

Recommendation

Completed

Project In | Project To Be | Alternative
Process Developed Solution

=l =] == == ==

1

* Indicates recommendations complete but projects address additional procedures being implemented.
Note: Recommendations 43-45 addressed by same project

Beacon

Mutual Insurance Co.

Recommendation

Completed

Project In

Project To Be | Alternative

Process

Developed

Solution

47

48

49

50

o1

53

'y JETY Y Y Y

54

55

56

Yy JETY Y Y

60

61

62

63

64

65

66

Y Ty PEIY DI JECY JECY P

Total

28




Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

i "?1 Mutua! Insurance Co.

Recommendation: 1

The Beacon senior management structure should include at least one, or two additional
"chief" officers, such as COO or CFO in order to effectively fulfill these functions. As
noted in the body of this report the current CFO is CFO in name only and has not been
given the true responsibilities of this position. The COO and/or CFO should report to both
the CEO and to the board of directors (or committees).

Beacon Response:

Accepted: Beacon restructured its management team. The Board hired a CEO in
January, 2007. The COO position was filled in February, 2007. The responsibilities of
the CEO, COO and CFO were reviewed and amended as a result of the
Almond/Giuliani findings and recommendations from DBR. All reporting lines have
been clarified to provide appropriate reporting responsibilities to the individual
members of Beacon's senior management.

Addressed by Project Number: 2.2 Estimated Start Date: Complete
Project Name: Hire CEO & Other Officers Estimated Completion Date: Complete
2007 2008

JAN | FEB  MAR | APR | MAY | JUN JUL AUG | SEP OCT NOV | DEC| JAN FEB MAR| APR MAY JUN JUL | AUG SEP OCT NOV DEC
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Recommendation: 2

Utilization of the executive session of the board of directors should be limited to certain
sensitive matters only. These meetings need to be clearly documented and the resolutions
of these meetings should be disseminated to other board members and members of senior
management, if appropriate.

Beacon Response:

Accepted: As a result of the changes in the Board and management in April of 2006, the
Board has followed this practice. The Board believes that it is important that all members
are informed about governance and operations matters and has taken steps to increase
participation, document its activities and ensure transparency. In addition, Beacon is
currently implementing additional procedural changes through its Board Development
Plan, Project number 2.3.2.

Addressed by Project Number: 2.3.2 Estimated Start Date: January, 2007
Project Name: Board Development Plan Estimated Completion Date: October, 2007
2007 2008

JAN | FEB | MAR | APR | MAY ' JUN | JUL | AUG | SEP OCT NOV DEC| JAN FEB MAR APR | MAY | JUN JUL  AUG SEP | OCT NOV  DEC
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Recommendation: 3

Beacon should hire a Director (or Vice President) of Internal Audit from outside of
Beacon. The individual should have independent oversight over the internal audit function
(outsourced or otherwise). The Director (or Vice President) would be responsible for the
design and operating effectiveness of internal controls at Beacon, and should report
directly to the Audit Committee.

Beacon Response:

Accepted: During the latter part of 2006 and early 2007, the Board retained an outside
public accounting firm to document the current processes, procedures and existing internal
controls of Beacon using the COSO framework The process has been completed with the
acceptance of the firm's report and documentation of these activities. The Board, through
the Audit Committee, will be evaluating the role of internal audit and expects to make
significant changes to the process followed previously. Once this evaluation is completed,
the Board, with the assistance of management, will fill the internal audit position based
upon a plan integrated with certain governance and compliance functions currently under

review.
Addressed by Project Number: 2.2 Estimated Start Date: January, 2007
Project Name: Hire CEO & Other Officers Estimated Completion Date: December, 2007

2007 2008
JAN | FEB | MAR | APR  MAY JUN JUL | AUG | SEP| OCT NOV DEC| JAN FEB MAR| APR MAY JUN JUL AUG SEP OCT NOV | DEC
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Recommendation: 4
All employees and board members must be required to sign an annual ethics representation

whereby they disclose:

» They have read, understand and have complied with Beacon's code of ethics
and expense reimbursement policies.

» The existence of any related parties (insureds and vendors) that conduct any
business with Beacon,

* Any agreement, whether written or verbal, that they have entered into on
Beacon's behalf with a vendor, agent or insured, that has not been approved by
the legal or finance department.

Beacon Response:

Accepted: Beacon has developed new Board member and senior management Disclosure
and Conflicts Forms which have been approved by the Governance Committee. These
forms will be immediately implemented upon approval by the Board. The Governance
Committee has substantially revised the employee Disclosure and Conflict Form for
execution by all other employees. This policy and draft form is being further revised by
the committee.

Addressed by Project Number: 2.3 Estimated Start Date: January, 2007
Project Name: Board Governance Projects Estimated Completion Date: October, 2007
2007 2008

JAN | FEB | MAR | APR | MAY ' JUN | JUL | AUG | SEP OCT NOV DEC| JAN FEB MAR APR | MAY | JUN JUL  AUG SEP | OCT NOV  DEC
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Recommendation: 5

Underwriters should be required to make the following additional representations:

* have not priced any accounts outside of filed programs and rates,
do not have any knowledge of accounts priced outside of filed programs and

rates,

» reported any and all questionable underwriting activity to the independent review
committee/ internal auditors.

Beacon Response:

Accepted: Beacon has developed new Board member and senior management Disclosure
and Conflicts Forms which have been approved by the Governance Committee. These
forms will be immediately implemented upon approval by the Board. The Governance
Committee has substantially revised the employee Disclosure and Conflict Form for
execution by all other employees. This policy and draft form is being further revised by
the committee.

Addressed by Project Number: 2.3 Estimated Start Date: January, 2007
Project Name: Board Governance Projects Estimated Completion Date: October, 2007
2007 2008

JAN | FEB | MAR | APR | MAY ' JUN | JUL | AUG | SEP OCT NOV DEC| JAN FEB MAR APR | MAY | JUN JUL  AUG SEP | OCT NOV  DEC
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Recommendation: 6

Beacon should hire a skilled professional with knowledge and experience of workers'
compensation insurance, particularly underwriting, to run the underwriting department,
and to be ultimately responsible for the underwriting department and decisions (Director
or Vice President of Underwriting).

Beacon Response:

Accepted: Beacon hired a Vice President of Underwriting in June, 2007 to run the
underwriting department.

Addressed by Project Number: 2.2 Estimated Start Date: Compete
Project Name: Hire CEO & Other Officers Estimated Completion Date: Complete
2007 2008

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC| JAN FEB MAR APR | MAY| JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 7

Beacon should discontinue the interim underwriting-by-committee process that is currently
in place, where nonqualified members of senior management (Director of Human
Resources and Vice President Information Systems) are making pricing decisions.

Beacon Response:

Accepted: In response to the Almond/Giuliani findings, Beacon instituted an internal
review of all policy renewals meeting specific criteria. The objectives of this process were
to provide greater transparency and control in the pricing process until a new VP of
Underwriting was hired. Originally, the review team included members of senior
management who did not have direct underwriting experience. In December of 2006, this
practice was modified to include only those members of senior management that had
relevant input or responsibility.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC
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Recommendation: 8

Beacon should complete the restructuring of the underwriting department. The new
Director or Vice President of Underwriting should be responsible for appropriately staffing
the department. This will include the reallocation of underwriting resources, and may
include the termination of certain personnel who are unable or unwilling to adapt to
appropriate methods of underwriting and rating.

Beacon Response:

Accepted: Beacon is in the process of developing and implementing operating procedures
to address the recommendation via several corporate improvement projects (numbers
3.8.2,3.8.4, 3.8.5, 3.9.1). These findings will help us determine the appropriate
organization and staffing of the department.

Addressed by Project Number: 3.8.2; 3.8.4; 3.8.5; 3.9.1  Estimated Start Date: February, 2007
Project Name: Various Estimated Completion Date: April, 2008

2007 2008
JAN | FEB | MAR | APR | MAY ' JUN | JUL | AUG | SEP OCT NOV DEC| JAN FEB MAR APR | MAY | JUN JUL  AUG SEP | OCT NOV  DEC
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Recommendation: 9

Beacon must develop a complete underwriting manual that complies with all applicable Rhode Island
statutes and regulations, and includes:

« All filed and approved programs,
» The relevant schedule rating and experience rating rules per NCClI,

»  Beacon's policies and procedures relative to out-of-state coverage including:
- Coverage of out-of-state employers' payroll exposures in Rhode Island,
- Coverage of Rhode Island employers' payroll exposures outside of Rhode Island through
fronting arrangements, including guidelines on limitations (i.e. the proportion of employer's payroll
out-of-state).

»  Beacon's policy of collecting prior debts of related entities before reinstating coverage,

»  Beacon's policy relating to charging client companies of temporary employment agencies for
unreported payroll.

Beacon Response:

Accepted: As a matter of best practices, Beacon has been working with the Ward Group to identify
practices and procedures within the Underwriting department, if any, that require revision. In addition,
and also as a matter of best practices, the Company has created a draft Philosophy & Pricing Policy
(number 3.7.1) and has nearly completed an updated Procedures Manual (number 3.7.2) to further
address DBR's recommendation and other internally generated observations

Addressed by Project Number: 3.7.1; 3.7.2 Estimated Start Date: January, 2007
Project Name: Various Estimated Completion Date: July, 2007
2007 2008

JAN | FEB MAR | APR MAY JUN | JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 10

Once developed, Beacon should assure that all filed and approved programs are available
to all relevant employees and to all of their independent agents and that these persons are
aware that the programs must be followed .

Beacon Response:

Accepted: Beacon has nearly completed updating the underwriting procedures manual
(project 3.7.2) and is developing a producer's manual (project 3.8.1) to provide to agents.
These manuals will provide agents and underwriters information on how to obtain filed
and approved programs.

Addressed by Project Number: 3.7.2 Estimated Start Date: February, 2007
Project Name: Update Procedures Manual Estimated Completion Date: October, 2007
2007 2008

JAN  FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC| JAN FEB MAR APR | MAY| JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 11

Beacon should require certification of information necessary for underwriting upon
renewal each year. Currently Beacon relies on its premium audits for payroll and
classification figures and relies on agents' or insureds' unwritten representation relating to
certain programs qualifications (i.e. CompAlliance and Safety Groups). Requiring annual
certifications and supporting documentation is a sound underwriting practice that ensures
eligibility for the underwriting program offered.

Beacon Response:

Accepted: Beacon agrees with this recommendation and is updating the underwriting
procedures manual (project 3.7.2) and reviewing its quality assurance function (project
3.9.1). We are also reviewing the CompAlliance program and Safety Group agreements to
develop processes to obtain information necessary for underwriting (as addressed in
further recommendations).

Addressed by Project Number: 3.7.2,3.9.1 Estimated Start Date: February, 2007
Project Name: Update Procedures Manual Estimated Completion Date: July, 2007
2007 2008

JAN | FEB MAR | APR  MAY JUN | JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 12

Beacon should require mandatory training of Scheduled and Experience Rating for all
underwriters. There should be no deviation from filed and approved plans.

Beacon Response:

Accepted: In response to the Almond/Giuliani findings, Beacon has conducted E-Mod and
Rating training sessions. Beacon is also in the process of reviewing its quality assurance
function, including employee training and education needs in its Establish Quality
Assurance Function Project (number 3.9.1).

Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Function Estimated Completion Date: August, 2007
2007 2008

JAN | FEB MAR APR | MAY JUN  JUL AUG SEP OCT | NOV | DEC| JAN | FEB MAR| APR MAY JUN JUL AUG SEP OCT | NOV DEC
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Recommendation: 13

Beacon must immediately discontinue the use of un-filed plans and programs including
Safety Group, Multiple-Year deals, Composite Rating, and Trend and Development
pricing — all pricing should be based on filed and approved schedule rating and experience
rating plans.

Beacon Response:

Accepted: Beacon uses only filed plans to develop rating for policies. The Regulatory
Compliance Review project (number 3.13.4) reviews our established policies, plans and
procedures to assure that our internal requirements are consistent with regulatory
requirements.

Addressed by Project Number: 3.13.4 Estimated Start Date: September, 2008
Project Name: Regulatory Compliance Review Estimated Completion Date: December, 2008
2007 2008

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC| JAN FEB MAR APR | MAY| JUN JUL AUG SEP | OCT  NOV DEC
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Recommendation: 14

Beacon must continue to follow DBR’s directive prohibiting the use of consent-to-rate
“credits”. In order to ensure compliance with statutes related to unfair discrimination in
rating, policyholders may only be granted “credits” in accordance with consistently
applied underwriting criteria following properly filed and approved rating plans.

Beacon Response:

Accepted: Beacon has agreed to continue to follow DBR’s directive prohibiting the use of
consent-to-rate credits.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC
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Recommendation: 15

Schedule rating underwriting forms must be completed and imaged as of the effective date
of the policy and reflect the reasoning for the schedule credits and debits including why
the insured is significantly better or worse than its class in each schedule rating category.

Beacon Response:

Accepted: In response to the Almond/Giuliani findings, Beacon has developed a more
detailed approach to the application of schedule credits and the documentation around this
process. We believe this process meets this recommendation. In addition, Loss
Prevention, Premium Audit and Claim department input will be relied upon to determine
the appropriateness of schedule credits and debits.

Addressed by Project Number: 3.11.1 Estimated Start Date: Complete
Project Name: Automate Schedule Rating Estimated Completion Date: Complete
2007 2008

JAN | FEB | MAR | APR MAY  JUN  JUL  AUG SEP OCT NOV DEC| JAN FEB | MAR | APR | MAY | JUN | JUL | AUG | SEP | OCT NOV DEC
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Recommendation: 16

Beacon should implement an electronic time-stamp function into the OnBase system that
records the time and date of documents imaged. Documents deleted from the OnBase
Imaging system should be logged and backed-up periodically including the requestor’s
name, the insured’s name and the reason for the deletion. These documents should be
subject to periodic audits

Beacon Response:

Accepted: Beacon currently tracks all information except the reason for deletion. This
procedure requires approximately 12-15 days of in-house efforts and $10,000 - $13,000 of
outside consulting assistance. Beacon will develop a new project to meet this
recommendation.

Addressed by Project Number: 3.16 Estimated Start Date: January, 2008
Project Name: Imaging Update Estimated Completion Date: March, 2008
2007 2008

JAN | FEB MAR APR MAY JUN JUL AUG | SEP  OCT NOV DEC| JAN FEB|MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 17

Beacon should implement a procedure for periodic internal audits of underwriting
documentation focusing on completeness of referrals and schedule rating forms and the
adequateness of support for credits and debits.

Beacon Response:

Accepted: Beacon has a structured referral process to evaluate files exceeding underwriter
authority. In addition, we are currently developing a formal audit process to be conducted
within the underwriting department as part of its quality assurance function (project 3.9.1)
This process provides a format to conduct detailed audits on selected files within the

department.
Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Estimated Completion Date: August, 2007

2007 2008
JAN | FEB MAR | APR  MAY JUN | JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 18

Establish formal protocol relating to changing credit percentage after the policy effective
date.

Beacon Response:

Accepted: Beacon has developed a formal protocol to change credit after the policy
effective date in its underwriting manual (project 3.7.2) and will audit the procedure
through the quality assurance function (project 3.9.1).

Addressed by Project Number: 3.7.2 Estimated Start Date: February, 2007
Project Name: Update Procedures Manual Estimated Completion Date: July, 2007
2007 2008

JAN  FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC| JAN FEB MAR APR | MAY| JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 19

Ensure that these changes are not applied retroactively in accordance with NCCI guidance.

Beacon Response:

Accepted: Beacon has developed a formal protocol in its underwriting manual to ensure
changes to credit percentage are not applied retroactively (project 3.7.2) and will audit the
procedure through the quality assurance function (project 3.9.1).

Addressed by Project Number: 3.7.2,3.9.1 Estimated Start Date: February, 2007
Project Name: Various Estimated Completion Date: August, 2007
2007 2008

JAN | FEB MAR | APR MAY JUN  JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 20

Properly document the significant change in physical risk at the insured’s location that
resulted in the credit change.

Beacon Response:

Accepted: Beacon expanded the schedule rating forms to include more information about
the physical risk at the insured's locations. The Inter-Departmental Collaboration project
(number 3.8.3) facilitates better communication processes between Loss Prevention and
Underwriting to identify significant changes in physical risk.

Addressed by Project Number: 3.8.3 Estimated Start Date: August, 2007
Project Name: Inter-Departmental Collaboration Estimated Completion Date: September, 2007
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC
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Recommendation: 21

Disallow ANY changes to the credit percentage subsequent to the policy expiration date.

Beacon Response:

Accepted: Beacon does not allow changes to credit percentage subsequent to the policy
expiration date and will audit the procedure through the quality assurance function (project
3.9.1). Any changes to credit percentage after expiration data will need approval by the

COO or CEO.
Addressed by Project Number: 3.7.2,3.9.1 Estimated Start Date: February, 2007
Project Name: Various Estimated Completion Date: August, 2007

2007 2008
JAN  FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC| JAN FEB MAR APR | MAY| JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 22

Beacon should immediately discontinue the practice of stable pricing agreements.

Beacon Response:

Accepted: Beacon agrees that we should not provide stable pricing agreements that have
not been filed. NCCI provides an endorsement for multiple-year agreements. Should
Beacon decide to use multiple-year agreements, we will file and comply with approved

endorsements.
Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete

2007 2008
JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC
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Recommendation: 23

Beacon should establish limits to, or eliminate the ability of underwriting management to
write-off accounts receivable balances without finance department approval.

Beacon Response:

Accepted: Underwriting management currently has limited authority to write-off accounts
receivable balances. Beacon will also be revising all significant points within the
collection policy, including the ability for underwriting management to write-off accounts
receivable balances in the Collection Process Consolidation project (number 3.4.4). The
ability to write-off accounts over the authority limits will require appropriate authorization
from management.

Addressed by Project Number: 3.4.4 Estimated Start Date: July, 2007
Project Name: Collection Process Consolidation Estimated Completion Date: October, 2007
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT | NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC
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Recommendation: 24

Beacon should create a position, such as Director of Filings and Regulatory Compliance
who will oversee a unit responsible for rate filings and other regulatory compliance
matters. The individual hired should have a strong background in rate and form filings and
underwriting.

This individual will be responsible for determining which programs must be filed with the
DBR, and will oversee the filing process.

All approved filings and programs should be clearly posted by Beacon for all underwriters
and agents to access as needed.

Require that individual to be involved in all underwriting meetings.

Beacon Response:

Accepted: We have a job description in place and are undertaking a job search to fill the
position. The Regulatory Alert System Project (number 3.13.1) will develop a process to
manage the regulatory process. The Regulatory Filing Process project (number 3.13.2)
will establish a formal, centralized form and rate filing process

Addressed by Project Number: 3.13.1, 3.13.2, 3.13.4 Estimated Start Date: June, 2007
Project Name: Various Estimated Completion Date: December, 2008

2007 2008
JAN | FEB MAR APR  MAY JUN | JUL AUG | SEP OCT NOV | DEC| JAN FEB|MAR APR MAY JUN JUL AUG SEP OCT | NOV DEC
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Recommendation: 25

Beacon should create an interface to review EMods electronically from NCCI. The
Company is currently using a very manual process that has led to delays in posting the
appropriate EMod on policies. There should be no ability to allow anyone at Beacon to
override the NCCI EMods.

Beacon Response:

Accepted: Project 3.11.5 (Automate E-Mod Interface) creates an interface to review E-
Mods electronically from NCCI. When installation is complete, the automation will allow
the experience mod data that is generated daily by NCCI to be delivered electronically and
automatically updated to Power Comp after meeting some pre-defined parameters.

Beacon will develop a process to track when changes are made to E-Mods.

Addressed by Project Number: 3.11.5 Estimated Start Date: April, 2007
Project Name: Automate E-Mod Interface Estimated Completion Date: September, 2007
2007 2008

JAN | FEB MAR | APR  MAY JUN | JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 26

Beacon should consider assigning a new policy number, or add a second field that contains
a suffix for policy numbers for each renewal in order to clearly distinguish between policy
years.

Beacon Response:

Alternative Solution: Beacon presently uses the effective date on a policy to distinguish
between policy years. There are no cases when a policy number and effective date are
duplicated and we believe this process meets this recommendation.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC



Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 27

Cancellation criteria should be systematic and applied consistently and the underwriting
department should not have the option to stop the cancellation.

Beacon Response:

Accepted: Criteria involving policy cancellation is being developed in the Update
Procedures Manual project (number 3.7.2) and exceptions to the criteria will be reported to
the VP of Underwriting or COO.

Addressed by Project Number: 3.7.2 Estimated Start Date: February, 2007
Project Name: Update Procedures Manual Estimated Completion Date: July, 2007
2007 2008

JAN | FEB MAR | APR  MAY JUN | JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 28

Cancellation notices should clearly state the reason for policy cancellation, and may only
be made for reasons permitted pursuant to statute.

Beacon Response:

Accepted: Beacon has developed new codes documenting policy cancellation reasons and
IS in the process of refining the procedure.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC
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Recommendation: 29

Beacon should begin to apply data analytics to select certain pricing practices and account
activity to be reviewed internally.

Beacon Response:

Accepted: Beacon's Establish Quality Assurance project (number 3.9.1) will audit
individual policy and underwriter pricing practices.

Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Estimated Completion Date: August, 2007
2007 2008

JAN | FEB MAR | APR  MAY JUN | JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
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Recommendation: 30

Beacon should consider establishing an independent review team that meets regularly to
oversee this process, and which reports directly to the Board or Audit committee.

Beacon Response:

Accepted: Beacon began evaluating the quality assurance process in the underwriting
department in 2006 and has developed the Establish Quality Assurance project (number
3.9.1) to audit individual policy and underwriter pricing practices. A report of these
findings will be presented to the VP of Underwriting and internal audit.

Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Estimated Completion Date: August, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 31

Beacon should develop a process where the underwriting department works with the loss
prevention department to assess the underwriting implication of the proposed changes to
loss prevention programs (see “Loss Prevention” below).

Beacon Response:

Accepted: The Inter-Departmental Collaboration project (number 3.8.3) facilitates better
communication processes between Loss Prevention and Underwriting and helps the Loss
Prevention department assess the underwriting implication of proposed changes to loss
prevention programs.

Addressed by Project Number: 3.8.3 Estimated Start Date: August, 2007
Project Name: Inter-Departmental Collaboration Estimated Completion Date: September, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 32

Beacon should hire, or assign existing personnel, a Vice President of Premium Audit,
conferring upon this individual the authority to challenge the Vice President of
Underwriting.

Beacon Response:

Accepted in Concept: The Inter-Departmental Collaboration project (number 3.8.3)
facilitates better communication processes between Premium Audit and Underwriting.
Beacon will evaluate the level of leadership and authority levels required within the
premium audit function.

Addressed by Project Number: 3.8.3 Estimated Start Date: August, 2007
Project Name: Inter-Departmental Collaboration Estimated Completion Date: September, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 33

Beacon should require the automatic posting of all premium audit adjustments. Audit
adjustments that result in a “significant” increase or decrease in premium should be tabled
for a consensus meeting between premium audit and underwriting before posting. The
resolution of classification issues should be clearly documented. If a consensus resolution
is not found, Beacon should arrange for an NCCI inspection and determination.

Beacon Response:

Accepted: Beacon's Automate Endorsement to Audit project (number 3.11.2) automates
the endorsement to a current policy based on the results of a premium audit. Significant
changes in premium will be reported and supporting data such as payroll, class codes,
employee counts, locations, etc. will be documented.

Addressed by Project Number: 3.11.2 Estimated Start Date: October, 2007
Project Name: Automate Endorsement to Audit Estimated Completion Date: January, 2008
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 34

New business, interim and final audits should be completed within the timeframe specified
by Beacon policy. A report of audits not completed within the specified timeframe should
be reviewed jointly by the premium audit and underwriting departments to determine if
insured behavior is cause for cancellation or other appropriate action.

Beacon Response:

Accepted: Beacon currently has policies in place regarding audit timeframes. The Inter-
Departmental Collaboration project (number 3.8.3) also facilitates better communication
processes between Premium Audit and Underwriting.

Addressed by Project Number: 3.8.3 Estimated Start Date: August, 2007
Project Name: Inter-Departmental Collaboration Estimated Completion Date: September, 2007
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC



Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 35

“Not endorsed” premium audits that would have resulted in large changes in premiums
should be investigated regularly and summarized for review by the CEO and board of
directors.

Beacon Response:

Accepted: “Not endorsed” premium audits that would have resulted in large changes in

premiums will be documented and reviewed by the COO and CEO. Beacon's Automate
Endorsement to Audit project (number 3.11.2) automates the endorsement and improves
reporting relating to audits. The quality assurance and internal audit functions will also

monitor the process.

Addressed by Project Number: 3.9.1; 3.11.2 Estimated Start Date: April, 2007
Project Name: Various Estimated Completion Date: January, 2008
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 E{Bcacon

Mutual Insurance Co

Recommendation: 36

"Beacon should hire, or assign from existing personnel, a Vice President of Loss
Prevention or equivalent position, and the individual should not be employed by the
underwriting department. On a regular basis, at least quarterly, the Vice Presidents of Loss
Prevention, Underwriting and Premium Audit should discuss a listing of insureds that have
not cooperated with Beacon’s loss prevention programs. A consensus decision on the plan
of action with respect to cancellation, renewal, surcharges, etc. allowable in accordance
with applicable statutes and regulations should be presented to the CEO for approval. The
listing of insureds to be discussed and the resolutions should be clearly documented and
provided to internal audit."

Beacon Response:

Accepted in Concept: The Inter-Departmental Collaboration project (number 3.8.3)
facilitates better communication processes between Loss Prevention, Premium Audit and
Underwriting. Beacon will evaluate the level of leadership and authority levels required
within the loss prevention function. A listing of uncooperative accounts will be provided
to the COO and VP of Underwriting to review.

Addressed by Project Number: 3.8.3, 3.8.4 Estimated Start Date: June, 2007
Project Name: Various Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 37

This individual should also be responsible for analysis and evaluation of loss prevention
programs and techniques to ensure the effectiveness of each program and/or technique in
preventing injuries and losses. Programs that do not enhance workplace safety and/or
contribute to loss prevention should be discontinued and no longer considered as
appropriate criteria to be utilized in underwriting and pricing.

Beacon Response:

Accepted: Beacon agrees with this recommendation and will develop a new project to
review loss prevention effectiveness and evaluate loss prevention services currently

offered.
Addressed by Project Number: 3.17 Estimated Start Date: October, 2007
Project Name: Loss Prevention Services Estimated Completion Date: December, 2007

2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 38

The Information Systems area should be required to regularly test reports from
PowerComp and the data warehouse for accuracy.

Beacon Response:

Accepted: Daily balancing is currently conducted

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008

JAN ' FEB  MAR | APR | MAY  JUN JUL | AUG SEP OCT NOV DEC| JAN FEB | MAR APR MAY JUN  JUL AUG SEP | OCT NOV DEC



Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 39

All out-of-state policy data should be integrated with PowerComp through an interface
with companies writing business through a fronting arrangement with Beacon.

Beacon Response:

Accepted: Beacon agrees that the data should reside on an electronic database (not
necessarily PowerComp). This will require a new project. We will implement this
recommendation into our Corporate Improvement Projects.

Addressed by Project Number: 3.15 Estimated Start Date: November, 2007
Project Name: Out of state automation Estimated Completion Date: July, 2008
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

" .Beacon

‘-.-"3'1._":1 Mutual Insurance Co.

Recommendation: 40

The following fields within PowerComp should not be changeable, or if allowed to be
changed, a listing of these exceptions and the effects on premium or commission should be
generated:

» Base Commission rate (Should be calculated in the same manner for every policy
written, the only difference being the higher commission paid during the first year of
coverage)

 NCCI Classification Code rates
e NCCI EMods

Beacon Response:
Accepted: Beacon agrees with this recommendation and will develop control methods to

restrict access and/or create exception reports to be reviewed by the COO and CEO. This
procedure will be audited as part of the Quality Assurance project (number 3.9.1).

Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Estimated Completion Date: August, 2007

2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 41

We found that some of the calculations for premium were based on a factor that is
different from both earned premium and written premium. The calculation should be
based on earned premium in order to compute proper commissions.

Beacon Response:

Alternative Solution: The factor referenced in this recommendation is paid premium,
which is different from earned and written premium. Agent commissions are calculated
based on paid premium and are being calculated correctly.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Mutual Insurance Co.

. o=
Beacon Plan Address to DBR Recommendations — June 29, 2007 E%ﬁBcacon

Recommendation: 42

The shared earnings and contingent commissions calculations should be integrated to the
PowerComp system, thereby generating payments automatically based on the insurance
data within PowerComp. This practice will eliminate subjectivity and errors in the
contingent commissions area.

Beacon Response: ]
Alternative Solution: We feel that due to the resource and system requirements to

complete this project, the business case does not support this project. In order to apply
internal controls to this process, the calculation for contingent commissions is calculated
by an individual in the Finance Department and separately verified by the Finance
Director. Contingent commission payments are then approved by the Board. The
calculation for safety group shared earnings is calculated by an individual in the Finance
Department and then verified by the Finance Director. All future shared earnings reports
and commissions schedules presented to the Board for approval will be accompanied by
certification from the CFO stating either (i) that the schedules were prepared in accordance
with the filed or board-approved plans or (ii) setting forth specific deviations for Board
approval in the case of commissions. We believe these processes meet this
recommendation.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

" .Beacon

‘-.-"3'1._":1 Mutual Insurance Co.

Recommendation: 43

Beacon should perform an actuarial analysis of the CompAlliance program to determine
whether the discounts provided under the plan are justified. Documentation created at the
time of the implementation of the program in 1996 indicated that the cost savings would
be realized through changes in the premium calculation components within three to five
years, after which the credit might not be warranted. Eliminate the program if it is not
actuarially justifiable.

Beacon Response:

Accepted: Beacon is in the process of conducting a study relating to the CompAlliance
program to determine whether discounts provided under the plan are justified.

Addressed by Project Number: 3.19 Estimated Start Date: July, 2007
Project Name: CompAlliance Review Estimated Completion Date: October, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 44

Beacon should require independent confirmation from BCBSRI, or include BCBSRI
number, with application each year

Beacon Response:

Accepted: Beacon is in the process of conducting a study relating to the CompAlliance
program to evaluate the structure of the program.

Addressed by Project Number: 3.19 Estimated Start Date: July, 2007
Project Name: CompAlliance Review Estimated Completion Date: October, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 45

Beacon should require insured to provide name/personnel number of each employee in
BCBSRI program, along with individual’s payroll amount, to properly calculate
CompAlliance percentage

Beacon Response:

Accepted: Beacon is in the process of conducting a study relating to the CompAlliance
program to evaluate the structure of the program.

Addressed by Project Number: 3.19 Estimated Start Date: July, 2007
Project Name: CompAlliance Review Estimated Completion Date: October, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

24 Mutual Insurance Co.

Recommendation: 46

All safety groups must be filed with and approved by DBR before premium discounts can
be provided by Beacon. Actuarial justification for each of the Safety Group programs
should be prepared, and if not actuarially justified, the safety group discount will not be
allowed. Any subsequent change to a safety group program must be filed and approved
and, in general, safety group filings should be updated whenever Beacon adopts approved
NCCI advisory loss costs, files and obtains approval for an alternate rating system or files
and obtains approval for a loss cost multiplier (“LCM™).

Beacon Response:

Accepted: Beacon has filed Safety Group programs and agrees to file all future Safety
Groups with appropriate support. Safety Group discounts are provided only to members of
approved Safety Group programs. Beacon will also update safety group filings upon the
renewal of each safety group.

Addressed by Project Number: 07.06 Estimated Start Date: January, 2007
Project Name: Safety Group Rate Filing Estimated Completion Date: June, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

24 Mutual Insurance Co.

Recommendation: 47

Signed contracts between Beacon and each safety group should be obtained each year.
These agreements should be approved by the legal and finance departments and include the
following:

» A representation from the safety group regarding the qualifications of all of its members
including the qualitative characteristics that Beacon cannot easily measure such as safety
training attendance, etc.

» A complete description of amounts to be paid by Beacon for marketing or any other
purpose including performance expectations resulting from such payments.

» These agreements should incorporate a “right to audit” clause where by Beacon can, from
time to time, review the amount spent by the safety groups for these activities.

Beacon Response:
Accepted: Beacon has filed Safety Group programs and is formalizing the agreements

with Safety Groups as part of the Safety Group Rate Filing project (number 07-06). All
future new Safety Groups and renewals will be required to comply with the above.

Addressed by Project Number: 07.06 Estimated Start Date: January, 2007
Project Name: Safety Group Rate Filing Estimated Completion Date: June, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 48

Beacon should require formal documentation that each insured meets the criteria to belong
to a specific safety group; and update the documentation yearly at renewal, maintaining
such documentation in insured’s underwriting file.

Beacon Response:

Accepted: Beacon has filed Safety Group programs and formal documentation
requirements for insureds within the Safety Groups based on the criteria developed in the
Safety Group Rate Filing project.

Addressed by Project Number: 07.06 Estimated Start Date: January, 2007
Project Name: Safety Group Rate Filing Estimated Completion Date: June, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 49

Ongoing actuarial analysis should be undertaken for each safety program, and any criteria
established for membership that does not show a causal connection should be
discontinued.

Beacon Response:

Accepted: Beacon has filed Safety Group programs and is conducting actuarial analysis of
each Safety Groups as part of the Safety Group Rate Filing project (number 07-06).

Addressed by Project Number: 07.06 Estimated Start Date: January, 2007
Project Name: Safety Group Rate Filing Estimated Completion Date: June, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 50

Apply the correct SIC code for every insured, currently a default SIC code is used for
many insureds.

Beacon Response:

Accepted: SIC codes will be audited as part of the Quality Assurance project (number

3.9.1).
Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Estimated Completion Date: August, 2007

2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 51

Use a weighted average classification code rate or similar benchmark to identify potential
misclassifications and outliers within industries.

Beacon Response:

Accepted: Beacon will develop a review process to identify potential misclassifications
and outliers within industries as part of the Quality Assurance project (number 3.9.1).

Addressed by Project Number: 3.9.1 Estimated Start Date: April, 2007
Project Name: Establish Quality Assurance Estimated Completion Date: August, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

Beacon

4  Mutual Insurance Co.

Recommendation: 52

Accommodations should not be made for preferred or other agents. Agents should have no
influence over the pricing of accounts, outside of providing information showing that a
particular insured qualifies for a filed program or credit. The underwriting department
should price accounts according to the schedule rating and experience rating plans, as
modified by other filed and approved programs only, without exceptions.

Beacon Response:

Accepted: Beacon agrees with this recommendation and does not provide
accommodations to agents. Beacon will follow pricing plans filed with DBR and will not
provide any credits in excess of filed plans. In addition, Beacon will monitor agency
performance and has developed analytical tools as part of the Agency Management
Strategy project (number 3.8.1).

Addressed by Project Number: 3.8.1; 3.8.5 Estimated Start Date: February, 2007
Project Name: Agent Management Strategy Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 53

Beacon should discontinue the practice of paying for golf outings, out of state travel and
other gifts to agents, other than gifts of nominal or insignificant value.

Beacon Response:

Accepted: Beacon has already eliminated many entertainment related expenses and is
developing a formal policy for agent relations and entertainment. Total agency
compensation and management practices have been evaluated in the Agency Management
Strategy project (number 3.8.1) and Agency Compensation project (number 3.12).

Addressed by Project Number: 3.8.1; 3.12 Estimated Start Date: February, 2007
Project Name: Various Estimated Completion Date: October, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 54

It is our understanding that the underwriting department currently maintains control over
collections until a policy is cancelled for non-payment. This allowed underwriting to delay
collections for favored accounts.

All receivables greater than 30 days past due should be transferred to the finance
department to pursue collections. This will allow for a consistent collections policy (i.e.
not favoritism), improve collections results because finance will have the opportunity to
pursue collections earlier, and allow finance to better estimate the allowance for bad debt.

Beacon Response:

Accepted: Beacon is evaluating the structure of the past due collection process in the
Collection Process Consolidation project (number 3.4.4).

Addressed by Project Number: 3.4.4 Estimated Start Date: July, 2007
Project Name: Collection Process Consolidation Estimated Completion Date: October, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 55

The board of directors should approve the contingent commissions formulas and there
should be no deviation from the approved formulas.

Beacon Response:

Accepted: Beacon is documenting this process in the Contingent Commissions Process
project (number 3.4.2). Agent exceptions to contingent commission plans will be used
only as a result of unique circumstances. Any exceptions to the plan will be clearly
documented and will require board approval.

Addressed by Project Number: 3.4.2 Estimated Start Date: June, 2007
Project Name: Contingent Commissions Process Estimated Completion Date: August, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 56

The finance department should perform, or at a minimum verify, the contingent
commissions calculations, and they should be subject to internal audit review.

Beacon Response:

Accepted: Beacon performs the contingent commissions calculations in Finance. All
future contingent commissions schedules presented to the Board for approval will be
accompanied by certification from the CFO stating either (i) that the schedules were
prepared in accordance with the filed or board-approved plans or (ii) setting forth specific
deviations for Board approval in the case of commissions. This process will be subject to
internal audit review, yet to be developed.

Addressed by Project Number: 2.2 Estimated Start Date: January, 2007
Project Name: Hire CEO & Other Officers Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 57

Beacon should add a system control that does not allow a user to add a vendor ID that
already exists in the vendor master file

Beacon Response:

Accepted: Beacon's systems do not allow a user to add a vendor ID that already exists in
the vendor master file

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 58

Beacon should centralize the purchasing function to the finance department and extend the
functionality of the purchase order system to cover ALL purchases

Beacon Response:

Accepted: All pending contracts are required to be sent to the finance department and
reviewed by legal counsel prior to entering into any new engagements. We are also
reviewing this process in the Contract Management project (number 3.5)

Addressed by Project Number: 3.5 Estimated Start Date: June, 2007
Project Name: Contract Management Estimated Completion Date: August, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 59

Enact a three-way match for tangible items (purchase order-invoice-receiving report)

Beacon Response:

Accepted: Beacon currently conducts a three-way match for tangible items (purchase
order-invoice-receiving report)

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 60

The finance department should monitor all purchases and insure that the goods and
services being ordered:

» Have been approved by the appropriate level of management, or the board of
directors, if required,

» Are “necessary, appropriate, and convenient to administer” Beacon’s operations in
accordance with 2003 P.L. ch.410, 6, 10 and 13,

» Are in accordance with the budgets approved by the board of directors,

» Are in accordance with Beacon’s expense reimbursement policies.

Beacon Response:

Accepted: Beacon has several controls in place to monitor purchases and is currently
reviewing additional purchasing processes in the Contract Management project (project
3.5) and disbursements in the Disbursements & CEO Expense Procedures project (number

3.3.1)
Addressed by Project Number: 3.5; 3.3.1 Estimated Start Date: June, 2007
Project Name: Various Estimated Completion Date: November, 2007

2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 61

Beacon should perform a complete review and maintenance of the vendor master file
including:

e Eliminating dormant vendors,

» Correcting missing address information

« Eliminating duplicate vendor names

Beacon Response:

Accepted: Beacon is reviewing the vendor master file as part of the W-9/VVendor
Maintenance project (number 3.3.3). Multiple vendor names may be required in situations
where the vendor has multiple addresses or offices. We will address this risk by creating

an exception report if determined appropriate.

Addressed by Project Number: 3.3.3 Estimated Start Date: October, 2007
Project Name: W-9/Vendor Maintenance Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 62

Write-access to vendor master file including adding, editing or deleting vendors should be
limited to a subset of personnel in the finance department.

Beacon Response:

Accepted: Beacon will limit write-access to vendor master file, including adding, editing
or deleting vendors, to a subset of personnel in the finance department as part of the W-
9/Vendor Maintenance project (number 3.3.3).

Addressed by Project Number: 3.3.3 Estimated Start Date: October, 2007
Project Name: W-9/Vendor Maintenance Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

Beacon

4  Mutual Insurance Co.

Recommendation: 63

Additions to the vendor master file should be subject to the approval of the CFO and a
report of new additions should be provided to the finance manager, director and internal
audit for review.

Beacon Response:

Accepted: Additions to the vendor master file are currently approved by the CFO. We are
developing a report for the finance manager and internal audit to review as part of the W-
9/Vendor Maintenance project (number 3.3.3).

Addressed by Project Number: 3.3.3 Estimated Start Date: October, 2007
Project Name: W-9/Vendor Maintenance Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 64

An exception report of edits and deletions from the vendor master file should be provided
to finance department management.

Beacon Response:

Accepted: Beacon will provide an exception report of edits and deletions from the vendor
master file to finance department management as part of the W-9/Vendor Maintenance

project (number 3.3.3).
Addressed by Project Number: 3.3.3 Estimated Start Date: October, 2007
Project Name: W-9/Vendor Maintenance Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 65

Internal audit should regularly perform a look-back analysis on cash disbursement activity
related to new vendors added within the prior year for reasonableness.

Beacon Response:

Accepted: Beacon is currently developing an internal audit function. Once the function
has been staffed, this department will regularly perform a look-back analysis on cash
disbursement activity related to new vendors added within the prior year for
reasonableness.

Addressed by Project Number: 2.2 Estimated Start Date: January, 2007
Project Name: Hire CEO & Other Officers Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 66

Add system control that does not allow a user to add a vendor name that already exists in
the vendor master file.

Beacon Response:

Alternative Solution: Multiple vendor names may be required in situations where the
vendor has multiple addresses or offices. We will create an exception report if determined
appropriate as part of the Disbursements & CEO Expenses project (number 3.3.1).

Addressed by Project Number: 3.3.1 Estimated Start Date: August, 2007
Project Name: Disbursements & CEO Expenses Estimated Completion Date: November, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 67

All disbursements should be mailed to the address in the vendor master file with very few
exceptions. Commissions checks may be one of these exceptions, if senior management

believes it is necessary and appropriate, on a very limited basis, to hand-deliver checks to
agents.

Beacon Response:

Accepted: It is Beacon policy to hand-deliver vendor checks on an exception basis only. A
report of hand-delivered checks will be reviewed by the CFO.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 68

Add a system control that prevents the issuance of a payment to a vendor whose vendor ID
does not exist in the vendor master file

Beacon Response:

Accepted: Beacon's system does not allow the issuance of a payment to a vendor whose
vendor ID does not exist in the vendor master file

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

Beacon

4  Mutual Insurance Co.

Recommendation: 69

Implement a standalone employee expense reimbursement system and regularly reconcile
this system to the actual payments generated from AP date.

If possible, remove employees as vendors from the AP system and process the
reimbursements through the new system.

Beacon Response:

Accepted: A standalone employee expense reimbursement system will not be required to
track employee expense reimbursements. Beacon has developed a field within the current
reimbursement system to track employee reimbursement and perform other analysis
related to employee reimbursements.

Addressed by Project Number: 3.18 Estimated Start Date: Completed
Project Name: Employee Expense Coding Estimated Completion Date: Completed
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

Beacon

4  Mutual Insurance Co.

Recommendation: 70

Formalize, in writing, the check signing limits and procedures. Make it known that second-
signers on checks are vouching for the reasonableness of the payments.

Beacon Response:

Accepted: Beacon currently has check signing limits and formal procedures. In addition,
Beacon will develop additional communication regarding the responsibility of second-
signers and the reasonableness of the payments which they authorize as part of the
Disbursements & CEO expenses project (number 3.3.1).

Addressed by Project Number: 3.3.1 Estimated Start Date: August, 2007
Project Name: Disbursements & CEO Expenses Estimated Completion Date: November, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 71

Under the current processing, checks of $5,000 and below are printed with two
automatic signatures and no handwritten signatures are required. Given the fact that
there is no independent review of the reasonableness of these checks outside of the
originating department, this is disbursement risk. Beacon should require either:

* Anindependent review of these expenses for reasonableness and compliance with
policy and budgets, and/or

* A manual signature for someone outside of the originating department.

Beacon Response:

Accepted: Beacon is developing controls to conduct an independent review of the
reasonableness of checks outside the originating department as part of the Disbursements
& CEO expenses project (number 3.3.1).

Addressed by Project Number: 3.3.1 Estimated Start Date: August, 2007
Project Name: Disbursements & CEO Expenses Estimated Completion Date: November, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 72

Beacon has weekly check runs, which should be sufficient enough to process all payments
by their due dates. Do not allow for checks to be cut outside of the weekly check runs.

Beacon Response:

Alternative Solution: There could be a business need to cut checks outside of weekly
check runs. Beacon has discontinued the ability to cut manual checks. All checks cut
outside of the weekly check runs are subject to approval required for all other payments.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 :Beacon

i "?1 Mutua! Insurance Co.

Recommendation: 73

Eliminate the ability to generate checks directly from the PayBase system. All checks cut
from the PayBase check writing system should be sourced directly from MAS200, Payroll
or PowerComp without exception.

Beacon Response:

Accepted: Beacon has already eliminated the ability to generate checks directly from the
PayBase system. All checks cut from the PayBase check writing system are sourced
directly from MAS200, Payroll or PowerComp without exception

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 74

The board of directors should be provided a listing of the 100 largest vendors on an annual
basis along with the descriptions of the services provided or goods received from each
source

Beacon Response:

Accepted: Beacon will develop a listing of the 100 largest vendors and incorporate this
into the Improve Board Reporting project (number 3.6), or the number of vendors the
board determines appropriate.

Addressed by Project Number: 3.6 Estimated Start Date: Complete
Project Name: Improve Board Reporting Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007

Beacon

4  Mutual Insurance Co.

Recommendation: 75

Guidelines for charitable contributions should be revised and followed and should be
evaluated based upon the needs of the community, and not the association that a charity
may have with board members, management or agents.

Beacon Response:

Accepted: Beacon adopted interim guidelines that limit its charitable contributions, while
it is in the process of reviewing its policy and its application. The Beacon Governance
Committee has prepared draft guidelines for charitable giving, which are being reviewed
by and will be presented to and approved by the Board.

Addressed by Project Number: N/A Estimated Start Date: May, 2006
Project Name: Review/Modify Charitable Guidelines Estimated Completion Date: October, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 76

The board of directors, or finance committee should be provided with a detailed
breakdown of the expenses charged to the “Allowances to Agents” general ledger
accounts. The budget for this account should be limited to those expenses “necessary,
appropriate, and convenient to administer” Beacon.

Beacon Response:

Accepted: Beacon will provide a detailed breakdown of the expenses charged to the
"Allowances to Agents" accounts to the board of directors and will incorporate this into
the Improve Board Reporting project (number 3.6)

Addressed by Project Number: 3.6 Estimated Start Date: Complete
Project Name: Improve Board Reporting Estimated Completion Date: Complete
2007 2008

JAN | FEB MAR APR MAY JUN JUL AUG | SEP OCT NOV DEC| JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC



Beacon Plan Address to DBR Recommendations — June 29, 2007

4  Mutual Insurance Co.

Recommendation: 77

Beacon should amend its travel policy for employees, and only allow travel expenses for
trips with a clearly documented true business purpose. Beacon should also discontinue the
practice of paying for spouses of executives to travel out of state with their spouse on
Beacon business.

Beacon Response:

Accepted: Beacon's travel policy only allows expenses for trips with a clearly documented
true business purpose. Any exceptions to this policy require CEO or Board approval.

Addressed by Project Number: N/A Estimated Start Date: Complete
Project Name: N/A Estimated Completion Date: Complete
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 78

Beacon should ensure that in all situations where they are required to report the taxable
nature of an arrangement, such as the agreement with Cornerstone to provide free rent, that
this information is provided to both the IRS and the person who has received the taxable
benefit using the appropriate tax form. In general, arrangements, such as the free rent for
Cornerstone are not a good or common business practice, and should be avoided in the

future.

Beacon Response:

Accepted: Beacon agrees that the taxable nature of all arrangements should be reported on
the appropriate government form in a timely manner.

Addressed by Project Number: 3.3.3 Estimated Start Date: October, 2007
Project Name: W-9/Vendor Maintenance Estimated Completion Date: December, 2007
2007 2008
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Beacon Plan Address to DBR Recommendations — June 29, 2007 B 'Beacon

4  Mutual Insurance Co.

Recommendation: 79

Beacon should discontinue the practice of paying for corporate memberships to country
clubs in order to entertain agents and others, and they should also discontinue the practice
of paying for private memberships to country clubs for the benefit of its senior
management staff. Paying for and sponsoring golf outings are in general an extravagance
that is not necessary for the conduct of business at Beacon.

Beacon Response:

Accepted: Beacon discontinued all country club memberships in 2006 and is reviewing
and revising a formal policy for agent relations and entertainment. Total agency
compensation and management practices have been evaluated in the Agency Management
Strategy project (number 3.8.1) and Agency Compensation project (number 3.12) and we
are formalizing our compensation and management strategy for agents.

Addressed by Project Number: 3.8.1; 3.12 Estimated Start Date: February, 2007
Project Name: Agent Management Strategy Estimated Completion Date: October, 2007
2007 2008
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