AVATAR Property & Casualty LLC

ANTIFRAUD PLAN STATEMENT

INTRODUCTION

Fraud — An Insurance Problem

It is our belief that most insured’s and claimants are honest people who deserve to have their
legitimate covered losses paid promptly. However, each year thousands of people submit claims to
their insurance companies seeking payment for losses that either did not occur or for which the
coverage should not have been issued in the first place. Such fraudulent acts are perpetrated by
people from all walks of life.

Similarly, most employees of insurance companies and related industries (independent
adjusters, physicians, repair shops, rehabilitation facilities, etc.) are honest people simply doing their
job each day.

But when someone has purposely set out to conceal the truth, extensive investigations often
are necessary: a tedious, time-consuming and financially expensive process, but one that is
necessary to protect the interests of both our honest policyholders and our company.

While fraud may never be completely eliminated, it can be decreased when existing and
prospective insured’s and others who may be tempted to commit fraud learn that we have the
personnel and skills to recognize these claims, and that such personnel are able to separate honest
claims from suspicious ones.

Objectives — An Overview
The major objective of AVATAR Property & Casualty LLC antifraud plan is to recognize and deter
fraudulent insurance activities. Specifically, we are committed to preventing fraud:

() involving work-related activities of our employees; and,

(b) resulting from misrepresentations by applicants and proposed insured’s on insurance
applications and related underwriting/medical statements; and,

(c) when claims are filed, including misrepresentations in claims forms and related documents.



Additional objectives of our antifraud plan are to have established procedures for the reporting of
actual and suspected insurance fraud to the appropriate law enforcement authorities, and for the
reporting of fraud-related data to the appropriate insurance commissioner and other applicable
regulatory personnel, as required. Lastly, a final objective is to encourage and require each
employee, to the best of his or her ability, to fully cooperate with law enforcement and regulatory
authorities in the prosecution of insurance fraud cases.

FRAUD PREVENTION

From the initial completion of the application, through the underwriting process, and finally to
the issuance and servicing of the policy, there are numerous “checks and balances” in place to
minimize the possibility of insurance fraud.

The completed application is sent directly to the corporate office New Business Unit where it is
reviewed for completeness. The application then is assigned to an underwriter appropriately trained
to assess the risk in question and verify certain information in the application. Applicant’s prior
insurance-related activities are assessed. The results of all these “investigative” techniques become
part of the applicant® file. Any discrepancies or questionable matters are referred to appropriate
underwriting supervisory personnel; if deemed appropriate, the case will be referred to the SIU for
further investigation.

Upon approval of the application the appropriate policy pages are assembled; true and
complete photocopies of the original application and related documentation are attached to the policy;
and the policy is mailed directly to the policyholder.

The entire process involves many people in different areas involved all along the way. But this
process also helps minimize the chances of one or more individuals planning and accomplishing an
act of insurance fraud against the company.

Special Investigations Unit

AVATAR Property & Casualty LLC has contracted with TSI Investigations inc. — a nationally
recognized provider of consumer investigative reports and special investigation services — to serve as
our Special Investigative Unit (SIU). As such, SIU Services provides us with training, review of
possible fraudulent claim files, in-depth investigation of those claims suspected to be fraudulent,
assistance in reporting such findings to the appropriate regulatory and police authorities, and
reporting of such SIU activities to various insurance regulatory agencies as required by state statutes
and/or regulations.

CLAIMS REVIEW AND INVESTIGATIONS
A claim is reported to the AVATAR Property & Casualty LLC Claims Department, similar
safeguards are in place to decrease the opportunity for fraudulent or otherwise criminal activity.
Claims which are determined to have two or more “Red Flags” are signed to The SIU unit for review.

Additionally, through the Special Investigative Unit (SIU) services provided by SIU Services, as
described earlier, we have direct and near-immediate access to its SIU Director of Compliance and
SIU Director of Investigations. Their responsibilities and authority are investigative and consultative
in nature; also, they coordinate and actually report all SIU and fraud activity directly to the regulatory
agencies requiring such reporting.

REPORTING OF SUSPECTED FRAUDULENT ACTIVITY
When fraudulent activity is suspected, either in the application, underwriting, or policy issuance
and/or service areas, or regarding a claim situation, employees are instructed to refer such
suspicions to their supervisor, who in turn will refer the case to the SIU Unit. The SIU Unit then
contacts the appropriate insurance regulatory authorities for guidance in complying with the reporting




requirements in effect at that time. Depending on the particular state compliance requirements and
the specific instructions received from the regulatory personnel, senior management will decide
whether or not to report such suspected fraudulent activity to the appropriate federal and/or local law
enforcement authorities as well.

Serving as our Special Investigative Unit (SIU), ST Investigations inc. coordinates and makes
all periodic, routine reporting to the insurance regulatory agencies requiring such reporting. In the
event of an actual prosecution of a suspected fraudulent activity, the SIU handles all necessary
information with the appropriate regulatory and law enforcement authorities.

Whenever requested, and to the best of its ability, AVATAR Property & Casualty LLC is
committed to fully cooperating with and assisting state insurance regulatory personnel and/or law
enforcement authorities in their investigations and possible prosecutions of such fraudulent activities.

CIVIL ACTIONS or alleged fraudulent activities against AVATAR Property & Casualty LLC would be
referred to our Corporate Legal Department for review and recommendations. As our attorneys so
advise, we may coordinate litigation efforts with other insurers similarly involved and may utilize the
assistance of the Special Investigative Unit (SIU) contracted through SIU Services.

AVATAR Property & Casualty LLC is committed to eradicating insurance fraud, whether
perpetrated internally by our own employees or externally by applicants, policyholders or
beneficiaries; and we will aggressively pursue legal remedies to all such fraudulent activities.

To this end, we intend to bring suit in the appropriate court of proper jurisdiction against any
person who has injured AVATAR Property & Casualty LLC by their participation in a fraudulent act, to
recover ordinary damages (including attorney’s fees and other costs incurred by such legal action)
and punitive damages, as appropriate.

Employee Anti-Fraud Training

AVATAR Property & Casualty LLC carefully screens potential employees for honesty and
integrity; we are interested in applicants with a long-term career orientation, rather than simply filling
our desks with “warm bodies.” The low rate of turnover throughout our company testifies to our
success in attracting and retaining a stable work force.

Employees of the Claims, Customer Services, New Business, Sales, and Underwriting
departments and other integral staff members complete an annual anti-fraud training course. This is
accomplished through a strategic alliance with the North American Training Group. The course is
provided in-house or via the internet.

Completion of this course is required of all new employees within the first three months of
initial employment in one of these departments; refresher courses are required at least annually
thereafter. More in-depth training, both internal (company-sponsored) and external (industry
seminars, and contracted), is provided to our Claims Department employees to address the issue of
insurance fraud.

Underwriters and support personnel of the underwriting staff are regularly reminded of the
potential for insurance fraud through case discussion, review of advisory bulletins, and participation in
local, regional and national underwriting seminars through the SIU Unit. AVATAR Property &
Casualty LLC subscribes to multiple insurance departments’ (and other regulatory agencies’)
antifraud bulletins that are available, and also receives regular correspondence from several industry
and private antifraud and investigative agencies. All such “alerts” are reviewed carefully and are
checked against our records to determine whether we have any relationship with such potentially
fraudulent cases. Additionally, as new fraudulent schemes are uncovered by industry, regulatory
and/or law enforcement personnel, such information is communicated to our affected employees by
the SIU Unit so that our employees are better positioned to detect and report any suspected
fraudulent activity as outlined herein.



CLAIMS TRAINING

In addition to general, companywide training efforts that have already been addressed herein,
the training of claims personnel for fraud recognition and deterrence includes one-on-one
personalized instruction and guidance. Additionally, several times each year on a regular basis,
claims personnel participate in industry-sponsored seminars and workshops directly related to all
facets of claims, including but not limited to the prevention and detection of fraudulent claims activity.

ST Investigations inc. has provided a list of “red flags” and “red flag events” (fraud indicators)
to assist Life Claims personnel in detecting potential fraudulent situations. This expounded list is
attached as an addendum to this Statement and is reviewed annually by all Claims personnel.

Additionally, training is provided us by ST Investigations inc. in their capacity of serving as our
Special Investigative Unit (SIU). Such extensive training includes the following instructions/materials:

@ Fraud Detection Manual -- Included therein are: guidelines for identifying and handling
suspected fraudulent claims; SIU referral procedures for cases; steps required in the
management of fraudulent claim investigation; legal issues and procedures; state
compliance procedures; state referral procedures; and, the identity and location of all
SIU personnel, including addresses and telephone/fax numbers.

2 SIU Newsletter -- A quarterly newsletter updating personnel on antifraud issues,
legislative activity, results of antifraud activity, and current trends is distributed to all
employees involved in claim antifraud efforts.

3 Management Reports -- Quarterly (or monthly, depending on need) management
reports for senior officers which include: the number and identity of cases referred to
the SIU; the nature of the claim involved; the reason for referral to the SIU; the
disposition of the case (investigated, returned for settlement, etc.); and any referrals to
state fraud divisions, including the case name, date of referral, and disposition or
status of referred cases.

4 Alert Notices -- Notices of current trends or events requiring immediate attention.

5) Investigative or Antifraud Articles — Articles of interest and educational value to
antifraud personnel on their Web site.

(6) Links to Other Web Sites — Other Web sites of interest can be found on their Web site,
such as www.usclaimnet.com, www.fraudnews.com and www.InsuranceFraud.com.

SIU Staff Training

All SIU investigators have an average of 10+ year's investigative experience. All have
knowledge of evidence and courtroom procedures. In addition to ST Investigations inc.@internal
training programs, which include insurance procedures, policy language, and investigative
procedures, these investigators are required to participate in frequent external training and skill
development programs pertinent to individual specialized investigative functions,

Specific to individual state requirements, statutes and regulations, SIU members receive
copies of these requirements, etc., and must be knowledgeable of them and their responsibility under
such requirements.



AVATAR Property & Casualty LLC has available to its entire staff, all the resources of ST
Investigations inc., including (but not limited to) internal and external databases and SIU Services’
investigative personnel.

SUMMARY

AVATAR Property & Casualty LLC management is aware of the responsibility to the public and
to our customers to detect and prevent insurance fraud whenever and however possible. The
measures described in this statement are illustrative of our general posture toward the detection and
prevention of such fraud. Our efforts in this regard, however, may be expanded or go beyond the
usual procedures when necessary due to individual circumstances which warrant such additional
action.



ADDENDUM

Red Flags and Red Flag Events

While the best red flag is the “gut feeling” — basic instinct — of the experienced claims
examiner, there are a number of indicators that can (and should) raise suspicion in the mind of the
Life Claims employee. If three or more of the following indicators are identified, the case should be
referred to SIU Unit for review and evaluation:

General Indicators

A post office box (P.O. Box) is used for the mailing address, rather than a regular street
address.

The claimant consistently uses overnight express services (such as FedEx) or hand-delivers
the claim materials, rather than using the US Postal Services.

The claimant requests proof-of-loss forms and instructions on how to file a claim before the
loss has actually occurred.

The initial claim contact is made by an attorney, or the services of an attorney have been
contracted before the claim has been filed with the company.

The claimant becomes unusually “pushy” or demanding; insists on prompt action shortly after
the claim is filed; or follows up with frequent telephone inquiries regarding the status of the
claim. When claim settlement is not quickly offered by the company, the claimant's
immediate response is to threaten legal action or to contact an attorney, threatens to call
regulatory authorities (such as the state insurance department), or threatens to “go over the
head” of the claims examiner and to report the matter to his or her superiors.

The claimant becomes hostile when asked to provide needed documentation to support the
claim; or is unwilling to provide authorization for the release of personal or medical
information; or refuses to give a written or recorded statement regarding the loss.

The coverage amount had been increased shortly before the claim occurred.

The loss (claim) occurred within a relatively short period of time, such as three months or less,
after the coverage went into effect; or, the loss occurred shortly after the contestable period
expired.

An inordinate amount of documentation supporting or proving the claim was submitted with the
initial claim report, especially when such materials were not specifically requested of the
claimant, giving the appearance that the claimant has been through this process previously.
The claimant seems inexplicably well-versed in insurance claims procedures and/or medical
terminology; or, conversely, has worked for an insurance company or law enforcement
agency in the past.

After the claim has been initially rejected or questioned for payment, the claimant then submits
revised information and/or documentation to further bolster the credibility of the loss.

The loss (or the proximate causes for the loss) occurred in a foreign country; the
documentation supporting the loss is from foreign hospitals, doctors, police or other



governmental agencies; or the death certificate was issued by a foreign government.

Incomplete (or vague) answers are given to “key” questions on the proof-of-loss forms.
Important details are not included or are “forgotten” until after the claim is questioned.

A police report was not completed at the time of the accident, and no reasonable explanation
can be given for not doing so.

An accidental injury occurred on private property with no witnesses — other than, perhaps,
someone who stands to gain financially by the loss and subsequent claim.

The medical provider's or attending physician’s “signature” is hand-stamped, rather than an
original signature; or the hand-writing and/or typing on the separate claimant and
provider/physician forms are similar.

Medical and other claim forms, etc., appear to have been altered or “white out” was used;
reports from medical providers are on plain stationery, rather than letterhead paper;
misspelled or inappropriate/misused medical and/or legal terminology is used; or
photocopied documents appear to include different kinds of typewriter, ink or handwriting
entries.

Medical records have been submitted by the claimant, rather than being sent directly from the
physician or other health care provider.

Add additional as needed
Personal Property

Does the claim include alarge amount of cash?

Does the claim include numerous family heirlooms?

Was al of the property inherited from a deceased relative (especially onein a
foreign country)?

Does the claim include any of the invoices or receipts for the items claimed lost?
Does the insured have invoices or receipts for al of the items clamed lost?
Does the insured have invoices for items claimed lost, but not for the items not
stolen?

Are the receipts suspicious in any way (e.g., have no invoice number, charge no
salestax)?

Isthe insured willing to accept an inordinately small settlement rather than
document all claimed losses?

Has any of the property lost or destroyed been advertised for sale?

Does the claim include the loss of numerous appraised items?

If yes, was the property appraised by someone without expertise in the field
Isthe appraisal handwritten?

Does the appraisal misspell items (e.g., Porcelin, Koogeran, Emerrild, karatt,
carot, Rollex, or Carteer)?

Is sterling silver described as having a Hallmark EPS (electro-plated silver)?
Has the name of the appraiser been rubber stamped on the document?

Is the appraisal dated?

Isthe appraisal signed?



Is the name of the appraiser legible and printed on the form?

Does the gem stone appraisal reflect color, cut, and quality?

Does the diamond appraisal show color, cut, quality, and carat weight?

Doesthe jewelry appraisal show the carat quality (e.g., 14 K, or 18 K)?

Doesthe art appraisal state the name of the artist, the medium used, the material on
which the art was painted, the date the art was created, or the provenance of the
piece?

Does the oriental carpet appraisal show the city of origin, the materials used (e.g.,
silk, wool), the design, the dimensions, quality, or age?

Was the appraisal performed free of charge?

Was the appraisal performed from photographs?

Is the appraisal more than 18 months old?

Is the appraiser located more than 30 miles from the insured’ s home or business?
Isthe loss claimed for the total contents of the business or home including items of
little or no value?

Arethe policy limitsin excess of the values at hand?

Are the losses questionable, e.g., ahome stereo stolen out of acar, or afur coat
stolen on atrip to Tahiti?

Arethelossesitems of significant value that were recently purchased?

Isthe claim of avalue that is beyond the apparent means of theinsured, e.g., a
$15,000-a-year janitor claims that he bought, for cash, and then had stolen a
$40,000 diamond ring.

Has a claim been made for extremely valuable and unique items that are difficult to
sell, but not for those items which are valuable but easy to sell?



