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IMSA Membership IS Valuable!!

One of the recurrent questions we often ask here is what I call the
“Bang for the Buck” question. Essentially, it boils down to this. Is it
really worthwhile to belong to IMSA?”

Well, Georgia State University’s Center for Risk Management and
Insurance Research has recently completed a study that will help you
answer with a resounding, “YES!” Conducted by Dr. Robert Klein and
Dr. Martin Grace, the study entitled “The Economic Consequences
of Voluntary Quality Certification Programs,” applied academic vigor
(and rigor) to an immense body of industry data and came up with some
findings that I think will more than justify your IMSA membership.
Here are some highlights:

IMSA Companies Save Money

Savings

According to the study, IMSA-qualified companies are associated
with

* Almost atwo levels higher A.M. Best ratings,

* 4% higher Return on Equity,

* 8% increase in cost efficiency,

* 3% increase in revenue efficiency,

* 27% lower legal fees and expenses, and

* 88% lower investigation and policy settlement expenses.

Just a short editorial insert from the report on legal fees: The study
says that “for the average firm, we see a reduction in legal fees of
approximately $217,000 for member companies relative to a similarly
situated nonmember. In addition, we see cost reductions associated
with membership in each of these categories ranging from $73,000 for

inspection report fees to $630,000 for investigations and settlement
expenses.”

Conversely, companies that are not IMSA qualified have

* 3.2 - 4% higher lapse rates,

* 10% higher rate of regulatory discipline, and

* 67% higher ranking on the study’s Justified Complaint Index.

At a recent meeting with Brian Atchinson, I brought up the report and
was pleased to hear him say how valuable it was to both IMSA and
the industry because it was an independent study with wide-ranging
data evaluation and study that unequivocally documented the positive
impact of IMSA membership.

You can read the full study is available in the member section of the
IMSA website at www.IMS Aethics.org.

I’d like to close this article with a quote from one of the concluding
paragraphs of the study:

Together these results imply that there are benefits to shareholders
(and mutual policyholders) from IMSA membership in a number
of dimensions. Firms with lower lapse rates are likely providing
customers with products that are more likely to meet their needs.
Thus, IMSA members appear to sell more appropriate products
to their customers. Lower lapse rates also may indicate greater
consumer satisfaction with and “loyalty” to their insurer. Both of
these effects are beneficial to insurers as well as policyholders.
Future creditors (current policyholders) also benefit from associating
with an IMSA member as the average IMSA member has a higher
A. M. Best rating and higher levels of economic efficiency. Current
policyholders and their beneficiaries also benefit by purchasing
insurance from an IMSA member as members experience lower
levels of consumer complaints. Finally, policyholders and owners
also benefit from increased economic efficiency. Product costs are
lower and firms are capable of selling more products.

Be sure to forward this on to your marketing guys as well as your
CFO!
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Handbook Revision Ready to Go to IMSA Board

IMSA received comments from member companies and Qualified
Independent Assessors on the draft revised version of IMSA’s Assessment
Handbook (the “Handbook™). Highlights include:

» Support for the Topic Based Approach to Assessment.

» No objection to the introduction of mandatory indicators.

» General support (with some exceptions) for introduction of
a suitability standard applicable to annuities and long-term care
insurance products.

» Concerns about combining the Supervision and Monitoring
standards.

» Support for having written policies and procedures or comparable
documented evidence.

» Support for the introduction of “Templates” provided they are
promoted as “useful tools” and not checklists for compliance.

» Support for the effective date, compliance date and implementation
dates associated with the new standards.

IMSA’s view was that the comments submitted contained substantive
insights regarding these key issues as well as technical comments.

The Standards Review Committee met in New York on August 24 to
review the comments following the summary above. As usual, this was
a productive and lively meeting with plenty of discussion and, ultimately,
consensus on recommendations on each of the topics mentioned to IMSA’s
Board of Directors for their final approval of the 2006 revised edition of the
Assessment Handbook.

I won’t take the time here to go over every issue we discussed, but I do
want to comment on the 4 topics I outlined in our July update:

1) Topic Based Approach: This is, of course, the key change. There
was widespread support for this from the companies, and almost no
opposition. (What comments were made were more of a technical nature,
i.e., concerns about the impact on systems set up using the old indicator
numbering.) A few Qualified Independent Assessors comments voiced
preference for continuing with the current system, but these were couched
in language and argument that suggested there was more concern about
abandoning the Principles (something IMSA is NOT about to do). There
was wide agreement that this approach is easier to understand and follow
while it maintains the high IMSA standards and the rigor of the time-tested
assessment process now in place.

One Company did ask me at the meeting for my views on the impact of

2006 IMSA Standards Training

this change. I see the impact as minimal. We will have to change our
software to reflect the Topic Based Approach, but we have already begun
that work and will have a KP4 IMSA 2007 edition of this software tool
available soon.

2) The Principles: There continues to be universal support for the 6 IMSA
Principles. Companies and Qualified Independent Assessors want them to
continue to be the basis of the standards. To emphasize this, the Standards
Review Committee has recommended that they be placed prominently
upfront of the Handbook along with some further explanations as to how
they work and what there overall importance is. The Committee also
recommended extracting them from the body of the Handbook where they
seem to intrude into the text, which is organized around the topics and
sub-topics.

3) Combining questions 6.2 and 6.4: IMSA led into the discussion by

sharing the views of the Standards Advisory Committee (representatives
from industry organizations and consumer groups) that these were two
completely separate topics, and that is where our Committee wound
up. Part of the issue was the overlap of evidence given by companies
managing independent agents where the supervisory responsibility has
been delegated to third parties. The Committee recognized this potential
for overlap, but also saw the distinction of ownership of and responsibility
for these two functions, supervising and monitoring, which are often
completely separate, especially with career agency companies. Bottom
line, the Committee recommended keeping these two questions separate
and distinct, as they have been historically.

4) Numbering: Companies recognize that an address for each indicator will
be needed for systems purposes. On the other hand, advocates of the Topic
Based Approach see its clarity as a benefit which would be compromised
by cluttering the text with numbers, which seemed to be confusing to a
significant section of users. The Committee is recommending that the
text be left as it is (unnumbered and unlabeled) but that a “helpful user’s
tool” be added as an appendix which will present a set on numbers/labels
that companies can use for systems purposes. IMSA has also developed a
useful indicator map showing where the current indicators fit into the Topic
Based Approach.

These recommendations and others will be presented to IMSA’s Board
of Directors in September. IMSA will then move ahead with the Board-
approved material to prepare for the training sessions scheduled for
November and December. Please read on to find out more on these!

IMSA will host training for the new IMS A Assessment
Handbook including the upgraded standards that are
currently under development.

Training sessions on the new standards will be held in
Washington, DC, Chicago and Scottsdale for member
company representatives, Qualified Independent
Assessors, and Associate Assessors.

These two-day sessions will include an IMSA 101

Workshop the morning of Day 1, followed by training
on the new IMSA Standards.

All Qualified Independent Assessors and Associate
Assessors will be required to attend one of these
training sessions. Company representatives are
strongly encouraged to attend the training sessions
to learn about the new standards and how they
may impact your company’s self-assessment and
independent assessment activities.

Training Dates:

November 7-8, 2006
Chicago, IL

November 29-30, 2006
Washington, DC

December 6-7, 2006
Scottsdale, AZ
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Protecting the Integrity
of the IMSA Process

IMSA reported at the ACLI Compliance
Section meeting that they will be exploring
ways to protect the proprietary use of the
new IMSA Assessment Handbook and its
standards exclusively by IMSA qualified
companies and independent assessors. IMSA
recognizes the importance of the standards
developed by IMSA qualified companies and
independent
assessors and
will  make
every effort
to protect
against their
unauthorized
use.

I was so glad to hear this because for years
I’ve been hearing from a company here
and another there how they are not IMSA
members, but they are meeting the IMSA
standards. How they can determine this I
don’t know. First of all, the company has to
know what the current IMSA standards are,
and this information is not ethically available
to non-member companies. Secondly, they
would have to do a self-assessment and
provide documentation and other evidence to
attain a standard of “reasonable assurance”.
Thirdly, they would have to engage a
Qualified Independent Assessor to affirm
their self-assessment. Then, they would have
to have their CEO and Chief Compliance
Officer sign the IMSA documents, pay annual
membership dues and meet IMSA’s on-going
reporting requirements.

In the past, there may have been some
excuse for not being an IMSA member and
trying to meet the standards in the hope of
attaining membership. I believe those days
are past. Either a company can meet the
IMSA standards as determined by going
through the rigorous assessment process or it
can choose not to be a part of the industry’s
ethical market conduct and standards setting
organization. But it can no longer use this
disingenuous posture. IMSA is coming
into its own and is doing the right thing it
protecting the integrity of its process and all
the hard work member companies have done
to attain IMSA membership.

Best Practice Corner

Be sure to check here every quarter for three
best practices we have found in out IMSA
practice. They may give you some ideas on
continuous improvement! Looking for best
practices and sharing them with our clients has
been a key part of our practice since day one.
Hope you find these interesting and useful!

1. Training And Supervising Independent
Producers

dealers. They require sales illustrations with
each sale, have them run centrally and keep a
data bank of every illustration run. These are
indexed by agent and product and date and
give management a unique tool for keeping
an eye on what’s happening without being too
intrusive.

3. Regular usage reports on printed
materials.

One of the areas that is often challenging is
training and supervising independent producers,
especially those who have no agency manager
or broker-dealer. We gave an Excelsior award
to a company who requires all independent
agents who sell their product to take a test and
score 100% before they will be appointed. The
test deals mainly with product features but
includes some compliance elements. Once the
agent is appointed, the company requires them
to respond within 24 hours to any complaint.
If no response is received, the appointment
is terminated. All this is overseen by outside
counsel and appears to be working very well.
Agents keep signing on and sales for this
company are breaking records.

2. Monitoring Independent Producers
(and other things!)

One company has a unique way of monitoring
the new business practices of their independent
agents who are supervised by third party broker

This sounds like a no-brainer, but you would
be surprised at how many companies, and I
include larger ones here, have no idea of how
many copies of printed materials are actually
used or of what the costs are associated with
each. We recently awarded a company an
Excelsior Award for a monthly report that
showed by category, individual piece as well
as office and region, the usage and cost of each
item available to their producers. Not only is
this a cost-control must, beloved by CFO’s,
but it provides a wealth of documentation that
can be used to satisfy many IMSA consistent
use and monitoring indicators. On this report
you can quantify pieces on written support of
the Principles and Code, Recruiting pieces,
product descriptions and brochures, training
materials, customer communications as well as
advertising and sales materials. You can also
see who’s using what, where and when, and
who’s not using what should be used! And, oh
yes, you can save a ton of money by eliminating
those materials that are not being used.
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Insurance Compliance Insight

At the ACLI Compliance Meeting, I met an old friend who is now working on a new compliance
weekly. He’s sent me a PDF of the first issue, dated Sept. 4 and asked me to pass it along to you
for a free look-see. And a discount. Here are some highlights from the publisher, Larry Hamm:

* Our focus will be strictly compliance and we will include compliance professionals in our
coverage to a greater extent than has been done in the past.

e Our intent is to provide information that will help compliance folks do their jobs better, set
and maintain high ethical standards, and keep their companies out of trouble.

e We’ll cover p/c and a full range of issues on the life side (suitability, supervision, fixed,
variable and indexed annuities, long-term care and disability policies, etc). We will not
cover health, workers’ comp, surplus lines or other specialty markets.

* We are conducting the only salary survey designed specifically for insurance compliance
professionals. A link to the online survey will be on our Web site and we encourage
everyone -- subscriber or not -- to participate. Subscribers will get our full report, but we
will also provide a summary of the results will also be posted to provide value for

everyone who participates.

The Web site is still a work in progress, but the publisher has promised to pass along the
URL once it is up and running. If you would like a sample copy please email Ken Kalis

at kkalis @kkalis.com .







