+May Update

| am continually embarrassed by
people who point me out as an
example of what can be done without
training. Kathryn Elizabeth "Kate" Smith May 1, 1907

Dear Friends: The flowers of May have come, and some are already
gone! We are keeping a few of them here graphically for your
enjoyment, and, of course, to remind you that what you are reading is
in our May Update. To bolster this point, we have included also
guotations from famous people born in Higay
holidays, Mot her 6s Day and Memori al . We

Below is some news of interest from the world of life insurance compliance along with our
two current progress reports on Compliance Certification and Good Compliance Writing.
Alsointhi s mont hés Update is Part |1l of our
trust you will enjoy all of the content.

Ken Kalls

505-0705
215-9124 cell

‘-‘-",'? The Ken Kalis Insurance Compliance Monthly Update is published by Kenneth J. Kalis, and all its content reflects
! the opinions and views of Kenneth J. Kalis only and not any other insurance compliance organization.

Not reading this stuff? Just send back an email with Thanks, but no thanks! In the subject line and we will make
sure you are not bothered again.

"Three grand essentials to happiness in
this life are something to do, something to

love, and something to hope for."
Joseph Addison, born May 1, 1672
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New Compliance Certification Process

At the October 2010 LHCA meeting, some company people expressed an interest in
developing a new compliance certificati
Approval 6 to those qualifying. Of cour g
be defined. Some of those interested did not want to walk away from all of the work
they had done in building an ongoing system of monitoring for IMSA, and | believe any
new certification process should make use of all previous documentation that still can
be used to demonstrate performance that meets the qualifying standards.

After that meeting, | put together the outline of a process to address this issue. You
can view this at Compliance Performance Arch. at www.kkalis.com. When you do,
you will see some of the broad goals, like building a user-friendly process that is
inexpensive, makes use of existing or past reporting and documentation, includes all
regulatory issues as well as other that contribute to a culture of compliance. This
PowerPoint is a starting point, but one that has been reviewed by a number of
compliance professions and seems to be of value as a springboard to further
development. | would like to continue work on this focusing on these areas:

1. Putting together a steering committee to facilitate development
2. Seeking opportunities for further discussion at industry meetings.
3. Getting confidential input from those interested.

While | am willing to continue to do the staff work on the development of this process, |
believe it is in the best interest of all to have a company person, or someone from an
industry organization lead the development work. In order for this to succeed, the
process must have real value to those who use it, and they must have significant input
into its scope, maintenance and methodology. If you would like to participate or know
anyone who you think should play a role
dedicated email address for this purpose:

Cpacert2011@aol.com or you can call me at 352-505-0705.

Ken Kalis

The first method for estimating the intelligence
of a ruler is to look at the men he has around
hlm Niccold di Bernardo dei Machiavelli, 3 May 1469
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Capital is dead labor, which,
. vampire-like, lives only by sucking
living labor, and lives the more, the

more labor it sucks. karl Heinrich Marx 5 May
1818

The Rise and Fall of IMSA,

A Short and Personal Memoir

By Qualified Independent Assessor, Kenneth J. Kalis, CLU

Part |l: Gearshift:

BobGoogins seemed t0 HhAjket fade awa

GeneralMac Art hur s Ol d So

behind him simply #fAthe

Corps. o But the Corps, INSURANCE MARKETPLACE

vision and process, went on and on. The IMSA
vision was stil loflfeot ent
insurance companies saw its value, and the
ongoing marketing efforts of the 200 independent assessors drove membership up to over 250, representing
over 80% of new business for individual life and annuity products.

STANDARDS ASSOCIATION

Googins and the CEO6s did not tamper with success.
process diagnostic and therapeutic and that the public perceived their efforts in a positive light. The
companiesand assessors |l oved the idea of a fiGood Housek
logo which companies displayed with pride on their sales materials and advertising. Coast to coast an army of
professional independent assessors from the Big 6 accounting, top actuarial, legal and consulting firms
preached the IMSA gospel. Things looked good.

One reason Googins could exit so silently, was that IMSA remained a part of the American Council of Life
Insurers. IMSA benefited greatly from the prestige and presence of that huge life insurance organization (300+
member companies). IMSA had, in fact, built-in credibility with ACLI sponsorship, and companies felt confident
that their commitment to IMSA was an industry-wide commitment and that their investment would be
worthwhile. Googins was able to slip quietly away too because hiswasapart-t i me r ol e,
taking a leadership role with staff support from their companies and the ACLI.

wi t h

Paul Mason was the next Executive Director, another prominent lawyer with a long and successful career.
Twenty days after he took over (January, 1999), | interviewed him:
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Key Rol e of

Insurance professionals responding to
the May 1998 survey saw IMSA as
having its greatest contribution in
significantly influencing the senior
managers of the companies that they
represent and the senior managers of
life insurance companies in general to
more strongly encourage and support
ethical market conduct.

As the ethics literature suggests, the
philosophies of top managers represent
a critical factor influencing the ethical
behavior of those in the organization.
Sims (1992) states "it is increasingly
clear that the ethical tone or climate of
organizations is set at the top. What top
managers do, and the culture they
establish and reinforce, makes a big
difference in the way lower-level
employees act and in the way the
organization as a whole acts when
ethical dilemmas are faced."

With regard to IMSA's potential for
improving the life insurance industry's
ethical environment and thus, the
challenges it presents to the efforts of
those working in the industry to act
ethically, Cooper and Frank (1999)
concluded, "Senior managers must
actually demonstrate through their
actions and the culture they establish
and reinforce in their organizations their
true commitment to encouraging and
supporting ethical market conduct if the
IMSA program is to have a real

chance of restoring the public trust."

The Key Ethical Dilemmas In Marketing
Insurance: A Comparison Of The Two Main
Segments Of The Insurance Industry, Robert
W. Cooper, Drake University

Garry L. Frank, Drake University

http://www.sbaer.uca.edu/research/acme/200
1/20.pdf

Kalis: Why did you decide to accept the offer to become IMSA
Executive Director?

Mason: After over 30 years as alawyer in the life insurance
business, | wanted to do something dramatic and useful to cap my

career Being | MSA6s executive d
use the contacts and knowledge |
force within the professional community and to influence the
industry for good.

Kalis: What is your number one p
Mason:Communi cati on, communicati on,
already got an IMSA Updateout on our website,
updatethatasof t en as | can. |l 6ve got
beef up our recognition factor among producers and the public.

|l 6m al so hoping to increase the
again where it needs to be. | 6 m

communicating with the regulatory community, the member
companies and the independent assessors.

Kalis: What is your organizational model for IMSA? What would you like
to see?

Mason: | would like to see IMSA have the same type of public
recognition that the brokerage industry enjoys by virtue of coming
under the umbrella of the Securities Investor Protection
Corporation "SI PIC6 Model

Kalis: Have you any plans to work with the regulators to make IMSA
membership more valuable to companies?

Mason: | have over my career established good relationships with
the state regulators and the maj
more of these folks at our training sessions, and this is a good
thing. Wedve got to strengthen t
with them. Ttnarea8on fop@ur grocedbires to deal with
companies customers complain about. | plan to spend time with
the rating agencies to identify areas where we can help one
anot her . |l 6d i ke to see some r e
the ratings. Informally, the rating agencies have said that if a

companyo6s not an | MSA member the
like to see a more formal recognition.
I n ways | didndét realize at the

was becoming an organization instead of a vision. It retained the
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http://www.sbaer.uca.edu/research/acme/2001/20.pdf
http://www.sbaer.uca.edu/research/acme/2001/20.pdf

original process, but after the updates that were already under way when Mason took
over (moving the assessment frowmearinper nbo
requiring fan ongoing syst eadding tongiTermCdreots i n
the covered products) there was increasingly less focus on the process, and the original

25 standards of 1998 were never updated.

Coming from an organization where he had hundreds of lawyers working for him, Mason
was appalled to find no staff support at IMSA. He moved quickly to establish an
independent organization, announcing these intentions in August and moving in the same
time frame to bring staff support over from the ACLI. In October, he announced a $5,000
annual fee for independent assessors. An impersonal fax was sent to each assessor
announcing the fee so that IMSA could revise its assessment handbook and add long-
term care insurance companies to its assessment processes.

"These activities will require continuing education for all independent assessors," he
wrote. "All individuals who agree to maintain their independent assessor status through
payment of the $5,000 annual fee will be permitted to attend IMSA continuing education
training sessions without cost."

The reaction from the assessors was so negative that Mason had to roll back the fee to
$1,000, but the damage was done. Not only did the assessor corps drop by 75%. But
those who did attend the 2000 training sessions found that absolutely no changes had
been made to the Handbook for including Long Term Care. When the 2000 training was
done and an assessor informed an industry press a session had been videotaped, Mason
went ballistic, called the assessor to intimidate him
and created a breach with that publication as with the
independent assessor community.

Concurrently with these organizational issues, Mason
was working on a shift in focus from traditional life
insurance products to variable ones, especially
annuities, in which he was an expert. Indeed, his
affinities and relationships throughout his professional
career had been with those in the SEC and brokerage
communities. He was not comfortable with traditional
life insurance nor did he know many of the CE O 6 s
the member companies. He assumed that the NASD
regulations and procedures were followed by the life
companies and took IMSA down a road that put a
heavy focus on annuity suitability and quietly

stepped away from including claims and
underwritingin t he | MSA process. I n short, hi s
IMSA companies.

Independent Assessor Ken Kalis in 2002

One illustration of this came in 2001. Mason decided that an agreement with two large
industry organizations to jointly sponsor a conference on ethical market conduct issues
was not in | MSA6s best interests. When t
hotel commitments made, | MSA decided to
month before targeting the same potential audience. This cost IMSA a good deal of
industry good will, a theme that that we will see again in the future.

It is not hard to compose, but what is fabulously hard is
to leave the superfluous notes under the table.

Johannes Brahms; 7 May 1833
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Masonbés tenure as Executive Director came to an un
Best Newswire simply reported: Paul Mason, executive director of the Insurance Marketplace Standards
Association, has said he will leave his post in September to return to his law career. He will join the
Washington office of the Dechert law firm as special counsel and senior adviser to the firm's financial
services group.

While his tenure was short, his influence was significant. It was Mason who took IMSA out of the ACLI and
made it an independent operation, established IMSA as an organization rather than a vision and process and
shifted its goals from helping companies improve their ethical marketing practices to building regulatory

complianceorgani zat i ons. He centralized power and directi

the Board, but out of the ongoing action. This was unnoticed at the time, but would proved to be a turning
point in retrospect.

S announ c eohe a thgsatimeéswhea thevBoard had to spring into action. Shorty after
== the announcement, then IMSA Chairman Dick Kling called me and, | am sure, many
others, to get input on Masonbés successor
that IMSA needed someone of stature within the industry, preferably a former life CEO.
Kling had Heidrick & Struggles call me for further input, but rested the selection in the
hands of a troika of CEOO6s, Joe Bl air for Mi
leadership qualities, they said, but more important, in their minds, was someone who
would help the companies get regulatory r
on state market conduct exams for IMSA membership.

True humility comes when, in the light of God, we
have seen ourselves to be nothing, have consented
\to part with and cast away self, to let God be all. adew muray, mayo, 1828

They selected Brian Atchinson, a former Maine Insurance Commissioner and NAIC President. Trained as a
lawyer, Atchinson had all the right contacts in the regulatory community for doing what could be done. An
energetic and well-spoken man, he took on the job enthusiastically but faced serious challenges. Like Paul
Mason, he did not know many of the |ife company CE
did he share Bob Googi n sépandingarganizationfor seeNhe inpaatanceafn e v e
continuous improvement. Above all, and for reasons | never fully understood, he was hostile to the very idea

of I MSA offering a fiGood Housekeepinm Tty

Externally, Atchinson was facing issues with other industry organizations.
Producersé groups tended to view | MS/

whitewash themselves and push the blame for ethical market conduct issues
onto the producers, Joe Blairbés refe
Other industry organizations stillsmar t ed over | MSA6s | afg

joint efforts, and within the small IMSA organization itself there were others
who were not particularly welcoming. Finally, while Mason had set IMSA up as
an independent organization, IMSA still shared office space with the ACLI on Pennsylvanla Avenue and
benefitted greatly from the prestige, influence and shared space of the larger group. Atchinson declined
moving with the ACLI to its new location and cited lower rent as a key factor in his decision to move IMSA out
of Washington to its own office up Wisconsin Avenue in Maryland.
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Once established, | MSAG6s new Exlec
into his work focusing on two areas, one working for regulatory
(e My Ho = H AR O SO O RSUIROE S| recognition for IMSA membership from the state departments of
SRR RN SN R R i nsurance, and, two, beefing up| |
using a business model to manage IMSA, centralizing power in the
executive rather than in the Board and membership. Oddly, to me

Stephen Brown, CEO John Hancock

Joseph E. Blair, CEO Baltimore Life at least, it was the second of these objectives that seemed to be
most on his mind when | interviewed him shortly after he arrived, in

Dick Kling, CEO IDS Companies early 2002:

Lou Lower, CEO Horace Mann . . .

Companies We will also be expanding membership of the Board of
Directors to make it more diverse. By adding individuals who

Tuck Nasson, CEO Acacia Life will bring other perspectives we expect it will broaden our

SIS scope and improve the IMSA organization and process.

Gene Choate, President Bankers Fidelity (Excelsior, March 2002)

Life
Atchinson soon learned that getting his former regulator colleagues
Mike Materson, CEO Sammons Group to endorse IMSA was not going to be easy. Despite the underlying
control and revenue issues the states had, the insurance
commissioner raised some practical concerns about the IMSA
assessment process. These included its incongruity with the NAIC
Market Conduct Examination process,itslac k of f il e sampling as a testi n|g
paperso and other documentation and the
assessment firms.

IMSA quickly put together a committee of company people and independent
assessors to deal with these issues. The group worked diligently and came up with
changes to address each of the issues cited above. The work product was an

il ndependent Assessment Manual o0 (origi ng Il pd
Manual 60) that f or ma]|sanmplkngtechriigee ahdenere strimgentc r i
independence standards for assessors. IMSA held three training meetings in the
summer of 2003 to prepare companies and assessors for the third cycle of
assessments.
|, John Brown, am now quite certain that
the crimes of this guilty land will never be
purged away but with blood sonn Brown may 9, 1800
As the 3-year cycle progressed, the majority of member companies successfully
completed the more rigorous assessments and renewed their IMSA membership.
But,asBest 6s reported in its AMembersithi p S|gu
second round of membership renewals isn't as robust as the first. 0 From an a

270 and a market share of over 80%, IMSA membership had declined to just above

160 with a 60% share in late 2004. (Best 6s fiChanging the Rules,o September, 2010 anjd |
October, 2004.)

On the bright side, anecdotal information began to roll in that some states were waiving market conduct exams
for IMSA companies. Whi | e t he extent of this never was quantif.i
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come from a number of states. Best 6s publish.ed n v
helped reduce the likelihood of new class-action law suits for variable life insurance and annuities, and by 2005
Brian Atchinson was able to say,

ifiWe are pleased that Maine has joined the growing
New York, North Dakota and Texas that recognize the value of IMSA qualification for consumers,
compani es and Excelsiond"2005 r s . 0

The 0 Ge hadbebn nfadednlIMSA had moved

From vision to organization R UR AN CE M A R RN ACE
From a marketing to regulatory focus ' e

From company led to staff directed Committed to f
From working with other industry organizations to standing alone.

v and ethics

Some obstacles had been overcome, but others lay ahead, but IMSA was still on the road.

End of Part Il: Part Il IDecfine and Falldo n e x t ti me.

Edi t or 0OVee haea d-page version of this story without the May Update artwork, if you are interested. Just email

kkalis@aol.comand | 61 | s end ivdre unable tp locater aA | pshoo, t ow eo f Paul Mas on, | M&a 6 s

for this we apologize. The other photos used have appeared previously in Excelsior, our quarterly newsletter now archived at
www.kkalis.com.

Intelligence without ambition is
a bird without wings.

Salvador Domingo Felipe Jacinto Dali i Doménech, Marquis de Pabol may 11, 1904
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The very first requirement in a hospital is that it
should do the sick no harm.riorence Nightingale; 12 may 1820

State Requlators Probe Insurers' Death Claims

On May 2, A.M. Best reported that U.S. insurance regulators in 35 are looking into how life insurers make
decisions about how to pay benefits under life insurance policies.

Key issues are whether some of the largest life insurers are failing to confirmp o | i ¢ y tdeathsl eot paying
beneficiaries in a timely way and aren't turning unclaimed funds over to states as required by unclaimed
property laws. Some companies mentioned in the article include MetLife, John Hancock, Nationwide Life

Insurance Co

Read the full story (By Jeff Jeffrey , Washington Correspondent: jeff.jeffrey@ambest.com) at the link below:

http://insurancenewsnet.com/article.aspx?id=258768&type=more&inl=1

John Hancock Statement on Settlement With State of Florida
Regarding Abandoned Property.

http://insurancenewsnet.com/article.aspx?id=261639&type=Ilawregulation&inl=1

Axa Hit With Class-Action Suit

According to a May 17 IFAwebnews report, a suit filed in U.S. District Court for the Eastern District of New
York, in Brooklyn, N.Y. alleges that AXA Advisors hired

unlicensed financial product marketers and required tor work
uncompensated while they studied for exams. Jeffrey Brown
of law firm Leeds Morelli & Brown, which brought the suit, . °
believes damages may be in the fAt e

iWe have been told that AXA emp 0
graduates, make them pay for their training and then burns ,
themto t he bone working them 608
said.

On the others side, Jo Ann Tizzano, assistant vice president
of external affairs for AXA Equitable Life Insurance Co. said:
AThe company 1 s ¢ o mintswageahd t o
hour obligations. We believe that there is no merit to this
compl aint. o

Read more:

http://ifawebnews.com/2011/05/26/axa-advisors-employees-sue-alleging-overtime-hours-are-unpaid/
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But there is a higher law than the
Constitution, which regulates our
authority over the domain, and
devotes it to the same noble
PUrpoOSes. william Henry Seward, Sr. May 16, 1801

Pru Loses Motion in Military Death Benefit Lawsuit

SPRINGFIELD, Mass., May 5, 2011 GlobeNewswire reported on May 5 that a Federal District Judge has rejected
Prudential's claims that "paying" the beneficiaries of our fallen servicemen and women by sending them a
"checkbook" of IOUs was the same as actually paying them money. Read full story at link below:.

http://insurancenewsnet.com/article.aspx?id=259632&type=breakingnews&inl=1

US Treasury Seeks Insurers, Regulators for New Insurance
Advisory Committee
A. M. B e gts thas The &S Breasury Department will create a new Federal Advisory Committee on Insurance

-- made up of insurers, regulators, public advocates and others -- as part of the launch of the new Federal
Insurance Office.

b k_f-'“ N "Through the committee, the FIO and the Treasury will benefit from the deep knowledge and regulatory experience
1 of state insurance regulators, as well as the perspective of industry experts, academics, and other stakeholders and
affected constituencies," according to a department statement.

(By Sean P. Carr, Washington Bureau Manager: sean.carr@ambest.com)

Read more at:http://insurancenewsnet.com/article.aspx?id=260332&type=lawregulation&inl=1

W%lkmc@ﬂ%

‘ &%
#

Genius is another word
for magic, and the whole
point of magic is that it
IS inexplicable.

Dame Margot Fonteyn de Arias, 18 May 1919
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