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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.

Dear Friends: June is fading fast as | write this! There are many items of
interest to share. Among them:
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The final section of the Rise and Fall of IMSA -- Part lll: Decline and Fall
American College Ethics Center Names New Director

Sixth Annual Conference for African American Financial Professionals
LI DMA - Now Accepting 2011 nASeal Of Approvalo
Sun Life Follows Canadian Way of Conservative Management
LIMRA Reports Combination Life Insurance Up 62%

10 Steps to Managing E-Malil

Key Social Media Considerations

e LHCA Meeting #97 in Historic Charleston, SC

e A.M. Best: Admitted Assets for L/H Industry Jump 7.1% in 2010

2011 COMPLIANCE & LEGAL
{/A-gl'! SECTIONS ANNUAL MEETING

Rl 4

San Antonio Marriott Rivercenter
San Antonio, TX July 11-13

MetLife to Pay Eligible Policyholders $1.5 Billion in Policy Dividends

IRES Foundation 19th Annual National School on Market Regulation

Obama Will Nominate Roy Woodall to FSOC

Actuaries Seek Seat on Treasuryo6s I nsurance
Compliance Deadlines Approach for Broker-Dealer Rules Governing Suitability, Outside

Busi ness, OKnow Your Customer 6

Good Compliance Writing ACTIONABLE

Juneisa speci al mont h for ADads and
these special people in this issue. Thanks for reading!
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http://www.acli.com/Events/Pages/COMP2011.aspx

There are fathers who do not love their children; there is
no grandfather who does not adore his grasawho

(F7 o 5@ afc
The Rise and Fall of

A Short and Personal Memoir

By Qualified Independent Assessor, Kenneth J. Kalis, CLU

Part Ill: Decline and Fall

| was quite enthusiastic about IMSA in early 2005. The headline in our Excelsior newsletter
for the first quarter proclaimed Has IMSA Arrived? (I think so!) http://kkalis.com/1_Q_05.pdf
| was not alone. The prevailing view was that IMSA was
a success. Outsiders looked to IMSA as a model. The
CPCU Society president (Don Hurzeler) initiated a
Society task force to research whether a self regulatory
body like IMSA would be a useful model for the
property casualty industry and the role the Society
should play in any industry image-restoration effort.
Like other qualified independent assessors, | was very
busy with assessments for membership renewal,

managing a team of 5 QI Ads to assess the nat,

was serving on | MSA6s Standards Commi t a¢se e
elements suggested by the regulators to make it more congruent with the NAIC market
conduct examinations. Other changes were made to carve out a role for the Board of
Directors and to make the process more like an audit.

But other conditions were emerging that were to have long-term consequences that
impacted the health of the association. One of these was Sarbanes-Oxley, passed in the
wake of Enron and the Arthur Anderson scandals. SOX established tighter ethical
standards for publicly held companies and influenced IMSA in two important ways. First it
led the association to adopt stricter standards of independence for its assessors. Second,
its own independence st an dthelarge adcauming@rimgté apt Wh‘
out of IMSA assessment work in favor of the SOX work which was much more lucrative.

Independent Assessors, as well as some member companies, opposed the restrictions that
would limit assessor involvement in the companieséself-assessment. Every IMSA member
had been introduced to IMSA by its independent assessor via the self-assessment process.
The change banning this not only made it more difficult for new companies to join but also
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And my dad, you're a great actor
but you're a better father.

(Angelina Jolie, Alexander-Premiere in Kéln - Photo by Stefan Servos {{GFDL}})

put a much greater demand on the internal resources of companies renewing their
membership. Companies began to drop out. Compounding the problem was the
withdrawal of the big accounting firms, who made up nearly 50% of the independent
assessors at the time. At first this seems like a boon to those assessors who
remained, and | picked up a handful of large companies previously served by the big 5 accounting firms. But in
the long run, this was bad for IMSA because it resulted in a net loss of
distributors and in the perception of IMSA as a less than vital and co-equal
concern with Sarbanes-Oxley. IMSA was, in a sense, eclipsed and relegated
to the back burner.

Another operating factor was transformation of the IMSA Board of Directors.

True to his word, Brian Atchinson was working to diversify the membership.
Gone were the CEOpanespdradually eepldcerl bygosverc o m
level company executives, college professors, consumer advocates, stock

brokers and others outside the life insurance industry. Late in 2005 the

General Counsel of a large company was named IMSA chairman, and the
direction and directing force of the organization changed from what was left of

its marketing focus to compliance and regulatory issues. The member
company CEOOGs were no | ongeMSAteganeact i ng
search for a new role. This meantnotonlythat t he CEOG&6s | ost
issues, but that their clout was lost when it came time to ante up the dollars for
membership fees.

But the new board was not looking at these issues. It was more internally
focused on issues that made the association stronger as an organization rather
than on serving its members needs. An obvious step was changing the titles
of the IMSA staff from the traditional nomenclature for industry organizations,
(Executive Director, Deputy, Associate, etc.) to those used in larger
companies, (CEO, President, Executive Vice President, Senior Vice President, Vice President, etc.) and the
focus of the organization shifted from helping its members with continuous improvement to seeking recognition
for itself as an important industry organization and voice for the consumer.

This change in focus was evident in the direction taken in the revisions of the 2006 Assessment Handbook.
IMSA opted not to update its standards to include significant issue facing member
companies such as:

He wants to live on through somethirgnd in his case, hisf
masterpiece is his soill of us want that, and it gets mor
poignant as we get more anonym® in this worldo


http://thinkexist.com/quotation/and_my_dad-you-re_a_great_actor_but_you-re_a/222312.html
http://thinkexist.com/quotation/and_my_dad-you-re_a_great_actor_but_you-re_a/222312.html
http://thinkexist.com/quotation/he_wants_to_live_on_through_something-and_in_his/153157.html
http://thinkexist.com/quotation/he_wants_to_live_on_through_something-and_in_his/153157.html
http://thinkexist.com/quotation/he_wants_to_live_on_through_something-and_in_his/153157.html

SEC Rul e 38a

AMondy LaunderingA Do Not Call Li st
Patriot Act and regul ations
Privacy

S a r {Dalay eegiews and certifications
Suitability

Too Too oo Too Too To

The decision was Athat | MSA shoul d
directy i mpact c¢ ons UBEreelsior B 2005¢ nnstsat, 8MSA
decided to make only format changes in the process and to move ahead to
copyright the process to prevent companies who were not IMSA members
from using it.

From the middle of the decade on, IMSA took a path of public outreach to
consumer groups and government entities, speaking before Congressional committees, urging the Department
of Defense to require IMSA membership for all companies selling on military bases, writing articles on topics of
consumer interest and reaching out to regulators for ongoing support. Underlying these efforts was a hope for
a regulatory role once the Optional Federal Charter became a reality, according to one IMSA insider.

A man knows he is growing old because
he begins to
look like his  (VXTRNA L

father.o

Gabriel Garcia Marquez

| MSA6s Best Practices Wor ks2002007 seameth inecagugning poist éopthee mb e r
association. I n a Acloak and daggero fashion, not es
attendees indicating that a crisis was at hand. Exactly what that was was not expressed in the note shared

with me by the chief compliance officer of one large company, t

but | did attend a meeting at the end of the session where some |
detail was provided. Compani
the bucko out of their | MSA m&
At chi nsonds miafiddeperadent asskssmeats s t

™ Atchinson also told me tha
companies had sponsored a study by the McKinsey
Group to identify a new mission for IMSA as well as
outline some specific steps to help the organization

survive. While it is difficult to pinpoint 2

the crisis point, it may well have been r

the 2007 decision of one of its most prominent companies not to renew. See Bests

Review, (Work Ethics, July 2009). Rumor has it that the IMSA Board Chairman

of fended t hi sO. éatohingomhnmséif sefusedto comment but told me

that it was a personal decisionbyt he companyds CEO and that

My father was always getig excited about something.
It's genetically inside me somewhece.

Nicolas Cage this file is licensed under the Creative Commons Attribution-Share Alike 2.0 Generic license.
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people wanted to continue membership. However that may be, the delisting of this highly

Vi si ble company gave ficover o to otherhpissat
The CCO of | MSA6s | argest company told me #fl
delivering the value promised, and this is

In the 4™ quarter of 2007, some of the largest member companies held a meeting with

IMSA (Brian Atchinson and staffer) in New York. The CCO of one of these companies told

me that they had decided the costs must be brought down or they would no longer remain
members. These were the companiesthatpai d | MSAG6s maxi mum memb
ranging up to $185,000, and if these companies left, IMSA could not survive on the $5,000
minimum annual fees that the smallest companies paid. In direct response to this

pressure, the IMSA Board convened an IMSA Qualification Process

Working Group which | was invited to join on January 16, 2008.

This was at the same time that IMSA had decided to boost its income

from a new Clearinghouse System to help life insurance companies
obtain certifications of supervision of annuity suitability from third-party distributors as
required under the NAIC Suitability in Annuity Transactions Model Regulation. This effort
was somewhat successful and eventually generated enough annual income to offset the
loss of one or two large companies, but while it was being constructed, the Qualification
Process Working Group began its work.

Chaired by NAIC current CEO Terri Vaughn (at that time a member of
the IMSA Board of Directors), the Working Group met in New York at
the offices of a large law firm. | was the only independent assessor
there aside from the QIA whom IMSA had hired as a consultant to lead
the group. Most of the dozen of so companies who attended the
meeting were in the top 25 in sales and included current IMSA
members as well as companies who had already dropped out. All of
these were signed up to cut costs and implement the McKinsey
recommendations. The attendees were senior executive, most of
whom had never had fAhands ond experience wi!
and were clearly motivated solely to cut costs. The only real option
was whether IMSA would become a Better Business Bureau type
group with no certification process or whether there would remain
some moadified process that would severely cut costs but still uphold the IMSA standards.

In the end, an attestation approach was adopted whereby companies could simply self-

attest that they were meeting the IMSA standards. An elaborate process was designed and

a training schedule set up, where it was made clear that IMSA would not look at the

attestation paperwork too closely. To encourage those companies who had dropped out

(I MSA posted a |ist of some 48 at the time) a fstrear

processodo was also adopted, another el aborate design \
members to re-up.

My father was very strong. | don't
agree with a lot of the ways he
brought me up. | don't agree with a
lot of his values, but he did have a lot
of integrity, and if he told us not to do

something, he didn't do it eitheo.
Madonna
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