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NCOIL TO NAIC—UNTESTED MODELS DEGRADE ACCREDITATION PROGRAM 
Troy, New York, May 8, 2007— “What benefit exists for making a model that is untried and untested—that has been passed in only one or two states—a mandatory accreditation standard?” asks National Conference of Insurance Legislators (NCOIL) President Sen. Alan Sanborn (MI) in his most recent letter to the National Association of Insurance Commissioners (NAIC) expressing concern over “an unraveling” of the approval process for additions to its accreditation program.   

Sen. Sanborn, putting aside questions of authority for the moment, states “. . . NCOIL believes that the manner in which models are chosen as accreditation standards has been subtly degraded over the years—and perhaps, in a manner of speaking, when no one was looking.”  

The May 3 letter to NAIC President Commissioner Walter Bell (AL)—while giving a history of NCOIL accreditation concerns from 1991 to present—underscores NCOIL insistence on a responsible and measured procedure for adding new models or amendments.   It notes that “as early as 1994, NCOIL questioned the rapid-fire way that new standards and changes were being made, with the addition of 15 or more laws within four years of the inception of the original 18.”
The letter draws on 1997 testimony of Rep. David Counts, then NCOIL President-Elect, before an NAIC Subcommittee, asserting that “. . . no standard should become mandatory unless it has been passed by at least 26 states. . . .If the idea is good, and stands up to scrutiny, the legislators will pass it . . . . That will knock out the models that are fads or the bright idea today that doesn’t look so bright a year later.”   Rep. Counts on behalf of NCOIL also called for a three-year seasoning period and cost-benefit analyses of proposed new standards.  
Sen. Sanborn states in his recent letter that
Much has changed—yet much has remained the same—since 1997.  The unraveling of what legislators have maintained as a meaningful process is evident.  NAIC procedures, which cut back the three-year exposure period proposed by NCOIL to two years, now have collapsed the period in the states to one year.  The procedures have weakened original language regarding estimates of cost for compliance and impact on states with an additional caveat ‘if reasonably quantifiable,’ and still stubbornly cling to simply listing the number of states that have adopted the model and their experience, without any use of a baseline.

The missive, which follows a March 8 letter to Superintendent Joseph Torti (RI), chair of the NAIC Financial Regulation Standards & Accreditation (F) Committee, and an April 2 response by Commissioner Bell, also questions the validity of certain assertions in the NAIC response:
To say as you do in your April 2 letter that ‘from start to finish, the entire process to consider amendments and additions to accreditation standards spans nearly five years,’ while perhaps technically accurate, seems a bit disingenuous.  Two of those five years give legislatures no choice—they are time given post NAIC standard approval for states to adopt the model and remain accredited.  When all is said and done, the NAIC program really leaves states one year to expose the model after NAIC deems the model or revision to a model a potential accreditation standard.   

The letter questions the inclusion of revisions to the Model Audit Rule at a time when many—even federal entities—question the overall value of Sarbanes-Oxley corporate governance.  It notes that NAIC has yet to inform NCOIL of the merits of the Insurance Receivership Model Act (IRMA) or to convince legislators of the need to include IRMA—a post-solvency model—in the accreditation program, when only one state has passed it.
Though Commissioner Bell’s April 2 letter claims the NAIC Summer Meeting is “the appropriate time” for legislators to address the matter, the NCOIL May 3 letter reaffirms NCOIL commitment to exercise legislative prerogative whenever necessary, agreeing with then NAIC President David Walsh (AK), who said in 1994 testimony before legislators at an NCOIL accreditation hearing:

". . . that’s part of your job, to make sure what’s going on here is what all of you intend.”
NCOIL will address accreditation issues further at the NCOIL Summer Meeting in Seattle on July 19 through 22, 2007.  

NCOIL is an organization of state legislators whose main area of public policy interest is insurance legislation and regulation.  Most legislators active in NCOIL either chair or are members of the committees responsible for insurance legislation in their respective state houses across the country.  More information is available at www.ncoil.org.

For further details, please contact the NCOIL National Office at 518-687-0178, or by email at snolan@ncoil.org.
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