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(3) companies that the department con-
siders troubled based on (a) results of
prior financial condition examinations,
(b) results of examinations or other in-
dicators of market conduct (c) infor-
mation from other states or outside
sources, (d) concentration on business
in high risk lines and (e) significant
changes in operating results or in the
mix of business.

The Handbook puts particular empha-
sis on the review of other audits, internal
controls, examination of computer-based
operations, analysis of operating trends
and a search for unusual or unfamiliar
items.

The section on internal controls which
includes the review of EDP based opera-
tions is very comprehensive and could
be used by a company’s own internal
audit department for the purpose of es-
tablishing a good control system. There
is also a welcome new section on statis-
tical sampling which is quite comprehen-
sive and, if used, could substantially cut
down on examination time.

A separate section on understanding
and evaluating reinsurance is included.
It appears that such understanding and
examination should fall within the regu-
lar program of internal controls and
other checks and balances, but, for some
reason, reinsurance seems to be high-
lighted in a special way. I wonder why?

The second part of the Examination
Handbook is an entirely new approach
to regulatory audits. It is called the Mar-
ket Conduct Examination Handbook and
it deserves high praise. As pointed out
in the Handbook itself, “one of the de-
partment’s major responsibilities is to
reduce the frequency and the severity of
insurance practices that may adversely
affect policyholders and claimants in
this state.” Why such an examination
has not been conducted in the past is
hard to imagine, but I, for one, certainly
applaud this type of examination.

Details concerning how the state can
fulfill this responsibility by detecting
problems as soon as possible and taking
action necessary to minimize their prac-
tices are given as an aid to the examiner.
These problems are categorized into four
key areas: (1) sales and advertising,
(2) underwriting, (3) rating, and (4)
claims.

ERISA and IRA

Individual Retirement Accounts, Actuarial
Note No. 1-77, U.S. Railroad Retirement
Board, Chicago, Illinois, January, 1977, pp. 6.

This note summarizes the principal
eligibility conditions for individual re-
tirement accounts under the Employee
Retirement Income Security Act of 1974
including the liberalizations under the
Tax Reform Act of 1976.

All employees not eligible to partici-
pate in a qualified pension plan are
eligible to set up an IRA. It is interest-
ing to note that the Railroad Retirement
system is not considered a qualified
plan; therefore, railroad employees are
eligible for IRA’s except where an em-
ployee is participating in the private
pension plan of an individual railroad
or a pension plan from nonrailroad em-

ployment or self-employment.

Free copies of this note may be ob-
tained from the Bureau of the Actuary,
Railroad Retirement Board, 844 Rush
Street, Chicago, Illinois, 60611. O

The purpose of the Market Conduct
Examination, as explained in the Hand-
book, is to collect information in these
four key areas to determine whether ac-
tion need be taken against the particular
companies or whether remedial legisla-
tion should be proposed. The actual pro-
cedure for carrying out this Market Con-
duct Examination is also given in the
Handbook and includes such items as a
review of the company’s marketing ma-
terial with regard to whether or not the
company is complying with laws and
regulations regarding sales and adver-
tising.

In the underwriting/rating area, the
examiner is to look for such items as
proper rate classification, proper use of
exclusionary riders, unfair discrimina-
tion with respect to any particular seg-
ment of the market, and undue delay
during the process of issuing the policy.

With regard to consumer or other re-
lated complaints, the company will be
advised to use a complaint register and
the review will consist of determining
patterns which may exist among the files
reviewed and assurance of compliance
with policy provisions and other regula-

tory requirements. The reviewer will also
examine a sample of applications reject-
ed or declined and a sample of policies
cancelled or not renewed to determine
compliance. The examiner is also in-
structed to review the company’s claims
practice by line of business for compli-
ance with statutes, rules and regulations
and the company’s loss settlement guide-
lines. A sampling of both open and closed
claims files will enable the examiner to
complete a coordination of benefits sur-
vey, a closed for payment or denial sur-
vey, a liligated file survey, and a draft
or check endorsement survey.

Throughout the Handbook, examples
of problems are given and methods of
uncovering unusual items are listed.

Both Handbooks are comprehensive
and should make for a more thorough
and more efficient examination of the
company’s affairs than we have seen in
the past. However, the industry and most
Commissioners continue to recognize the
fact that the success of any program to

improve procedures will depend on well |

trained and competent examination per-
sonnel. The NAIC does have the power
to establish standards of qualifications
it will accept for Convention Examiners.
A report on the Qualifications, Classifi-
cations, and Suggested Compensation for
its own examiners was adopted at the
June NAIC meeting becoming effective
January 1, 1977. Since the need for ade-
quate training is a basic element of the
problems, discussions have been held re-
garding a training course to be made
available for new examiners.

One final point on state examinations:
the NAIC Subcommittee on Manual Re-
vision is in agreement with the industry
position that would get us away from
requirements that all companies be ex-
amined on a prescribed or mandated
schedule and that each and every exami-
nation be a full and complete one. The
Subcommittee did not, however, accept
the position of the insurance industry
that the Report of Examination be short
and concise.

Copies of the Handbook are available

from the NAIC Central Office, Publica- .

tions Department, 633 W. Wisconsin
Avenue, Suite 1015, Milwaukee, Wiscon-
sin 53203, $30. Supplementary updates
will be sent to Handbook subscribers
whenever revisions are called for because
of new problems or techniques. O
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