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agents. These are individuals who operate insurance com panies
for insurance companies. Basically, it's when an insurance
company simply gives their ability to write business t o a
managing general agent. It gives them their pen, as you w i l l .
One of the reasons that Director McCartney was quite adamant for
this measure this year is contained in a new federal docum nt
called Failed Promises, a study of the insurance company
insolvencies over the last several years in the country. Part
of the conclusions of this federal report include the phenomenon
of managing general agents as being particularly dangerous
because they find themselves in sort of a conflict of interest.
They are compensated for the amount of business that they write
for the bus...for the insurance company but, at the same time,
they have the obligation to care for the quality of risks that
are being undertaken by the company. So they k i n d o f h ave t w o
masters, their own pocketbook which would lead them to write any
and every risk they can and their other obligation which is to
oversee the business carefully and to be prudent. Well, this
measure, as you can see in the material that I have handed out
to you, says that there wil l be l i mi t a t i on s on t h i s
r ela t i o n s h ip , hop i ng t o break this problem of conflict of
interests. In one case, it declares that the managing agent has
a fiduciary duty to the company. Secondly, it says that there
has to be a contract between the managing general agent and the
c ompany w h i c h i n c l ud es g ui d el i n e s for re investment and
reinsurance, something that managing general agents in the past
have violated. It also indicates that where t here a r e . . . w h e r e
there is a practice of reinsurance that there be an audited or
generalized actuarial accounting of the loss reserves wh i c h MGAs
create, all of which are designed to show the p a r en t c om p any a
r easonable c ou r s e o f behavior with which they can judge their
MGA, both against the written contract t hat wi l l b e r eq u i r ed
but, secondly, against the loss reserves that will have to be
actuarially proven up and the like. Why'? To show t h e p a ren t
company that the MGA is not in a conflict of interest and is, in
fact, carrying out t h eir best interests. It's important to
recognize that this national phenomenon has come home to r oo s t
f o r u s as wel l . During the past five years, t hree Nebr ask a
domicile insurance companies, and they are the Imperial Casualty
Indemnity, the Protective National Insurance Company of Om aha
and the Central National Insurance Company of Omaha, have all
experienced p r ob l e ms . They h a v e had seve r e financial
Impairments which can be traced directly to the uncontrolled use
of managing general agents. I would move for the adoption of
the amendment and be happy to answer any questions you may have.
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