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Over 10 years ago, confronted with erratic and unpredictable insurance premiums, constantly
shifting coverage’s and the unavailability of tools to help reduce their exposures to risk in the
traditional insurance market, | assembled a small group of leaders from nonprofit entities
creating an alliance to take control of our property and casualty insurance needs.

We introduced Legislation to allow nonprofits in the State of Washington to form an insurance
program that provided an alternative to the normal insurance market - just as Governmental
entities had been doing for many years. Our single goal with the enabling legislation was to
provide nonprofits the ability to collectively secure insurance and risk management needs under
the pooling concept — we simply asked to be treated the same as others. With unanimous
passage of that legislation, NPIP began serving nonprofits in the State of Washington upon
inception in August of 2004.

NPIP has been very successful since its inception, which has attracted the attention of other
self-insurance programs in our State....as well as a national following. These other programs
within our State wanted the State regulator to change existing rules that will make it more
expensive for Nonprofits to buy insurance and additionally, these programs wanted the regulator
to create rules to apply only to insurance programs with nonprofit members. (For instance:
Specifically singling out Nonprofits to higher exclusionary confidence factor thresholds). These
and other changes singled out nonprofit programs and are directly contrary to the intent of
the legislation that helps nonprofits find affordable insurance. An unwarranted concern is that
Nonprofits are not sophisticated enough to sustain a viable and financial healthy program due to
the belief that nonprofits do not have sustainable financial security — both now and in the future.

This is flat out wrong -~ NPIP has grown to become a national model for nonprofits:

= 560+ Members
= 100+ Broker/Agency representing those members
= $12.5M in premiums

...and growing.

For 10 years we have been able to provide each of our member agencies what has been clearly
stated and defined in our mission statement:

“...to ensure the availability of stable and affordable (insurance) protection for the
nonprofit sector.”



Fortunately, after over a year of contentious meeting and discussions (even to point of name
calling), DES relented on pushing the exclusionary language aimed at Nonprofits.

However, the current proposed changes to WAC 200-100, governing the self-insurance
requirements local government and nonprofit self-insurance are still being pursued. We believe
that these rule changes are unnecessary and will further increase the burden of funding
insurance for nonprofits.

Proposed Changes:

WAC 200-100-03001 Standards for solvency-Actuarially determined liabilities,
program funding and liquidity requirements.

(1) All joint self insurance programs shall obtain an annual actuarial review as of fiscal
year end which provides written estimates of the liability for unpaid claims measured at
the expected level and the seventy (70), eighty (80), and ninety (90) percent confidence
level.

Why this change is unwarranted:

The rules currently governing self-insurance pools require that the programs fund to the
70" percentile. We believe that the current requirement is sufficient to maintain
financially solvent pools. The 70" percentile requirement was created barely two (2)
years ago and there has not been sufficient time to determine that a more stringent
requirement is necessary. NPIP has easily met the 70" percentile requirement.

WAC 200-100-03001 Standards for solvency-Actuarially determined liabilities,
program funding and liquidity requirements.

Joint self-insurance programs operating under an approved plan and making
satisfactory progress according to the terms of the plan shall remain under supervisory
watch by the state risk manager until the terms of the approved plan have been met.
Programs under supervisory watch but not making satisfactory progress may be subject
to the following requirements;

(a) Increase in frequency of examinations, the cost of which shall be the
responsibility of the program;

(b) Submission of quarterly reports;

(c) On-site monitoring by the state risk manager; or

(d) Service of a cease and desist order upon the program.




Why this change is unwarranted:

This requirement is too vague as to the definition of satisfactory progress. We believe
that this rule allows too much discretion to the State Risk Manager including the use of
a cease and desist order. We believe that this verbiage would allow unilateral power to
the regulator without providing recourse mediation or resolution by some third party.

WAC 200-100-037 Standards for management and operations-Financial plans.

(d) The submission of audited financial statements to the state risk manager within eight
months of the program’s fiscal year end which meet the requirements of the state
auditor and state risk manager as described in this chapter.

Why this change is unwarranted:

Many pools have experienced difficulties with required audits being completed within
the current one-year requirement. We are concerned that this change will mean that
insurance pools will be considered out of compliance with the State Regulator if the
Auditor’s office is unable to complete the required audit within the regulatory timeline.
Additionally, we are concerned that this required change in audited financial statements
will remain irrelevant as long as some insurance pools have a three year notice
requirement. As we have suggested, if the Regulator’s goal is transparency for
members, then reduce the notice requirement to only one year as has been suggested
in the WRAC “process” (but not addressed).

WRAC (DES) Process:

The WRAC committee was established with the suggestion by the former Director of the
Office of Financial Management (OFM). This committee was assembled after concerns
brought forward by NPIP and other programs regarding regulatory oversight —
specifically legislation that was introduced. It was also assembled after the predecessor
committee “Property Advisory Board” ceased operations due in part to our former
Governor terminating numerous committee and boards at the very beginning of the
recession.

Unlike the Property Advisory Board process, the WRAC process never established
meeting rules, procedures or process — especially for consensus taking needs.

The CR-102 states that the Department of Enterprise Services, (DES) took input from a
wide-ranging group of stakeholders and that the changes to Chapter 200-100 WAC,
Self-Insurance requirements governing local government and nonprofit self-insurance,



came from that exchange. The previous statement is not correct. Yes, meetings were
held by a committee that was called the Washington Risk Pool Advisory Committee
(WRAC), but again

= the process for how rule making would be considered by DES was never defined.

= At no time was a problem statement identified by the representatives from DES
or members of the committee.

= Additionally, no minutes were taken for the meetings and members of the
committee were left to wonder what decisions had been made, if at all.

* Finally, it appears that DES only considered proposed rule making changes that
were submitted by a single member of the committee and disregarded all other
proposals submitted by other members of the committee. (Refer to my three (3)
year to one (1) year notice requirement mentioned above).

The rules submitted by DES for consideration were generated by a single request from
a member pool representative of the committee, not by the members of the committee
as a whole. At best, the requested rule changes should have been more fully vetted at
the committee level to determine whether individual members of the committee can
support or not support the changes. The requested rules submitted by DES are not
supported by ALL members of the committee...frankly it is undetermined if a simple
maijority of the programs support the changes.

The rule changes submitted by one representative of the WRAC committee were driven
by the need of that pool member to create a legislative, competitive disadvantage for
member pools that do not follow a specific insurance pooling model.

The role of the DES should be to help guide rule making that provides sufficient
oversight, appropriate competition and allows maximum flexibility through member
voted representation. It should not be the role of DES to decide through rule making
which pooling model they will support. Most importantly it should not be the role of DES
to rewrite legislation through regulation.

IN CONCLUSION:

Many nonprofit entities provide much-needed services within their communities ~
services that would not be available if operating margins are increased by arbitrary
regulations and rule changes. These rule changes are contrary to the intent of
legislation passed 10 years ago that created the ability for governments and
nonprofits to self-insure. That legislation allowed for a prudent, financially
responsible process to provide less expensive options to entities that serve the public.
By singling out one type of pool model, these proposed rule changes will not enhance




fiduciary responsibility. They will, however, make it more difficult for nonprofits to serve
their communities.

We respectfully request the rules remain as written, and that DES look into the reasons
why DES staff thought it was necessary to bring these rule changes forward.

Sincerely,

Darren R. Brugmann

NPIP Chair



