NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

STATE-FEDERAL RELATIONS COMMITTEE
Washington, DC
February 27, 2009
MINUTES

The National Conference of Insurance Legislators (NCOIL) State-Federal Relations Committee met at the Hyatt Regency Washington on Capitol Hill in Washington, DC, on Friday, February 27, 2009, at 2:30 p.m.

Rep. Greg Wren of Alabama, chair of the Committee, presided.

Other members of the Committee present were:
Rep. Rich Golick, GA


Assem. Joseph Morelle, NY

Sen. Ralph Hudgens, GA

Sen. Keith Faber, OH

Rep. George Keiser, ND

Rep. Brian Kennedy, RI

Rep. Frank Wald, ND

Other legislators present were: 


Rep. Kurt Olson, AK


Rep. Charles Curtiss, TN




Rep. Ronald Crimm, KY

Rep. Hubert Vo, TX

Sen. Neil Breslin, NY


Sen. Ann Cummings, VT


Sen. James Seward, NY


Sen. Mike Hall, WV


Sen. John Sparks, OK


Sen. Joe Minard, WV


Rep. Anthony Melio, PA

Also in attendance were:


Susan Nolan, NCOIL Executive Director


Candace Thorson, NCOIL Deputy Executive Director


Mike Humphreys, NCOIL Director of State-Federal Relations


Jordan Estey, NCOIL Director of Legislative Affairs & Education
MINUTES

After a motion made and seconded, the Committee voted unanimously to approve the minutes of its November 21, 2008, meeting in Duck Key, Florida.

U.S. HOUSE FINANCIAL SERVICES COMMITTEE
Tom Glassic of the U.S. House Financial Services Committee majority staff reported on the Committee’s 2009 agenda, including the possibility of the creation of a federal systemic risk regulator and the role of state insurance regulation in such a process.
GROUP OF THIRTY REPORT

Julie Gackenbach of Confrere Strategies said that the Group of Thirty (G30) had released a report in January that proposed a framework for financial stability.  She said that the G30 recognized that regulatory frameworks would have to reflect political preferences of each country and said that the report specifically acknowledged that U.S. regulation would have to include state and federal components.  

Ms. Gackenbach said the report was broad and did not make many specific recommendations.  She said that it focused on improving governance and risk management procedures and on increasing transparency.  She said that it also addressed consolidating supervision of nonbanking institutions, strengthening boards of directors, initiating a degree of principles-based regulation, and enhancing disclosures of asset-backed or structured-finance products.  She said that the report specifically recommended consolidated regulation at a national level for “any large internationally active insurance companies.”    
GOVERNMENT ACCOUNTABILITY OFFICE REPORTS

Mr. Humphreys reported on two Government Accountability Office (GAO) reports, one related to financial services and one regarding insurance regulation.  He said the financial services study, released in January, had concluded that the regulatory system was complex, fragmented, and outdated.  He said that the study contained three sections that outlined the history of financial services regulation, cited challenges to the current regulatory system, and provided a framework for federal policymakers to use when analyzing reform proposals.  He said that the report contained one paragraph on an optional federal charter (OFC), noting that it recommended that Congress consider OFC advantages and disadvantages.

Mr. Humphreys said that a second GAO study—due in April—would examine the success of recent efforts in producer licensing, product approval, and market conduct regulation.  He said that the GAO assessed the progress that the National Association of Insurance Commissioners (NAIC) and states have made to increase reciprocity and uniformity and the potential impacts on the insurance industry and consumers.
CONGRESSIONAL OVERSIGHT PANEL REPORT

Mr. Humphreys said that the Congressional Oversight Panel (COP) for the Troubled Assets Relief Program (TARP) had released a report in January entitled Modernizing the American Financial Regulatory System:  Recommendations for Improving Oversight, Protecting Consumers, and Ensuring Stability.  He said that its recommendations included, among others, identifying and regulating financial institutions that pose systemic risk, limiting excessive leverage in American financial institutions, modernizing supervision of what it termed a “shadow” financial system, and making as a U.S. diplomatic priority the establishment of a global financial regulatory floor.  

Mr. Humphreys reported that New York State Banking Superintendent Richard Neiman, a COP member, had written a supporting opinion that underscored a Panel’s recommendation to eliminate federal preemption of certain state consumer protection laws.  He said that the COP’s two Republican members—Congressman Jeb Hensarling (R-TX) and former U.S. Senator John Sununu (R-NH)—wrote a dissenting opinion that recommended an OFC for insurance regulation, among other things. 
STATE summit ON FINANCIAL SERVICES REFORM

Mr. Humphreys reported that NCOIL President Sen. Seward had sent a letter to presidents of other national organizations of state officials, including the NAIC, the National Governors Association (NGA), the Conference of State Bank Supervisors (CSBS), and the North American Securities Administrators Association (NASAA), among others, regarding establishing a uniform voice on financial services regulatory reform.  He said that staff from the various groups have been meeting to discuss reform and that each group would develop its own reform principles, with an eye toward finding common ground among the groups and maximizing their voice in Congress and elsewhere on issues of state concern, including those of financial modernization and federal preemption.  He said that the organizations’ leaders might discuss the ideas at a future State Summit, and he noted that NCOIL had already begun work on its principles.  
PRODUCER LICENSING RECIPROCITY/UNIFORMITY
NAIC President Commissioner Roger Sevigny (NH) said that regulators had developed an NAIC Producer Licensing Model Act (PLMA) in 2000 to achieve reciprocity in producer licensing.  He said that a regulator-industry coalition had conducted state assessments in 2008 to review state PLMA implementation and reported that 47 states have complied with 2002 NAIC guidelines that would help states meet National Association of Registered Agents & Brokers (NARAB) requirements.  He said that the NAIC had also reconstituted a NARAB Working Group, worked with industry groups on a federal NARAB II proposal, and recently formed a Producer Licensing Task Force.

Rep. Wren said that NCOIL had adopted a resolution supporting the PLMA in 2000.

Wes Bissett of the Independent Insurance Agents & Brokers of America (IIABA) said that producer licensing was a simple issue and cautioned that a failure to address outstanding challenges could fan the flames for federal insurance regulation.  He said that insurance agencies are operating in a greater number of states than ever before, noting that the average agency operates in around ten (10) states.  He said that important challenges included nonresident licensing issues, a lack of true reciprocity, and duplicative licensing.  He recommended that the states focus on getting the PLMA adopted in all states and advised NCOIL against pursuing new licensing model legislation—which he said could lead to confusion.    
David Eppstein of the National Association of Professional Insurance Agents (PIA) said that insurance producers today are subject to extensive background checks, that producer information is available to regulators through a National Insurance Producer Registry (NIPR),and that 13 states now fingerprint resident producers.  He said that a small minority of those 13 states also require fingerprints for nonresident producers.  He called fingerprinting nonresident producers a large barrier to licensing reciprocity.  He said that PIA did not oppose resident fingerprinting and offered to work with the Committee should members choose to draft fingerprinting model legislation.  
Bill Anderson of the National Association of Insurance and Financial Advisors (NAIFA) said that NAIC-industry coalition activities had successfully eliminated some desk drawer rules and changed certain regulations in order to promote reciprocity.  He said that fingerprinting would remain a major licensing obstacle and that NAIFA supports a national approach to fingerprinting.  He noted that NARAB II legislation included a fingerprinting section.    
John Gerni of the American Council of Life Insurers (ACLI) reported that there has been a 46 percent decline in the number of new life insurance producers in the past 30 years and that the average age of a producer is 56 years.  He said that standards related to prelicensing education and examinations are not uniform.  He said that the NAIC may look into a multi-state approach for licensing exams and noted that uniform exams could encourage companies to use national training approaches.     
Responding to a question from Rep. Keiser regarding fingerprinting reciprocity, Mr. Eppstein said that reciprocity comes down to trust, e.g., whether a state will accept a background check by a second state.    

MARKET CONDUCT ANNUAL STATEMENT (MCAS)
Sen. Seward introduced, for discussion purposes, a proposed Market Conduct Annual Statement Model Law that would confirm the confidentiality of MCAS data when it is turned over to a third party, including the NAIC.  He said that the model would also outline a process for collecting and analyzing MCAS information.  He described an NAIC plan to expand data collected in statutorily required annual financial statements to include market conduct data and overviewed a 2008 NCOIL resolution that expressed concern and opposition to certain aspects of the plan. 
Lynn Knauf of the Property Casualty Insurers Association of America (PCI) said that while numerous regulators support holding MCAS data confidential at the NAIC, many others want the information made public.  She said that companies are not comfortable sending their information to an organization that is divided over its confidentiality protections.

Neil Alldredge of the National Association of Mutual Insurance Companies (NAMIC) echoed PCI support for the NCOIL model and said that it would move forward the market conduct debate, allow market analysis-driven exams to continue, and create a more rational system for industry, regulators, and legislators.  He said that the NAIC MCAS project changes the parameters of MCAS to make the data public and leaves behind its original purpose:  to assist regulators in deciding whether to conduct a market conduct exam.  He said that the draft legislation is consistent with an NCOIL Market Conduct Surveillance Model Law and that it would fix certain state laws that prevent states from sharing MCAS data with the NAIC.  

Eric Goldberg of the American Insurance Association (AIA) said the draft NCOIL model is enabling, not prescriptive, and noted that it would allow the NAIC and the states to analyze market data while providing the necessary confidentiality protections.  He said the insurance industry had received little traction at the NAIC on alternative proposals to address MCAS concerns.

Cate Paolino of AIA said that the benefits of the proposed model include that it keeps power with a state regulator and that it puts in place contractual protections and provisions to guide the regulator’s business relationships.  She said the legislation is necessary now, since insurers will submit MCAS data to 29 states in two months.  She said that the industry is not sure what will happen in 2010 regarding whether all states will be required to participate in the NAIC plan and whether insurers will be required to send data directly to the NAIC—which she noted would raise ownership and confidentiality concerns.     

John Gerni of the ACLI expressed full support for the proposed model.  Jim Tuite of State Farm expressed support for the effort and said that the bill—or subsequent state legislation—may need clarifying language regarding certain confidentiality provisions.  
Commissioner Sevigny said that addressing MCAS data and market regulation accreditation are the two primary charges of the NAIC Market Regulation and Consumer Affairs (D) Committee for 2009 and that no final decisions have been made regarding MCAS data.  He said that the NAIC agreed that it is important to have data integrity, that the data is the appropriate data, that definitions are clearly understood by all, and that data collection is done in a uniform fashion.  

After further discussion, the Committee voted unanimously to defer consideration of the proposed model until the NCOIL Summer Meeting.  

Rep. Kennedy urged legislators to introduce the NCOIL Market Conduct Surveillance Model Law in their respective states and said that Rhode Island had recently enacted the legislation.  
INTERSTATE INSURANCE PRODUCT REGULATION COMPACT
Commissioner Jane Cline (WV), Interstate Insurance Product Regulation Commission (IIPRC) Chair, reported that Wisconsin, Louisiana, and South Carolina had joined the Compact in 2008.  She said the Compact comprises 33 states representing more than half of the premium volume across the nation.  She said that legislation was pending in several states, including Connecticut, Washington, DC, Mississippi, New Jersey, New Mexico, and New York.
Commissioner Cline said that the IIPRC has 49 uniform standards available to industry for filing.  She said that it has seen tremendous growth in the number of companies registered with the Compact, noting that while 38 companies registered in 2008, 45 companies have already registered in 2009.  

Mr. Humphreys reported that legislators on the IIPRC Legislative Committee—and on behalf of NCOIL and the National Conference of State Legislatures (NCSL)—recently sent a letter to legislative leaders and Committee chairs in all non-compacting states urging them to adopt Compact legislation.  
SURPLUS LINES INTERSTATE COMPACT (SLIMPACT)
Paul Spector of the American Association of Managing General Agents (AAMGA) said that brokers involved in multi-state surplus lines placements have had problems addressing which states regulate the transactions and where the premium taxes are to be paid, among other things.  He said that SLIMPACT legislation would address such problems.  He reported that SLIMPACT interested parties would meet in conjunction with an NAIC March Meeting to seek the support of state regulators.  
Rep. Wren said that NCOIL is committed to SLIMPACT efforts and is also looking at federal legislation in the Nonadmitted and Reinsurance Reform Act as a targeted reform proposal.
ADJOURNMENT
There being no further business, the meeting adjourned at 4:10 p.m.
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