NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

LIFE INSURANCE & FINANCIAL PLANNING COMMITTEE

PHILADELPHIA, PENNSYLVANIA
JULY 9, 2009
MINUTES

The National Conference of Insurance Legislators (NCOIL) Life Insurance & Financial Planning Committee met at the Marriott Downtown in Philadelphia, Pennsylvania, on Thursday, July 9, 2009, at 1:15 p.m. 
Sen. Ralph Hudgens of Georgia, chair of the Committee, presided.

Other members of the Committee present were:


Rep. Greg Wren, AL


Rep. Frank Wald, ND




Sen. William Haine, IL 

Rep. George Keiser, ND




Sen. Ruth Teichman, KS

Sen. Carroll Leavell, NM




Rep. Ronald Crimm, KY

Assem. Nancy Calhoun, NY




Rep. Barb Byrum, MI


Rep. Charles Curtiss, TN



Other legislators present were: 


Rep. Dennis Horlander, KY


Rep. Marc Corriveau, MI


Sen. Jerry Klein, ND


Rep. Don Flanders, NH

Also in attendance were:


Susan Nolan, NCOIL Executive Director


Candace Thorson, NCOIL Deputy Executive Director


Michael Humphreys, NCOIL Director of State-Federal Relations

Jordan Estey, NCOIL Director of Legislative Affairs & Education

MINUTES
The Committee voted unanimously to approve the minutes of its February 28, 2009, meeting in Washington, D.C.
STATE LIFE SETTLEMENT ACTIVITY

Mr. Estey reported on 2009 state adoption of the NCOIL Life Settlements Model Act.  He reminded Committee members that 12 states passed new life settlement laws in 2008, with ten states using the NCOIL model as a template to increase consumer protections and address stranger-originated life insurance (STOLI) schemes.  
Mr. Estey said seven legislatures approved the NCOIL model in 2009, including Arkansas, Georgia, Idaho, Illinois, Montana, Utah, and Washington.  He said Minnesota, Nevada, Oregon, Vermont, and West Virginia enacted NAIC bills or a combination of the two models.  
In closing, Mr. Estey said North Dakota amended a 2007 life settlements law to incorporate strong consumer protections from the NCOIL model.  He said eight other states had also introduced and considered 2009 life settlement legislation, including California, Michigan, New Hampshire, New Jersey, New York, Rhode Island, South Carolina, and Tennessee.

FEDERAL LIFE SETTLEMENT ACTIVITY

Mr. Humphreys reported on an April 29 U.S. Senate Special Aging Committee hearing on life settlements, noting its focus on alleged abuses and adequacy of consumer protections and state laws.  He added that NCOIL had sent an April 28 letter, for the record, to the Committee outlining consumer protections in the NCOIL model, among other things.
Mr. Humphreys also reported on a U.S. Treasury Department proposal to modify life settlement tax rules.  He said the Department was concerned about investor loopholes to evade federal taxes on life settlement proceeds.  The proposal, he said, would require third-party investors with ownership interest on insurance policies exceeding $1 million to disclose transaction information to the Internal Revenue Service (IRS), among other things.
SEC INDEXED ANNUITIES ACTIVITY
Iowa Insurance Commissioner Susan Voss, on behalf of the NAIC, updated Committee members on a joint NAIC/industry legal challenge of U.S. Securities and Exchange Commission (SEC) Rule 151A.  Commissioner Voss reminded legislators that the rule would give federal securities regulators, not state insurance commissioners, regulatory authority over fixed-indexed annuities.  
Jim Poolman of the Coalition for Indexed Annuity Products said the U.S. Court of Appeals for the District of Columbia Circuit, which was considering the legal challenge, could block the rule for violating the law, tell the SEC to reconsider it, amend it, or support the SEC permitting the rule’s 2011 implementation.  He said a court decision could occur before the end of August, 2009.   

Mr. Poolman also reported that federal bills H.R. 2733 and S.1389, The Fixed Indexed Annuities and Insurance Products Classification Act of 2009, would exempt indexed annuities from the Securities Act of 1933, thereby nullifying Rule 151A and preserving strong state insurance commissioner oversight. 
NAIC ANNUITY SUITABILITY DEVELOPMENTS
Commissioner Voss reported on NAIC Life Insurance (A) Committee review of a Suitability in Annuity Transactions Mode Regulation, which governed the appropriate sale of increasingly complex life insurance and annuity products to consumers in at least 40 states.  She said proposed model changes sought to increase company oversight of their agencies and producers to ensure collection of important consumer information, among other things.  In response to a comment from John Gerni of the American Council of Life Insurers (ACLI)—who said the amendments were highly prescriptive and burdensome for insurance companies—Commissioner Voss said that several Commissioners had similar concerns and a that a smaller working group would review the amendments in detail.  
Lee Covington representing the Insured Retirement Institute (IRI), formerly the National Association for Variable Annuities (NAVA), disagreed with the NAIC’s decision to review the model and argued that state regulation would suffer.  He urged regulators and legislators to focus instead on 50-state adoption of the existing model.  He said making changes to the law, at this point, would only add to regulatory confusion and weaken consumer protections, thereby fueling Congressional claims of state inefficiencies and further calls for federal preemption of state insurance regulation.
PRINCIPLES-BASED RESERVING
Commissioner Voss discussed ongoing NAIC efforts to develop a new system of principles-based reserve requirements for life and health insurance products.  She assured legislators of the NAIC’s focus to protect consumers and provide more accurate financial rules for companies.  She said new principles-based requirements would ensure company solvency, financial health, and strong consumer protections by measuring a company’s actual risk and not imposing a one-size-fits-all formula on diverse companies and products.  She said companies selling universal life and variable annuity products, for example, would have to increase reserves for these riskier and more complex products in order to meet future claims and obligations.
Paul Graham of the ACLI discussed how insurance companies measured future liability and set aside financial resources through reserves and risk-based capital, among other things.  He provided a detailed review of insurance reserve standards and of how a new principles-based system would differ from the current formula-based framework.  He said companies, which could traditionally use only mortality calculations and interest rates to set minimum reserves, would be allowed to also use additional information on policyholder behavior and company expenses, among other things, to more accurately assess their own risk under a principles-based system.

Mr. Graham said NAIC efforts combined the historically prescribed formulas with new principles-based rules.  He said all companies, regardless of size and diversity, would have to maintain a minimum reserve floor based on NAIC rules.  He said this net-premium reserve would be supplemented by company deterministic reserves, which would be a company’s best assumption of its liability based on new principles-based rules.  Additionally, he said companies would be required to randomly test investment returns and various economic situations to ensure company solvency and adequate reserves.
Mr. Graham said a principles-based approach would have several advantages over the current requirements, including increased rules on economic modeling and disclosures to regulators about a company’s risk assumptions and their experience.  He said the NAIC Valuation Manual would also enable regulators to react swiftly to the emergence of new products.  He said these changes under the current framework could take two to three years to achieve broad state approval. 
Mr. Graham concluded his presentation by urging legislators to support the NAIC efforts and discussed the industry, regulator, and consumer benefits of a principles-based system of reserving.  He said, among other things, that a principles-based system would create an even playing field for large and small companies alike, increase regulator control over company solvency information, and lower premiums for certain products. 

Commissioner Voss discussed the status of NAIC efforts, announcing that a Task Force had recently completed a revised Standard Valuation Law for consideration by the group’s Life Insurance (A) Committee.  She said the law would eventually require a near-50 state enactment before the principles-based system, via a newly revised Valuation Manual, could be operational.
Representative Robert Damron (KY) said several small insurance companies in Kentucky opposed the new framework because they feared a competitive disadvantage to larger companies.  He said many of these companies, for example, would not have the staff to compete with larger companies.  Commissioner Voss said large companies offering more complicated products—not smaller companies—would have to increase reserves.  
Mr. Graham said the NAIC was reviewing situations where small insurance companies could opt out.  He said companies offering basic products without investment risk, like level premium term life insurance, wouldn’t have much uncertainty about their future liability and an opt-out may be appropriate in these cases.

CAPITAL & SURPLUS RELIEF EFFORTS
Commissioner Voss and Mr. Graham reported on NAIC efforts to review what are appropriate changes to various life insurance company accounting, financial reporting, and valuation requirements to increase available capital.  Commissioner Voss reminded Committee members of a nine-point life insurance industry plan considered by the NAIC in December 2008, and January 2009, to increase available capital and surplus for companies during the economic downturn.  She said the NAIC Executive/Plenary Committee didn’t approve any of the proposals on an emergency basis, as life insurers had requested, but opted to continue review of plan merits through the normal NAIC working group process.    
Commissioner Voss said the NAIC Life Insurance and Annuities (A) Committee had recently approved two proposed changes.  She said the first chance was to an actuarial guideline for use when valuation tables change after issue and a second to ease mortality limitations in calculating deficiency reserves under an NAIC Valuation of Life Insurance Policies Model Regulation. 
Commissioner Voss said the (A) Committee would also consider amending an NAIC Model Regulation Permitting the Recognition of Preferred Mortality Tables for Use in Determining Minimum Reserve Liabilities, to allow retroactive application of the 2001 CSO Preferred Table Structure to older life insurance policies.
Mr. Graham said Commissioners were also working on a measure related to allowable deferred tax assets (DTAs) for September consideration.  Commissioner Voss reminded Committee members that if the NAIC approved these relief measures, that states could choose not to implement them.  She said that several states had already approved some of these changes for companies operating in their state, despite NAIC review.
LIFE INSURANCE AWARENESS MONTH RESOLUTION
Sen. Hudgens introduced a proposed Resolution in Support of Recognizing September 2009 as Life Insurance Awareness Month, which he said would increase consumer education about the importance of
life insurance.  He said that adoption of the resolution would mark the third consecutive year of NCOIL support.  
Upon a motion made and seconded, legislators adopted the resolution was unanimously.

ADJOURNMENT
There being no further business, the Committee adjourned at 2:30 p.m.
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