 NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

International Insurance Issues Committee

NEWPORT, RI
JULY 14, 2011
MINUTES

The National Conference of Insurance Legislators (NCOIL) International Insurance Issues Committee met at the Marriott Newport in Newport, RI, on Thursday, July 14, 2011, at 11:00 a.m.

Sen. Travis Holdman of Indiana, chair of the Committee, presided.

Other members of the Committee present were:

Rep. Greg Wren, AL


Sen. Carroll Leavell, NM

Sen. Vi Simpson, IN


Rep. Charles Curtiss, TN
Rep. Robert Damron, KY

Rep. William Botzow, VT

Rep. Susan Westrom, KY

Sen. Ann Cummings, VT

Rep. George Keiser, ND

Rep. Kathie Keenan, VT

Other legislators present were:

Rep. Kurt Olson, AK


Sen. William J. Larkin, Jr., NY
Sen. Dean Cameron, ID

Rep. Marguerite Quinn, PA
Sen. Ruth Teichman, KS

Rep. Brian Kennedy, RI
Rep. Wesley Richardson, ME

Sen. Joshua Miller, RI
Rep. Sharon Treat, ME


Rep. Armando Walle, TX
Sen. Jerry Klein, ND


Del. Harvey Morgan, VA
Sen. David O’Connell, ND

Rep. Herb Font-Russell, VT
Rep. Don Flanders, NH

Sen. Maralyn Chase, WA


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 March 4, 2011, meeting in Washington, DC.

FREE TRADE AGREEMENT “101” 
USTR COMMENTS

Probir Mehta, deputy U.S. assistant in the Office of the U.S. Trade Representative (USTR), offered a basic introduction to U.S. trade efforts.  He said that trade is critical to the U.S. economy because every $1 billion in exports supports approximately 6,000 U.S. jobs, which he said pay 13 to 18 percent more than the national average.  

Mr. Mehta reported that the goals of the USTR, which he noted is a component of the President’s Executive Branch, are to:

· open foreign markets
· develop strategic and transparent trade policy

· communicate benefits of trade

· monitor and enforce U.S. trade rights

Mr. Mehta outlined how various Executive Branch agencies interact to develop coordinated U.S. trade policy.  He said that work begins in a Trade Policy Staff Committee, which is comprised of staff from the Commerce, Defense, Environmental Protection, Health & Human Services, and State Departments, among others.  Any disputes, he said, are addressed by a deputy-level Trade Policy Review Committee and, on rare occasions, move up to a National Economic Council in the White House.  Mr. Mehta said that the Executive Branch consults with Congress, state and local governments, the private sector, environmental and consumer groups, and labor unions.  Some of the consultations, he said, take place as part of a Trade Advisory Committee System. 
In response to a question posed by Sen. Holdman, Mr. Mehta said that the advisory system includes 22 technical committees comprised of experts selected through an open process.  
Mr. Mehta then outlined the tools used by USTR to engage trading partners, including:

· bilateral dialogues, such as with China and India
· plurilateral organizations, such as the Asia Pacific Economic Forum (APEC)
· multilateral organizations, such as the World Trade Organization (WTO)
· free trade agreements (FTAs), such as with Australia and South Korea
Regarding trade agreements, Mr. Mehta said that each FTA aims to increase U.S. exports and covers a variety of goods and services.  Once an agreement enters into force, he said, the participating countries cooperate to address any differences and to ensure proper implementation.  He reported that FTA chapters focus on market access for industrial goods, on financial services, and on intellectual property rights, among other arenas.  Currently, he said, the USTR is working with Australia, Brunei, Chile, Malaysia, New Zealand, Peru, Singapore, and Vietnam to develop a regional Trans-Pacific Partnership (TPP) agreement.
Mr. Mehta then commented generally on pharmaceutical provisions in FTAs, saying that:

· The USTR aims to get a “fair shake” for U.S. firms, both brand-name and generic drug companies, that operate in foreign markets.  
· Pharmaceutical provisions in FTAs only apply to national health care programs—primarily to single, federally run healthcare programs common in other nations—and not to systems like Medicaid.
STATE LEGISLATOR COMMENTS

Rep. Sharon Treat, a member of an Intergovernmental Policy Advisory Committee (IGPAC)—one of the Executive Branch technical committees mentioned by Mr. Mehta—stressed a need for state-level input into trade negotiations.  She said, among other things, that only IGPAC participation allows state officials to review trade agreement language as it’s being developed and to offer targeted comments that may be most effective.        
Beyond IGPAC participation, Rep. Treat said, there are other ways in which state legislators can weigh in on trade developments:

· establish trade advisory panels, as exist in seven states, to evaluate FTA impacts on state markets and authority

· adopt resolutions that comment on USTR initiatives 

Rep. Treat cautioned, among other things, that FTA preemption concerns extend beyond the pharmaceutical issues highlighted in a draft NCOIL Resolution Opposing Commitments on Pharmaceutical Reimbursement and Insurance Regulation in Free Trade Agreements.  She pointed to emerging European Union (EU) insurance regulatory requirements as evidence that foreign standards could impact state-based regulation.  
DRAFT RESOLUTION ON U.S. TRADE POLICY/STATE DRUG LISTS
Rep. Keenan, co-sponsor of the draft resolution, moved to defer consideration of the proposal until the Annual Meeting to allow for further Committee discussion—including of international tribunals and presidential fast-track negotiating authority.  She commented that these are critical items for legislators to understand.

Rep. Wren seconded the motion, and the Committee deferred the draft resolution via unanimous voice vote.  
NAIC SOLVENCY MODERNIZATION INITIATIVE (SMI)

Commissioner Kevin McCarty (FL), chair of the National Association of Insurance Commissioners (NAIC) International Insurance Relations (G) Committee, described SMI as a critical self-evaluation of the U.S. regulatory framework in light of international efforts, such as Solvency II.  Although the U.S. system worked well through the financial crisis, he said, a self-review was appropriate.
Commissioner McCarty said the U.S. takes a “collegial” approach to insurance oversight that is more effective than the top-down approach of other jurisdictions.  To promote cooperation across the globe, he reported, the NAIC is working at the International Association of Insurance Supervisors (IAIS) to encourage “supervisory forums” that would help regulators to oversee internationally active insurance groups.

Commissioner McCarty reported that the SMI has five components:
· capital requirements

· corporate governance/risk management

· group supervision

· statutory accounting/financial reporting

· reinsurance

Regarding capital standards, Commissioner McCarty said the U.S. risk-based system, developed in the 1990s, differs from other approaches, such as Solvency II, that are more quantitative and require specific capital amounts.  Although the risk-based approach has been very successful, he said, the NAIC was “recalibrating” its life insurance requirements, among others, in order to enhance U.S. standards.   

On corporate governance/risk management, Commissioner McCarty said that European countries have very prescriptive standards compared to the more free-market U.S. approach.  He said that although a component of Solvency II, the Own Risk and Solvency Assessment (ORSA), addresses an important issue—self-evaluation by companies, including large enterprises, of their own risks—the EU approach relies too heavily on internal models.  He said the NAIC was pursuing a version of ORSA that did not emphasize modeling.

Regarding group supervision, Commissioner McCarty said the NAIC supports a “windows and walls” approach that gives regulators insight into a company’s entire operations while still emphasizing the supervision of individual components.  
A convergence of Financial Accounting Standards Board (FASB) and International Accounting Standards Board (IASB) requirements remained a work-in-progress, Commissioner McCarty said.  He commented that a “common language” would be helpful when assessing globally active insurance groups.  Regarding SMI accounting efforts, he said that two regulator “work streams”—focused on principles-based reserving and the future of statutory accounting/reporting—was addressing convergence issues.    
Regarding reinsurance, Commissioner McCarty noted that the NAIC in 2008 developed a Reinsurance Regulatory Modernization Framework proposal that would establish a port-of-entry system to modernize U.S. collateral rules.  He reported Congress did not enact needed federal Framework enabling legislation and that reinsurance modernization provisions were ultimately included in a 2010 Dodd-Frank Act.  The NAIC, he said, recognizing that individual states were pursuing collateral reform on their own, was working to incorporate collateral elements of the Framework into the NAIC credit for reinsurance model law/regulation.  
During discussion that followed, Commissioner McCarty commented that internationally active insurance groups have “legitimate concerns” that U.S. and EU regulatory efforts may negatively impact business.  Among other things, he said that companies are particularly concerned about what happens if Solvency II is implemented without a transition period from the current system.

ADJOURNMENT
There being no further business, the meeting adjourned at 12:30 p.m. 
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