NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

INTERNATIONAL INSURANCE ISSUES COMMITTEE/INTERNATIONAL ISSUES TASK FORCE
INDIANAPOLIS, INDIANA 
JULY 16, 2015
DRAFT MINUTES

The National Conference of Insurance Legislators (NCOIL) International Insurance Issues Committee and International Issues Task Force met jointly at the Indianapolis Hilton Hotel & Suites in Indianapolis, Indiana, on Thursday, July 16, 2015, at 1:00 p.m.
Rep. Bill Botzow of Vermont, chair of the Committee, and Sen. Dan "Blade" Morrish of Louisiana, chair of the Task Force, presided.

Other members of the Committee present were:

Rep. Matt Lehman, IN




Rep. Joe Fischer, KY

Rep. George Keiser, ND


Sen. Jerry Klein, ND


Sen. David O'Connell, ND




Sen. Neil Breslin, NY

Rep. Kathleen Keenan, VT

Sen. Daniel Hall, WV

Other legislators present were:

Rep. Deborah Ferguson, AR

Rep. Terri Austin, IN

Rep. Gary Chism, MS




Sen. Kevin Bacon, OH

Rep. Bob Hackett, OH

Rep. Mike Henne, OH

Rep. Mark Pody, TN

Also in attendance were:

Susan Nolan, Nolan Associates, NCOIL Executive Director

Candace Thorson, Nolan Associates, NCOIL Deputy Executive Director

Molly Dillman, Nolan Associates, NCOIL Director of Legislative Affairs

Andrew Williamson, Nolan Associates, NCOIL Director of Legislative Affairs

MINUTES

Upon a motion made and seconded, the Committee and Task Force unanimously approved the minutes of their February 27, 2015, meeting in Charleston, South Carolina. 

NCOIL ACTIVITY
Rep. Botzow said that legislators have to keep their eyes on international issues and educate colleagues regarding state-based insurance regulation, which he said is dynamic, innovative, and successful. 

Sen. Breslin reported that in May he spoke on an NAIC panel regarding global insurance standards.  He said that he took away two important points from his participation on this panel.   The International Association of Insurance Supervisors (IAIS), he said, was beginning to recognize that insurance is regulated differently than other financial services are, and Congress was beginning to understand, in part through the work of the NCOIL and the NAIC, that the issue of state-based insurance regulation affects them and their constituencies.  Sen. Breslin said legislators need to continue insurance conversations with Congressional colleagues. 
Rep. Keenan said that she was in the process of applying for membership on the United States Trade Representative's (USTR) Intergovernmental Policy Advisory Committee (IGPAC).  She said that there was a lack of legislative participation in development of free trade agreements.  She also said that if she were granted membership on IGPAC, she would not be able to share information with NCOIL.
NAIC DEVELOPMENTS

Commissioner Sharon Clark of Kentucky, Vice President of the NAIC, said that NAIC and NCOIL had been making headway in their efforts to reach out to Congress.  She said that Congress had held several hearings regarding insurance regulatory developments.  She stated that NCOIL and NAIC needed to continue dialogue with congressional colleagues about the negative effects of IAIS proposals and about the importance of state-based regulation. 
Commissioner Clark said the NAIC continued to have concerns that Dodd-Frank allows the U.S. Treasury, through the Federal Insurance Office (FIO), to enter into a covered agreement.  She said that the NAIC had repeatedly asked FIO and the USTR for the ability to participate in covered agreement discussions.  She said that the NAIC did not think a covered agreement was needed and believed that states already were handling reinsurance collateral and groupwide supervision issues that federal officials were discussing.  She also noted concern regarding preemption of state law.  
Commissioner Clark said another concern was the Financial Stability Oversight Council (FSOC) ability to classify insurance companies as "systemically important financial institutions" (SIFIs).  She said that the NAIC had concerns that there was no "exit ramp" after a SIFI designation and that after designation, FSOC did not give the criteria it had used to make the determination.  She said that while the NAIC has a seat at the FSOC table, NAIC has no vote and that the Council's only insurance expert, Roy Woodall, is continually voted down.  
In response to a question asked by Rep. Fischer as to if MetLife had challenged its SIFI designation, Commissioner Clark said MetLife had and that the case was proceeding through the court system. 
RESOLUTION SUPPORTING FEDERAL LEGISLATION TO PROMOTE U.S. STATE-BASED REGULATION 
Dave Snyder of the Property Casualty Insurers Association of America (PCI) said that the proposed Resolution in Support of Federal Legislation that Supports Transparency, Accountability, and the U.S. System of State-Based Insurance Regulation addressed S. 1086, which was a bi-partisan bill that focused on increasing transparency in the Financial Stability Board (FSB) and IAIS processes and encouraging federal agencies to achieve consensus positions with states.  He said the second bill mentioned in the resolution, H.R. 2141, was not a bi-partisan bill but attempted to do some of the same things as S. 1086.  He noted that there were discussions regarding possible H.R. 2141 technical changes, and so he recommended focusing the proposed NCOIL regulation on S. 1086.  
In response to a question by Rep. Keiser as to whether legislators and regulators should be putting pressure on the federal government as far as criteria for SIFI designations, Mr. Snyder said that if the FSOC designation process continued, it should be on the basis of non-traditional insurance activities that may pose a systemic risk and not on the size of a company.  He noted that if a company changed its business model to eliminate or reduce those activities, it should be able to avoid the additional SIFI regulation and capital requirements.
Ron Jackson of the American Insurance Association (AIA) commented that it was important  to have domestic capital standards in the United States before any capital standard decisions were made internationally.  
Rep. Botzow said that there were two motions before the Committee, one to adopt proposed amendments to omit references to H.R. 2141 and one to recommend the resolution, as amended, to the Executive Committee.  Legislators approved both motions unanimously. 
NCOIL LEGISLATIVE TOOLKIT

Ms. Thorson said that NCOIL had developed the Legislative Toolkit to address pressing international concerns.  She said that after the Spring Meeting, interested parties provided updates to the Toolkit information they had submitted, and then NCOIL revised the Toolkit accordingly and distributed it to legislators around the country. 

Mr. Synder said that there had been some international developments since that time.  He said capital standards continued to be a topic of discussion at IAIS and that there had been a one-year implementation delay as the IAIS added phases to the process.  He also noted that the United States regulatory model might not be recognized as compliant.  
Mr. Snyder said that the IAIS had issued International Capital Proposals in April that were intended to identify the characteristics of a risk-based global insurance capital standard (ICS) for internationally active insurance groups (IAIGs), and basic capital requirements (BCR) and higher loss absorbency (HLA) requirements for global systemically important insurers (G-SIIs). He said that this proposal would evolve.  He also said that in June the IAIS had begun a public consultation to help develop an HLA requirement for G-SIIs and was seeking feedback.  
Mr. Snyder said concerns continued to be what makes sense for the U.S. regulatory system, as the insurance core principles that the U.S. was judged against were heavily based on Europe's Solvency II.  He said that the U.S. system was very different as far as its markets, regulatory traditions, and consumer protections, so it was not surprising that insurance core principles provide criteria that the U.S. has difficulty reaching, and maybe should not be reaching. 
Mr. Snyder said that IAIS continued to field test the regulatory framework that would apply to internationally active insurance groups, with opportunities for volunteer companies to participate.  He said that IAIS had increased its number of open meetings, but that there had been little improvement in opportunities for meaningful input.  He noted that IAIS will address cyber issues. 
Mr. Synder said the International Monetary Fund (IMF), earlier in July, had released a review of the U.S. insurance regulatory system for compliance with the IAIS insurance core principles and had determined that U.S. compliance was inconsistent.  He said the IMF suggested increasing the authority of the FIO and creating an agency at the national level with power to regulate insurance.  He said that Congress had become aware of the international developments and continued to hold hearings.  He  said Congress was expressing concerns consistent with NCOIL views, including a need for an open process where consumers and industry can participate, federal representatives who act consistently with state regulation, and standards that benefit U.S. markets. 
In response to a question from Rep. Botzow regarding current risks to state-based regulation, Mr. Snyder said he had never seen greater challenges.  He said that not only was there risk, but the movement towards a one-size-fits-all approach continued and could achieve the opposite of what was intended.  He said that states risked becoming irrelevant. 

In response to a question by Rep. Keiser as how to make the Legislative Toolkit even more useful to legislators, Mr. Snyder said it might include an additional document identifying impacts to consumers.
Sen. Morrish said that while the Toolkit provided a lot of good information, a one-page summary document with research regarding bottom-line impacts would help concentrate legislator attention on how to be helpful.

Rep. Botzow added that the Talking Points section in the Toolkit addressed bottom-line affects on consumers.  He suggested that NCOIL might want to reconsider how the information in the Toolkit is marketed but that, as is, the Toolkit is a valuable source for legislators. 

Sen. Breslin said that any repetition of the importance of state-based regulation, whether it be in the Toolkit or in a one-page document highlighting the bottom line to consumers, would be beneficial. 
Rachel Jensen of the American Insurance Association (AIA) said that in 2011 an NAIC Group Solvency Issues Working Group started a process that eventually ended with NAIC adoption of an Own Risk and Solvency Assessment (ORSA) Guidance Manual in 2014.  She said that the AIA has been tracking the adoption of this model law and that now 32 states had it.  
Ms. Jensen said the IAIS intended the insurance capital standard to be a quantitative standard applied to the global insurance industry and included in ComFrame.  She reported that the IAIS originally slated implementation for 2019 but recently updated its timeline so that the first version would be in the summer of 2017, with the second version expected in late 2019. 
Ms. Jensen said in regards to international trade that the passage of Trade Promotion Authority (TPA) in June paved the way for the completion of Trans-Pacific Partnership (TPP) negotiations and further down the road for the Trade in Services Agreement (TiSA) and the Trans-Atlantic Trade Investment Partnership (TTIP).  She said that, among other safeguards to ensure that trade agreements can be viewed in their entirety by interested parties, TPA requires the public vetting of a completed agreement for 90 days before the President can sign it and before Congress can decide to accept or reject it.  

Dennis Burke of the Reinsurance Association of America (RAA) said that a covered agreement would be useful to help Europe recognize that United States regulators are competent and equal partners in the regulation of internationally active reinsurers.  

Mr. Burke said there had been no substantive negotiations about a covered agreement because first the USTR and Treasury have to decide what their internal procedures will be before they begin the process.  Mr. Burke said that FIO believes that the state regulatory system is important and that legislators and regulators should be involved in the process and know what is in an agreement.  He said it was important to keep in mind that a covered agreement would allow U.S. companies to access to other markets.  He said this could be done in a way that was helpful to state regulation. 
EU SOLVENCY II IMPLEMENTATION 

Mr. Snyder said Solvency II was due to go into effect on Jan 1, 2016.  He said there was discussion regarding which countries the EU would deem to be equivalent to the EU system   and, therefore, allowed to do business on equal footing.  Mr. Snyder said the equivalence issue was important because without an equivalence rating, U.S. businesses could be disadvantaged. 

ADJOURNMENT

There being no further business, the Committee adjourned at 2:15 p.m.

© National Conference of Insurance Legislators (NCOIL)
K:/NCOIL/2015 Docs/2008541.doc

PAGE  
3

