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INSURANCE REGULATION REFORM

TUESDAY, JULY 11, 2006

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 10:08 a.m., in room SD-538, Dirksen Sen-
ate Office Building, Senator Richard C. Shelby (Chairman of the
Committee) presiding.

OPENING STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. The Committee will come to order.

Today’s hearing will inaugurate a series of hearings that the
Committee will hold this year on insurance regulation. The purpose
of these hearings is to continue the Committee’s historical over-
sight of the insurance industry and, in particular, to determine
how insurance regulations can be strengthened and perhaps mod-
ernized. Although the McCarren-Ferguson Act delegated primary
responsibility for insurance regulation to the States, the health of
the U.S. insurance market is a national concern. The American
economy depends on the existence of a dynamic and robust insur-
ance market, as insurance protects American businesses and con-
sumers from financial loss and empowers them to plan for their fi-
nancial futures.

Because of the security provided by insurance, American entre-
preneurs have better positions to take the financial risk necessary
to create new businesses and, of course, jobs. Without widespread
availability of insurance at reasonable rates, the American econ-
omy would unquestionably be less entrepreneurial, less productive,
and less competitive.

Insurance products also play a central role in the retirement
plans of millions of Americans and provide invaluable assistance to
many following life’s most tragic moments, such as the death of a
spouse or a parent. Private insurance is our Nation’s first line of
defense in protecting Americans from financial distress.

Yet, in order for the U.S. insurance market to work for American
consumers today and in the future, it is essential that insurance
regulation keep pace with the changes in the marketplace and
technological development. How insurance is regulated has a direct
impact on whether the U.S. insurance market has the capacity and
ability to pay claims, the flexibility to develop new products in re-
sponse to changing consumer demand, and the strength to insure
Americans at reasonable rates. Making sure that U.S. insurance
regulation is the world’s most advanced and up-to-date, therefore,
has real world consequences for American consumers.

o))
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My hope for today’s hearing is twofold. First and foremost, I
think that it is important that this Committee thoroughly under-
stand the most pressing regulatory insurance reform issues. No
system of regulation is perfect, but we can only begin to make the
needed improvements once we understand the problems and the
issues that are at stake.

Second, I am interested in learning about all of the potential op-
tions for the modernization of the insurance regulations. Insurance
is too important to too many Americans for us not to examine all
of our options for modernizing our system of insurance regulation.

And I am pleased that two members from this Committee, Sen-
ator Sununu and Senator Johnson have already been working on
ways to modernize insurance regulation. I commend them for their
innovative work and their willingness to tackle such a daunting
task as insurance regulation reform. I look forward to learning
more about their proposals and also learning more form other wit-
nesses.

I want, in advance, to thank all of the witnesses for being here
%oday and, at this time, Senator Johnson. I believe you were here
irst.

STATEMENT OF SENATOR JOHNSON

Senator JOHNSON. Thank you, Chairman Shelby, and also I ap-
preciate the concern expressed by ranking member Sarbanes and
his staff. Both of your staffs have been very helpful.

I want to thank you for holding what I hope is the first in a se-
ries of hearings on the very important issue, an urgent issue, of
regulatory reform of the insurance industry. The last time this
Committee held a hearing on this issue was back in 2004. And it
is safe to say, frankly, that very little progress has been made in
this area on either the State or the Federal level since that time.

There is a widespread consensus that the status quo is unaccept-
able. The question now is, what should be done to change that? As
you know, Senator Sununu and I have come up with what we be-
lieve is a reasonable solution and what I truly believe is the right
approach, an optional Federal insurance charter.

I have heard many arguments both for and against the regula-
tion of insurance, and I have to say that I, at this point, am not
convinced that all 50 States will ever be able to come together on
W}(liat we all agree is desperately needed, and that is uniform stand-
ards.

But this is not a simple issue, and therefore there is no simple
solution. Nonetheless, insurance companies both small and large,
agents and brokers, and, most importantly, consumers, should all
have the benefit of a system of regulation that fosters competition,
while allowing the greatest protections and the greatest choices.

None of those ideals should be hindered or diminished by regu-
latory reform efforts, rather they must be enhanced. Consumers
should have the benefit of knowledgeable and responsible agents
and brokers who represent well-regulated and financially sound
companies.

Insurance companies, whether they are local, regional, national,
or global, must be able to grow to compete and offer innovation
products and services. There is no reason why this country’s insur-
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ance industry, its agents, brokers, and consumers they serve,
should be hamstrung by a system of regulation that I have heard
described as redundant, inefficient, burdensome, complicated, du-
plicative, costly, dysfunctional, anachronistic, balkanized, con-
tradictory, deficient, and counterproductive.

Now, maybe somebody can think of some more descriptions than
that, but that is just a handful of what was shared with me over
the years, despite the fact that, obviously, we have many very able
State regulators and very many States that have tried hard to do
a good job.

Congress called for State reform of insurance regulation in
Gramm-Leach-Blilely. The message we are willing to send now is,
if you cannot do it, we will do it for you.

I want to thank each of the witnesses that have taken the time
to appear before us today to help the Committee better understand
the current system, or lack of system, of insurance regulation. I
look forward to hearing your recommendations for meaningful and
effective reform.

And it is my hope that at the conclusion of today’s hearing, we
will leave armed with a good sense of the right approach to ad-
dressing, and addressing in a prompt fashion, this critically impor-
tant issue.

Thank you, Mr. Chairman.

Senator SHELBY. Senator Hagel.

Senator HAGEL. No statement. I look forward to the witnesses.
Chairman, thank you.

Senator SHELBY. Senator Reed.

STATEMENT OF SENATOR REED

Senator REED. Well, thank you very much, Mr. Chairman. I
think this is a very timely and important hearing. The insurance
regulation system in the United States faces challenges and we
need to, I think, examine it at this point. If we look at a global
economy as well as the emerging products and emerging tech-
nologies, insurance companies comprise a significant sector of our
economy. Over 1,000 life and health insurance companies, and over
2,000 property and casualty insurance companies generate $540
billion and $430 billion in premiums, respectively.

Insurance companies, unlike banks and other financial institu-
tions have been regulated by the States for the past 150 years, and
although a number of changes in the regulatory system have been
proposed at the Federal level, the system has remained largely un-
touched. Gramm-Leach-Blilely further clarified the State’s author-
ity to regulate insurance companies.

The decentralized nature of insurance regulation has prompted
calls for a revision of the current system to make it more uniform
and efficient.

However, there is a widespread disagreement as to what ap-
proach should be taken to achieve this efficiency and this uni-
formity. The proposal to transfer State regulatory functions to the
Federal Government will likely bring about a healthy debate. We
are beginning that debate today. With that said, I think we must
continue to insist upon strong consumer protections as part of any
changes to our regulatory structure.
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Modernizing our regulatory structure should not be an excuse to
undermine consumer protections. This is, obviously, a complicated
and important issue. I look forward to this hearing and future
hearings as we examine the impact of the current system of regula-
tion on the insurance industry.

Thank you, Mr. Chairman.

Senator SHELBY. Senator Sununu.

STATEMENT OF SENATOR SUNUNU

Senator SUNUNU. Thank you, Mr. Chairman. I certainly want to
commend you on convening yet another quiet hearing on a dull, so-
bering issue, like insurance regulation.

Senator SHELBY. It will be quiet.

Senator SUNUNU. I hope the fire marshals are not in the facility.
It is especially nice, though, to see that we have got a number of
colleagues here to talk about. And to listen to our witnesses about
a very interesting, somewhat complex subject described in, I think,
effective detail by you, Mr. Chairman, by Senator Johnson, and
Senator Reed. And that is, how best to insure efficient regulation
of the insurance markets.

You detailed the key issues, here. We have an industry that is
certainly national and is increasingly global in its scope and reach,
but we have a regulatory system that is still highly fragmented
and, indeed, local.

It is but one small example, but I think it is worth mentioning,
that when you have regulators that stipulate whether or not paper
clips or staples are allowed in filings, then I think it is fair to ask
the question whether that is a system that really serves its con-
stituents, clients, and consumers well.

It is a fragmented system, and as a result it is fair to say that
it is a costly system. It is costly to underwriters, but ultimately, the
burdens and costs of such a system are borne by consumers. Borne
by consumers not just in higher prices, but borne by consumers be-
cause they suffer the results of less innovation, less product devel-
opment, slower product introduction in the marketplace.

Senator Johnson and I worked for a long time on this legislation.
And, fortunately, we got it perfect.

[Laughter.]

Senator SUNUNU. We do think that it is a better system. We do
feel that it is a better approach. We do think it is the right ap-
proach, overall, but we also recognize that, perhaps most impor-
tant, it is a framework for this debate. Something substantive and
specific that people can look at, reflect on, critique, and work to im-
prove.

There is a recognition, Senator Reed pointed out, that national
regulation is required at this stage. Legislative proposals have been
circulated in the House. And I think that underscores the under-
standing, a broad consensus, that some action is necessary. And
this is not necessarily a new realization. As I have quoted here be-
fore, and will do so again, in 1871, George Miller, who was, at the
time, insurance commissioner of New York, noted, clearly and un-
equivocally, that the State insurance commissioners are now fully
prepared to go before their various legislative committees with rec-
ommendations for a system of insurance law which shall be the
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same in all States. Not reciprocal, but identical. Not retaliatory,
but uniform.

This is a recognition by the commissioners themselves 135 years
ago that we needed a national system of uniformity. And that was
well before we had communications infrastructure, the information
technology infrastructure, the national markets and the global
markets that we all have come to understand very well, today.

So, I think it is high time that we had a discussion that centered
around a specific proposal, and I look forward to the witnesses’ tes-
timony.

Thank you, Mr. Chairman.

Senator SHELBY. Senator Bunning.

STATEMENT OF SENATOR BUNNING

Senator BUNNING. Thank you, Mr. Chairman.

For the most part, Congress and the Federal Government have
left the regulation of life, and property, and casualty insurance
alone. In fact, Congress explicitly granted the States regulatory re-
sponsibility of those insurance products, and that system has
worked for many years.

Today’s hearing is an important first step in considering whether
the creation of a new Federal regulatory system will improve this
sector for both insurers and the insured or simply add more bu-
reaucratic mess.

Congress regulates many parts of the economy, with the financial
industry being one of the most heavily regulated sectors. Over 69
years have passed since the Supreme Court ruled that Congress
has the power to regulate insurance. And there is still no Federal
insurance regulator.

This speaks volumes. We need to move with extreme caution
when talking about reversing the entire history of insurance regu-
lation in this country. There should be a high hurdle for expanding
the Federal bureaucracy and imposing new regulations.

Once involved in a new area of regulations, Congress has the
tendency to create monsters of bureaucracies that only grow and
never go away. Before we go down that road, there must be clear
evidence that the current system is broken and that there are no
better alternatives.

So far, I have not seen that evidence. Certainly, greater coopera-
tion between the States would be very beneficial. Licensing and
product approval are areas where States could improve coordina-
tion. In today’s modern and mobile society, some cross-border re-
strictions simply do not make sense.

Some efforts are underway to address these problems. Time will
tell what kind of differences they make. Perhaps there are things
Congress can do to make a difference. I just hope that we do not
rush to judgment and do something that everyone will regret.

I look forward to hearing from our witnesses. Thank you, Mr.
Chairman.

Senator SHELBY. Senator Crapo, do you have a statement?

Senator CRAPO. No opening statement, Mr. Chairman.

Senator SHELBY. Senator Sarbanes, do you have an opening
statement?
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STATEMENT OF SENATOR SARBANES

Senator SARBANES. Well, thank you very much, Mr. Chairman.

I will just summarize very quickly, because I know we have a
number of distinguished witnesses this morning. This is, of course,
an important part of the jurisdiction of this Committee, and I want
to commend the Chairman for examining this issue, which has
been raised by a number of people.

I do want to make the observation that the issue of a Federal
charter raises a number of far-reaching questions. We have tradi-
tionally left insurance regulation essentially to the State Govern-
ments. This would, in effect, encompass a major shift in that atti-
tude. And some of the proposals that have been put forward carry
with them very strong preemption provisions.

It is also an optional move, so those to be regulated would be
able to choose their regulator, which raises some interesting hypo-
thetical possibilities.

So, Mr. Chairman, I know we have an extended list of witnesses
today, and I think you planned other hearings, as well—

Senator SHELBY. We did.

Senator SARBANES. on this subject, as I understand it. And
I think that is the way to approach this issue. I think it has to be
examined very thoroughly, very carefully, and with an under-
standing and an appreciation that we are raising the question of
fundamentally altering the regulatory landscape. I am not pre-
judging that, but I do think that it is a matter of some import and
consequence, and we need to keep that in mind.

Thank you very much.

Senator SHELBY. Thank you, Senator Sarbanes.

The witnesses on the first panel are the Honorable Alessandro
Tuppa, president of the National Association of Insurance Commis-
sioners, and Maine Superintendent of Insurance.

Mr. John D. Johns, president and CEO of the Protective Life
Corporation.

Mr. Thomas Minkler, president of Clark-Mortenson Agency, Inc.

Mr. Joseph Beneducci, president and COO, Fireman’s Fund.
GrAnd Mr. Jaxon White, president and CEO, Medmarc Insurance

roup.

I will introduce the second panel later.

We will start with you, Mr. Iuppa. I hope I got your name right;
is that right?

STATEMENT OF ALESSANDRO IUPPA,
MAINE SUPERINTENDENT OF INSURANCE, AND PRESIDENT,
NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS

Mr. IupPA. That was very close. I will answer to anything, close,
that is. But thank you very much.

Chairman Shelby, Senator Sarbanes, and members of the Com-
mittee, thank you for inviting me to testify before the Committee
on insurance regulation reform. As you heard, my name is
Alessandro Tuppa. I am the Superintendent of Insurance for the
State of Maine, and I currently serve as president for the National
Association of Insurance Commissioners, otherwise known as the

NAIC.
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I am pleased to be here on behalf of the NAIC and its members
to share with the Senate Banking Committee the status of the
State system of insurance supervision.

Today, I would like to make three basic points. First, State insur-
ance officials strongly believe that a coordinated national system of
State-based insurance supervision has met, and will continue to
meet, the needs of the modern financial marketplace, while effec-
tively protecting individual and commercial policyholders.

State insurance supervision is dynamic, and State officials work
continuously to retool and upgrade supervision to keep pace with
the evolving business of insurance that we oversee.

A perfect example of our success is the interstate compact for life
insurance and other asset preservation insurance products. Twen-
ty-seven States have joined the compact in just 27 months, with
more on the way. And we plan for this State-based national sys-
tem, with its single point of entry and national review standards
to be fully operational in early 2007.

The interstate compact, though, is but one example. NAIC mem-
bers have modernized the State system across the regulatory spec-
trum to implement multi-State platforms and uniform applications.
We have leveraged technology and enhanced operational efficiency,
while preserving the benefits of local protection, which is the real
strength of the State system.

Second, your consideration of this issue must begin with the un-
derstanding that insurance is a unique and complex product that
is fundamentally different from other financial services, such as
banking and securities. Consequently, the State-based system has
evolved over the years to address these fundamental differences.

Unlike banking products, which provide individuals up-front
credit to obtain a mortgage or to make purchases, or securities,
which offer investors a share of a tangible asset, insurance prod-
ucts require policyholders to pay premiums in exchange for a legal
promise, rooted in contractual and torte laws of each State.

It is a financial guarantee to pay benefits, often years into the
future, in the event of an unexpected or unavoidable loss that can
cripple the lives of individuals, families, and businesses.

In doing so, insurance products inevitably touch a host of impor-
tant and often difficult issues that generally are governed at a
State level. State officials are best positioned to respond quickly
and to fashion remedies that are responsive to local conditions.

We are directly accountable to consumers who live in our commu-
nities and we can more effectively monitor claims handling, under-
writing, pricing, and marketing practices.

Third, despite State’s long history of success protecting con-
sumers and modernizing insurance supervision, some propose to
radically restructure the current system by installing a new Fed-
eral insurance regulator, developing a new Federal bureaucracy
from scratch, and allowing insurance companies to opt out of com-
prehensive State oversight and policyholder protection.

Risk and insurance touch the lives of every citizen and the for-
tunes of every business, and the Nation’s insurance officials wel-
come Congressional interest in these issues. However, a bifurcated
regulatory regime, with redundant and overlapping responsibilities
will result in policyholder confusion, market uncertainty, and other
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unintended consequences that will harm individuals, families, and
businesses, that rely on our insurance for financial protection
against the risks of everyday life.

For these reasons, the Senate Banking Committee and Congress
should reject the notion of a Federal insurance regime. The system
of State insurance supervision in the United States has worked
well for more than 135 years. State regulators understand that pro-
tecting America’s insurance consumers is our first responsibility.

We also understand that commercial insurance markets have
changed, that modernization is needed to facilitate more stream-
lined, harmonized, and efficient regulatory compliance for insurers
and producers.

The NAIC and its members will continue to share our expertise
with Congress, and we respectfully ask that Congress and the in-
surance industry market participants work with us to further fully
implement the specific improvements set forth in our moderniza-
tion plan.

As our progress to date shows, a modern State-based system is
the best, most practical way to achieve the necessary changes
quickly, in a manner that preserves and enhances State protections
that consumers demand. The Nation’s insurance consumers require
a financially sound and secure marketplace that offers a variety of
products and services. They now have this through an effective and
responsive State regulatory system.

When our record of success is measured against the uncertainty
of changing a State-based system that works well, at no cost to the
Federal Government, State insurance officials believe that Con-
gress will agree that supervising insurance is best left to home
State officials who have the expertise, resources, and experience to
protect consumers in the communities where they live.

Thank you for the opportunity to speak with you today, and I
look forward to your questions.

Senator SHELBY. Mr. Johns.

STATEMENT OF JOHN D. JOHNS,
CHAIRMAN, PRESIDENT, AND CEO,
PROTECTIVE LIFE CORPORATION

Mr. JoHNS. Thank you, Mr. Chairman, and Members of the Com-
mittee. I very much appreciate the opportunity to provide you and
Members of the Committee

Senator SHELBY. Can you bring the mic a little closer.

Mr. JoHNS. Is that better? Can you hear me? Thank you.

I really appreciate the opportunity to be with you today on behalf
of the American Council of Life Insurers, which is the primary
trade association for the life insurance industry, to express our per-
spective on the pressing need for Congress to comprehensively
modernize our system of insurance regulation.

This issue is at the very top of our list or priorities that is set
forth each year by a board of directors, of which I am a member.
As the principle trade association for life insurance companies, the
ACLI's 377 member companies represent 91 percent of life insur-
ance premiums paid each year in the United States. Ninety percent
of the annuity considerations, and 91 percent of the industry’s over-
all assets.




9

Of those 377 members, 150 are small companies with assets of
$2 billion or less. I would characterize our company, Protective
Life, as a mid-sized company. We have about $30 billion in assets,
which makes us a mid-size player in the United States life insur-
ance industry.

But both large and small life insurance companies see regulatory
modernization as something that must be accomplished in the near
term if the life insurance industry is going to preserve its ability
to provide consumers with the best products and services we can
in order to provide the very essential products that we do provide
to the American people.

We protect people against the catastrophe of dying too soon. We
help them deal with all of the complexities of living too long and
outliving your savings. We are a key part of the American financial
services industry.

What is at stake here is all the more important given the fact
that we have some 76 million baby boomers nearing retirement.
With their life expectancies increasing, and the use of defined ben-
efit pension plans decreasing, these American citizens will have to
depend increasingly on the products and services that only life in-
surance companies can provide, products that guarantee lifetime
income, long-term care, and lifetime financial security.

On one fundamental point, there seems to be general agreement,
and Superintendent Iubba and I would, I think, agree with this,
and that is that the insurance regulatory system has just not kept
pace as the industry has evolved and become much more national
in scope—even international in scope. And that substantial change
to the current system is required.

Views differ, however, on how this situation should be addressed.
The State regulators—and again, I want to be clear. We are not
here to complain about State regulators. We have great respect for
those who are our regulators. They do a good job. They work hard.
Their intentions are very good.

But the problem is the framework that we are all operating
under, the fragmented, 51 jurisdiction framework that we are oper-
ating. But the State regulators suggest that, while there are indeed
problems, the appropriate solutions may all be found within the ex-
isting State-based system. And what is really needed at this junc-
ture is simply more time for the States to act.

Others would suggest that the Federal Government should help
move the remedial process along by enacting minimum standards
that the States can then enforce. Let me briefly address these two
approaches and perhaps suggest what we see as some issues, there.

We believe that State regulation will always be an integral part
of the insurance regulatory landscape. That is why the ACLI and
the life insurance industry remain firmly committed to working
with the States to improve it.

That said, and notwithstanding the very good work that States
have done advancing interstate compact for life insurance product
approvals. The overall progress on regulatory modernization has
been slow, and there is no realistic expectation that the many,
many aspects of the State system that needs substantial improve-
ment will be addressed in the foreseeable future.
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That is why we strongly support the comprehensive approach to
improving insurance regulation reflected in the legislation that
Senators Sununu and Johnson have proposed. Having an optional
Federal charter operating alongside a gradually improving State
system of regulation seems to us to be the right way to go. And it
parallels the successful dual chartering mechanism we see in the
commercial banking sector.

We do not believe Federal minimum standards are the answer,
either, as, by their very nature, they do not provide the uniformity
our industry so desperately needs. Minimum standards establish
only a baseline that the States would be free to add to as they see
fit. In time, State-to-State differences in regulation would again be
fls prevalent as they are today and regulatory efficiency would be
ost.

Again, we see the single uniform set of laws and regulations that
would be established by Senate Bill 2509 holding out the best
promise of achieving the level of regulatory efficiency that will
truly benefit insurance companies, insurance agents, and, most im-
portantly, insurance consumers.

Mr. Chairman, the ACLI member companies, both large and
small, have carefully studied the issue of regulatory reform, and
have concluded that Senate Bill 2509 is conceptually the best
framework, the best approach to implement this much needed ini-
tiative.

The legislation establishes a Federal option in a prudent and ap-
propriate manner by providing strong solvency oversight and con-
sumer protections. It does not presume to reinvent the wheel, but
instead draws heavily on the best existing State insurance laws
and regulations and weaves them into a single, strong, and uniform
system of national regulation. And, importantly, it leaves intact our
State-based system of insurance regulation for those insurers wish-
ing to remain regulated at the State level.

In sum, the bill provides a regulatory structure that best ad-
dresses the challenges of a highly mobile society. It would help en-
sure that insurance consumers remained accessed to the same cov-
erage and protection, regardless of where they bought their policy
or where they currently live.

Mr. Chairman, I again want to thank you for holding this hear-
ing on this important issue, and sincerely thank Senators Sununu
and Johnson for taking the initiative on insurance regulatory re-
form reflected in this bill. Thank you very much.

Senator SHELBY. Mr. Minkler.

STATEMENT OF THOMAS MINKLER,
PRESIDENT, CLARK-MORTENSON AGENCY, INC.

Mr. MINKLER. Thank you and good morning, Chairman Shelby
and Ranking Member Sarbanes and the rest of the Members of the
Committee.

My name is Tom Minkler, and I am pleased to be here on behalf
of the Independent Insurance Agents and Brokers of America, also
known as the Big I, and its 300,000 members to provide our asso-
ciation’s perspective on insurance regulatory reform. I am currently
Chairman of the IIABA Government Affairs Committee, and I am
also president of the Clark-Mortenson Agency, a New Hampshire-
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based independent agency that offers a broad array of insurance
products to consumers and commercial clients in New England and
beyond.

I would like to begin by thanking Senator Shelby for holding this
hearing on an area of critical importance to our Nation’s con-
sumers, how insurance is regulated. Unlike most other financial
products, the purchaser of an insurance policy will not be able to
fully determine the value of the product purchased until after claim
is presented—when it is too late to decide that a different insurer
or a different product might have been a better choice.

Because insurance is based on this promise, the consumer issues
are much greater than in other financial sectors. It is clear that
there are inefficiencies existing today with insurance regulation,
and there is little doubt that the current State-based regulatory
system should be reformed and modernized.

At the same time however, the current system does have great
strengths, particularly when it comes to protecting consumers and
facilitating local insurance markets. State insurance regulators
have worked hard to make sure the insurance consumers, both in-
dividuals and businesses, receive the insurance coverage they need,
and that any claims they may experience are properly paid.

State insurance regulation also gets high marks for the financial
solvency regulation of insurance companies. These, and other as-
pects of the State-based system are working well.

Despite its many benefits, State insurance regulation is not with-
out its share of problems. The shortcomings of State regulation fall
into two primary categories. It simply takes too long to get a new
insurance product to market, and there is unnecessary duplication
in the licensing and post-licensure auditing process, particularly in
regards to agent and broker licensing.

While there is agreement that State regulation needs to be fixed,
there is disagreement about the most appropriate way.

There are three basic approaches. First, an ad hoc reform on a
State-by-State basis. Second, the unprecedented establishment of a
full-blown Federal regulation. And third, a pragmatic middle
ground legislation to establish Federal standards.

The Big I is strongly opposed to OFC legislation, like S. 2509, the
National Insurance Act. And in my written statement, I have laid
out a detailed critique of the bill.

In the interest of time, I would like now to mention a few of
those concerns. First, local insurance regulation works better for
consumers, and a State-based system ensures a level of responsive-
ness to both the consumers and the agents who represent them.
That could be matched at the Federal level by a distant Federal
regulator in Washington, DC.

Second, the dual State—Federal system established by the NIA
would be very confusing to consumers who may have some insur-
ance products regulated at the State level, and others at the Fed-
eral level.

Third, the NIA would lead to additional regulatory burdens on
agents, brokers, and, potentially, additional licensing requirements,
and agents and brokers would have to become experts in both sys-
tems.
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Fourth, by eliminating or drastically limiting regulatory review
of policy language for the small, commercial, and personal lines
markets, the NIA would leave consumers unprotected.

Fifth, bifurcating solvency regulations from the State guarantee
funds could have disastrous implications for consumers.

And sixth, the NIA could potentially leave hard to insure risks
with State insurers and cause a negative impact on State residual
markets.

ITABA believes the best alternative for addressing the current
deficiencies in the State-based regulatory system is a pragmatic
middle ground. By using targeted and limited Federal legislation to
overcome the structural impediments to reform at the State level,
instead of a one-size-fits-all approach, we can improve rather than
replace the current State-based system, and, in the process, pro-
mote a more efficient and effective regulatory framework.

There are only a handful of regulatory areas where uniformity
and consistency are imperative, and Congress has the ability to ad-
dress each of those core issues on a national basis. This is why
ITABA supports targeted Federal legislation along the lines of the
provisions of the Gramm-Leach-Blilely Act to improve the State-
based system.

The proponents of OFC would have you believe that the optional
Federal charter proposal creates a parallel universe of Federal
chartered insurers, but leaves in place the State chartered system
in pristine condition. This is not the case.

To take one example discussed earlier, OFC would, as a practical
matter, force the State guarantee funds to accept and backstop
Fhederal chartered insurers, and there is nothing optional about
that.

This would mean unprecedented intrusion on State solvency reg-
ulation. The State system would be responsible for insolvent insur-
ers, but could not regulate them to keep them from going insolvent.

Additionally, some OFC supporters have criticized the Federal
tools approach because of enforcement concerns.

The reality, however, is that court enforcement of Federal pre-
emption occurs regularly, and would occur under both the Federal
tools approach and the optional Federal charter. As long as the
Federal standards are clear, enforcement of these standards should
not create more burdens on the court system than litigation arising
out of the NIA. The only difference is that, under the NIA, a Fed-
eral regulator would receive deference to preempt State consumer
protection laws and industry supporters of the NIA receive an ad-
vantage in court. Ironically, those same groups have criticized the
targeted approach on both these grounds and have recently em-
braced this approach and legislation pertaining to surplus and re-
insurance.

In conclusion, I would like to reiterate that while some D.C. in-
terests have proposed an optional Federal charter as the only way
to cure insurance regulation’s ills, there is another way to go.

A rifle shot approach reforming the current system without set-
tling it.

Targeted Federal legislation to improve the State-based system
presents members with a pragmatic, middle ground solution that
is achievable, something we can all work on together. It is the only
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solution that can bring the marketplace together to achieve this re-
form.

Thank you.

Senator SHELBY. Mr. Beneducci.

STATEMENT OF JOSEPH J. BENEDUCCI,
PRESIDENT AND COO,
FIREMAN’S FUND INSURANCE COMPANY

Mr. BENEDUCCI. Good morning, Mr. Chairman, Senator Sar-
banes, and Members of the Committee.

My name is Joe Beneducci. I am the president and chief oper-
ating officer of Fireman’s Fund Insurance Company.

Fireman’s Fund was founded in 1863 with a mission to support
firefighters by donating a portion of our profits to families of de-
ceased firefighters. Today we proudly continue dedicating a portion
of our profits to support firefighters for safer communities. Our
company focuses on providing specialized personal, commercial,
and specialty insurance products nationwide.

Thank you for the opportunity to be here today to discuss insur-
ance regulatory reform, a vitally important issue to consumers,
Fireman’s Fund, and the members of our property casualty insur-
ance trade group, the American Insurance Association.

I would like to summarize my remarks this morning with three
observations about the property casualty insurance market and the
best way to regulate the market.

Number one, our economy is not static and continues to become
more global every day. Consumer needs continue to expand and
grow in conjunction with our economy. These evolutions have sur-
passed the current insurance regulatory environment’s effective-
ness and viability.

Number two, the current regulatory system inhibits innovation
and actually perpetuates commoditization to the detriment of con-
sumers.

And number three, a market-based optional Federal charter can
benefit consumers by reforming regulation and encouraging innova-
tion, while retaining the State regulatory system for companies
who wish to remain there.

There is little disagreement that the current regulatory system
is broken. Many proposals have attempted to deal with the inad-
equacies of the current system with literally decades of debate. Yet
not one has come close to delivering a modern system that empow-
ers consumers and focuses on real consumer protections. It is time
for a new approach.

An optional Federal regulatory track-based on clear and more ap-
propriate principles is the best way to foster innovation and
achieve regulatory modernization that works for consumers, the in-
dustry, and our economy.

We strongly support the Bipartisan National Insurance Act of
2006, introduced by Senators Sununu and Johnson. Importantly,
the act gives insurers the option of being nationally regulated while
preserving the current State system for insurers who believe they
can better serve policyholders within such a framework.

Property casualty insurance stands out in our free market econ-
omy because we are the only part of the financial services sector
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still laboring under pervasive Government price and product con-
trols. This form of regulation is rationalized as protecting the con-
sumer.

In truth, it discourages and delays innovation, distorts risk-based
pricing, and limits consumer options. This makes it difficult, if not
imp(cl)ssible, for us to respond to increasing and evolving customer
needs.

S. 2509 provides a better alternative. It enhances capacity by
normalizing regulation and allows the marketplace, and by exten-
sion consumers, to dictate the full range of price and product
choices. It establishes stronger refocused regulations to protect con-
sumers as they navigate the marketplace and look to financially
sound insurers for payment of covered claims.

In addition, an optional Federal charter would bring the best bal-
ance of needed uniformity for those choosing a national license,
while respecting the decisions of others to remain under State reg-
ulatory authority.

Over the long term, a Federal regulatory option will effectively
modernize industry regulation and empower consumers. By relying
on the hallmarks of the free market and individual choice, S. 2509
recognizes our customer’s changing needs and our insurers’ desire
and the ability to meet those needs in a highly competitive global
market.

Without a doubt, everyone here supports a healthy U.S. insur-
ance marketplace that serves and empowers American consumers.
We appreciate, though, that creation of such a modern, dynamic
market is not without challenges and that change can be unsettling
for some. However, we believe the creation of an optional—let me
stress optional—Federal charter is imperative to meet the needs of
all types of consumers and insurers.

There is no compelling reason not to fully explore and debate this
proposal.

Fireman’s Fund and AIA look forward to defending and advo-
cating an optional Federal charter that truly would serve con-
sumers by fostering efficiency and innovation. We strongly support
S. 2509 and thank Senators Sununu and Johnson for putting forth
this thoughtful legislation.

Thank you, Mr. Chairman.

Senator SHELBY. Thank you.

Mr. White.

STATEMENT OF JAXON WHITE,
CHAIRMAN, PRESIDENT, AND CEO,
MEDMARC INSURANCE GROUP

Mr. WHITE. Good morning, Chairman Shelby and Ranking Mem-
ber Sarbanes. I am Jaxon White, chairman, president, and chief ex-
ecutive officer of the Medmarc Insurance Group. I am a member
of the Board of Governors of the Property and Casualty Insurers
Association of America, referred to as PCI.

I am here today to present the association’s views regarding reg-
ulation of the insurance industry. I appreciate the opportunity to
appear before the Committee this morning.

PCI supports efforts to foster a healthy, well-regulated, and com-
petitive insurance marketplace that providers consumers the oppor-
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tunity to select the best possible products at the best possible
prices from a variety of financially sound and responsible competi-
tors.

PCI is composed of a broad section of insurers, including stock,
mutual, and reciprocal companies. PCI represents large national
insurers, regional insurers, single State companies, and specialty
insurers. Our members write nearly 40 percent of all the property
and casualty insurance written in the United States, including 49
percent of the Nation’s auto, 38 percent of homeowners, 31 percent
of business insurance policies, and 40 percent of the private work-
er’s compensation market.

Our diversity means that PCI’s positions on key issues such as
regulatory modernization reflect a wide-ranging industry consensus
and are crucial to the success of regulatory reform proposals at
both the State and Federal levels.

My company, the Medmarc Insurance Group, has been in busi-
ness for 26 years. I have served as the chief executive officer for
the last 21 years. Our group consists of three property and casualty
writers, one mutual company, and two stock subsidiaries.

Medmarc specializes in products liability coverage targeted pri-
marily to manufacturers and distributors of medical devices and
life science products. You would find us in that specialty category
I just mentioned.

Our 2005 direct premiums written were just over $100 million
and our net premiums were $66 million. We write business in all
50 States, making us subject to regulatory requirements in each ju-
risdiction.

PCI members share a common vision that competition and mar-
ket-oriented regulation are in the best interest of the industry and
the customers we serve. However, there is widespread agreement
among members that the current regulatory system is too complex,
too expensive, and too uncertain.

The key questions that all of us, insurers, regulators, State and
Federal legislators, and consumers should ask are: One, what are
the objectives and components of a fair and reasonable regulatory
system?

Two, is it possible for the current State-based system to reform
ourselves?

And three, if not, what can and should Congress do to facilitate
meaningful reform of the current system?

In our view, the effective regulatory system should foster a com-
petitive environment in which consumers can choose the highest
quality products from a variety of financially sound competitors.

One of the inherent problems in the current system is the incon-
sistency of the regulatory environment from State to State. A
patchwork quilt of rules and regulations adds up to a bureaucratic
nightmare that creates delays and roadblocks for companies to ex-
pand into new States, that reduces the flow of capital to certain
markets, and increases the cost of regulatory compliance and limits
consumer choice.

Let me cite quickly a few examples. While most States accept
uniform affidavits from directors and officers regarding their back-
grounds, Florida does extensive background searches and finger-
prints of all officers and directors and officers and directors of the
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parent companies. Fingerprints are routinely rejected, causing
some officers and directors to be fingerprinted multiple times.

The State of New York has an extraterritoriality provision that,
in effect, requires a company to consent to be treated as a New
York domestic company.

While some States recognize statutory deposits held in other
States, some States require additional deposits in local banks.

Financial and market conduct examinations are often disjointed
and inefficient and are so poorly coordinated that examinations in
one State may often not be accepted by other States, adding dupli-
cation and cost.

But the core problem of the current system is the reliance by
many States on antiquated price controls that impose barriers to
market-based pricing systems. While other areas of reform are im-
portant, the elimination of artificial price controls is the single
most significant element overshadowing all other reform compo-
nents.

PCI urges you to place the highest priority on competitive mar-
ket reforms as you consider regulatory reform proposals.

Twenty States still require that all changes, up or down, must
be revised and approved before they take effect. The approval proc-
ess can often take months. While many other States purport to
have flexible approval procedures, many insurers feel it is safer to
treat such regulations as de facto prior approval because of poten-
tial retroactive disapprovals.

Unfortunately, States have made little progress in enacting re-
forms on their own. While there are some positive developments to
report, the overall prognosis for States to enact significant and sys-
temic changes to the regulatory environment remains questionable.

On an aggregate basis, the regulatory landscape in the States re-
mains virtually unchanged from the time Congress began to evalu-
ate the need for regulatory reform 4 years ago.

PCI commends the members of this Committee for your commit-
ment to improve the insurance regulatory environment. We urge
you to thoroughly examine all of the alternatives, to move delib-
erately, and to consider the potential unintended consequences, es-
peciailly in the area of increased regulatory cost of each reform pro-
posal.

We believe the best place to start the debate, is to define the
principles of a good regulatory system, determine what such a sys-
tem should accomplish and then determine how best to correct the
flaws in the current system.

PCI is looking at various models of business regulation here in
the United States and abroad in an effort to build such a regu-
latory model. We will share this information with you as we con-
sider various proposals to enhance the regulatory environment.

We share the goals of the Committee, to develop a more competi-
tive marketplace, providing better availability of insurance and ex-
panding coverage capacity for consumers.

We look forward to working with Congress, State legislators, and
State regulators to modernize and improve the regulatory system.

Thank you.

Senator SHELBY. Commissioner, we will start with you, Commis-
sioner ITuppa.
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The financial structures of insurance companies are becoming, as
we all know, increasingly complex as companies expand abroad and
utilize sophisticated financial products such as derivatives and fi-
nite insurance.

Does every State have the technical expertise necessary to prop-
erly oversee such complex companies as part of the solvency regula-
tion that you encounter?

Mr. TuppA. Well, I certainly cannot speak for every State.

Senator SHELBY. I understand, but you are representing

Mr. IupPA. I understand that. But I think the way I would pro-
pose to respond to that is that the resources do exist within the
State system and we actually try to take advantage of collabora-
tion.

There are some States that are much stronger with regard to the
resources that they have. But clearly, with regard to the changes
in financial structure, the type of instruments that are being used
by carriers we are intimately involved with, we are intimately in-
volved with the development of new capital standards that are
coming out of Europe and what type of effect they are going to have
here.

So, I guess the short answer to that is I think we are well-posi-
tioned to deal with those financial issues.

Senator SHELBY. Do you believe you are keeping up with the
marketplace?

Mr. TuppA. It is impossible for anyone to keep up with the mar-
ketplace. The marketplace is the driver. We tend to react to the
changes and the developments in the marketplace.

And I think if you look back over the 135 years, you will see that
changes have been made, not only with regard to insurance regula-
tion but other forms of financial supervision.

Senator SHELBY. Do you have any concerns that the States will
find it necessarily difficult to hire the highly trained personnel
needed to properly regulate a global insurance company. In other
words, the marketplace works here. You have got to have sophisti-
cated regulators, just like the Securities and Exchange Commission
has to, and the Comptroller of the Currency has to, and the FDIC.

I mean, the world has changed a lot in the insurance market,
and all financial products, as you well know. So do you believe the
States—or do you have any concern that the States will find it dif-
ficult to keep up with that?

Mr. IupPA. I think that there is a concern, in terms of competing
with the private sector, for instance, for those experts.

Senator SHELBY. Sure.

Mr. IuppPA. There are certain limitations on resources that the
States have. But again, there is also a willingness by some very
smart, capable people, to respond to calls for public service, even
if it is only for a short period of time.

Senator SHELBY. Mr. Johns, what impact does our State-based
system have on the ability of companies to compete domestically
and internationally, your company and others that you speak with?

Mr. JOHNS. Senator Shelby, the problems we face in dealing with
this highly fragmented system of regulation are just immense. Our
company started in Alabama in 1907, but now we do business
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coast-to-coast. We have also had, at some times, an international
operation.

We have companies headquartered in Birmingham. We have a
company headquartered in Kansas City. We have a company
headquartered in San Francisco.

Our strategy is to try to develop the best possible products we
can for middle income Americans. One of our flagship products is
just a term insurance policy, the most simple of all life insurance
products. We have a very difficult time rolling out a new simple
term insurance product because we have to go through a 50-State,
a 51 jurisdiction process.

Senator SHELBY. What about the cost of dealing with 51 jurisdic-
tions? Is that a concern?

Mr. JoHNs. It is very much a concern. We are examined con-
stantly. We have different States coming in examining the same
things over and over again in the market conduct area, for exam-
ple. It is not uncommon to have two or three States in at the same
time, reviewing us with respect to the same issues, all doing their
separate examinations, which we have to ultimately pay for.

I could give you myriad examples of just the difficulty, the prac-
tical difficulties, of trying to comply with 51 sets of regulations that
are, in some ways, consistent but that, in many important ways,
that are very inconsistent. It is just a nightmarish way to have to
do business.

It fit the world of 70 or 80 years ago very well, when most com-
panies, including our own, was locally focused. But now that our
focus is national, it is just out of step with the times.

Senator SHELBY. Mr. Minkler, how would you respond to the
claim that our State-based system of regulation creates barriers to
entry that insulate brokers and agents from competition? You have
heard that before.

Mr. MINKLER. I would say, Mr. Chairman, that the issues on a
State-regulated basis certainly can be addressed in a more prag-
matic way to address, with the tools we have talked about.

For me as a practitioner, I am not inhibited by a competitive
marketplace and the products that I can bring forward. However,
I am challenged by multiple licensing requirements in the States
that I do business in.

Senator SHELBY. What about the expense? I asked that question
of Mr. Johns. What about the expense? You are an independent
agent; right?

Mr. JOHNS. Yes.

Senator SHELBY. And you do business in how many States?

Mr. JOHNS. Approximately 14 States.

Senator SHELBY. What about the cost?

Mr. JoHNS. The cost to continue to update and relicense my staff
is a substantial cost in both time and economic dollars. That is for
sure.

Senator SHELBY. Mr. White, if price controls—I know people do
not like to use that term—if price controls were removed on insur-
ance nationwide, would most consumers see their insurance rates
increase, fall or stay the same? What lines of insurance, in your
judgment, are most likely to see their rates increase following the
elimination of price controls if we did that?
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Mr. WHITE. As a caveat, Mr. Chairman, we are in the commer-
cial casualty business. You are referring to personal lines, but I
would be happy to respond.

I think you will find a competitive marketplace, I like to quote
our company, “Business goes where it is wanted.”

In that situation, when you find that there are opportunities for
smaller companies, as well as large companies, to compete on a
level playing field without the barriers of the so-called price con-
trols, that more efficient organizations can create lower rates.

I submit to you that homeowner’s insurance would vary greatly
throughout the country, as it does to some degree now. However,
I think auto insurance is a different type of approach and you could
see definitely lower rates there by being more effective in our un-
derwriting skills. But many States require certain features of auto
insurance that a consumer may not wish to buy.

And so, going forward, price controls, to me, smack of the past.
And what we are looking for here, in regulatory reform, is the fu-
ture.

Senator SHELBY. Senator Sarbanes.

Senator SARBANES. Thank you very much, Mr. Chairman.

Gentlemen, I would like to explore the lay of the land on this
proposal with you, in a sense to get a feel, as they say, of where
you are coming from.

The first question I want to put is if there were a Federal—if
there were an optional Federal charter, and therefore a Federal
regulator, States now have a whole host of consumer protection
provisions. Would you anticipate that the Federal regulator would
be able to apply the whole range of State consumer protection pro-
visions? Mr. White.

Mr. WHITE. In my judgment, Senator, I think that that system
could be built from the beginning, and it could be a sound system
that would incorporate the best of the State provisions and put
that into a Federal system.

Senator SARBANES. Would you rule out any of the State con-
sumer protection provisions for application by the Federal regu-
lator?

Mr. WHITE. I would not rule out any such application if it made
sense on a purely nationwide basis, and not necessarily limited to
single State protectionism.

Senator SARBANES. Would you rule out pricing and rating con-
sumer protection provisions for the Federal

Mr. WHITE. I would rule those out because I believe the competi-
tive marketplace will address those.

Senator SARBANES. You would rule those out right at the begin-
ning; is that correct?

Mr. WHITE. I believe a competitive marketplace will take care of
the need for, or eliminate the need for such of those boundaries.

Senator SARBANES. I guess the answer to my question is yes, you
would rule them out; is that right?

Mr. WHITE. Yes, I would, sir.

Senator SARBANES. All right, Mr. Beneducci, your answer to that
question?
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Mr. BENEDUCCI. And the answer would be I do not see why a
Federal system would not be able to support that level of consumer
protection.

Senator SARBANES. So you would allow them to pass on rating
and pricing; is that correct or not?

Mr. BENEDUCCI. From a rating and pricing standpoint, just to
give you a perspective from one company’s perspective, average fil-
ing for any particular price or form typically takes us anywhere be-
tween six and 9 months. It would be considered fast if it is less
than 3 months and it is not uncommon to see it greater than a year
or more.

If you look at the actual cost——

Senator SARBANES. If you get an optional Federal charter, so you
come under the Federal regulator, in your perception, would the
Federal regulator be able to regulate rating and pricing the way
State regulators can now do? Or would that be knocked out?

Mr. BENEDUCCI. I do not think it would be necessary.

Senator SARBANES. Mr. Minkler.

Mr. MINKLER. Senator, I cannot imagine a scenario where a Fed-
eral regulator could do as effective a job on a State-by-State basis
than our current system. Yes, there are things that have to be
modernized there. But as far as rate and form go, every State has
peculiarities. Every State has different pooling mechanisms. Every
State has different needs. So I cannot imagine a Federal regulator
being able to do the same kind of consumer protection job that is
now existing.

Senator SARBANES. Well, of course, Mr. White would not let them
do the job at all, as I understand it, in this area. Mr. Johns.

Mr. JOHNS. Senator Sarbanes, that is not a centerpiece issue for
the life insurance industry, since our pricing is not generally regu-
lated for life insurance annuity products by the States, and rating
is really not a centerpiece issue for us.

Senator SARBANES. You would, I take it, put the life insurance
industry in one category, as opposed to other forms of insurance;
is that right?

Mr. JOHNS. The ACLI supports a dual system. We are supportive
of both life and property and casualty——

Senator SARBANES. Do you support preempting States?

Mr. JoHNS. We think there probably are some issues where a
Federal regulator should have preemptive power. But when you get
into the sensitive issues of consumer protection, we think there is
very legitimate area for discussion there.

I would like to echo the comments of Senator Sununu, which is
that that piece of legislation is sort of not completely formed. I
think it would be very appropriate for Congress to really build a
very strong system for consumer protection that would take the
best of the State system, leave to the States things that are best
left to the States, but bring to the Federal regulator the things that
are best placed there.

Senator SARBANES. Let me ask you all this question, why should
the charter be optional? Why should the entity to be regulated be
able to choose, on its own, its regulator and therefore presumably
be able to arbitrage the regulatory framework?
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Why don’t we start with you, Mr. Iuppa, and we will go across
this way.

Mr. Tuppa. OK. Well, the interesting thing is even though it is
called an optional Federal charter, I do not think it really optional.
I think A, the issue of regulatory arbitrage certainly comes into
play

Senator SARBANES. Let me ask you this question. How many
States have joined the Interstate Insurance Product Regulation
Compact?

Mr. TuppA. We now have 27 States, which represent around 42
percent of the market. We held our inaugural meeting just a few
weeks ago, in June, and expect to be operational in early 2007. And
again, using national standards.

So for those companies that are in those 27 States, and we an-
ticipate many more joining, they will have a single point of filing.
They will have national standards in those compacting States to
have their products measured against.

And the other thing to keep in mind is the companies and the
industries had significant input into the drafting of those standards
over the last 18 months, as well.

Senator SARBANES. So, you have 27 States that have joined, and
another 10 or 12 that are considering joining? Is that correct?

Mr. IuppPA. I think the number is probably even higher. As you
probably recognize, Senator, coming in January 2007 is effectively
a new legislative season for all the States. So we are anticipating
a significant number of the remaining States to introduce legisla-
tion.

Senator SARBANES. Let me go back—thank you.

Let me go back to my question and just come across the panel
real quick, because my time.

Mr. Johns.

Mr. JOHNS. Senator Sarbanes, we do not see the optional Federal
charter as presenting an opportunity for regulatory arbitrage. We
point to the banking system, where we think you have very healthy
systems, both State and Federal, that operate in parallel.

Senator SARBANES. Now, we are concerned about that. The OCC
has just preempted a number of consumer protection provisions ap-
plied by the States to federally chartered banks under the OCC.

Some banks are now shifting from State regimes to the OCC re-
gime. There is some suspicion that they are doing it just to boost
their membership and their fees and the jurisdiction. But there
seems to be a real problem there of regulatory arbitrage.

Mr. JOHNS. Senator, I am well aware of that issue and I would
suggest

Senator SARBANES. Did I misstate it?

Mr. JoHNS. No, sir, you did not. But I think you have the oppor-
tunity to build the system that Congress wants here. I think you
have the opportunity to—I think it is a mistake to confuse the con-
cept of an optional Federal charter with the problems that could be
created if the regulatory structure is not well formed.

I think those are two separate issues. I think the consumer pro-
tection provisions in the draft legislation are not fully fleshed out
yet. I think there are statements in there to suggest the direction
is toward very strong consumer protection. There is no reason that
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you cannot have better consumer protection under an optional Fed-
eral charter than you have under the existing State system.

Senator, I would like to say one other thing. While we applaud
the interstate compact and think it is a very good step forward,
and the ACLI has worked hand in glove and in cooperation with
the NAIC, it has been 7 or 8 years in the making. It does not cover
even half the population, yet. It only addresses one of at least a
dozen important issues.

And it is daunting to think, if we have to go down that path, how
long it would take to achieve true reform through this kind of ap-
proach. I think the compact, in some ways, illustrates the problem
as much as the opportunities within the State system.

Thank you.

Senator SARBANES. Mr. Minkler.

Mr. MINKLER. Senator, our position is we oppose a Federal char-
ter of any sort, whether optional or not.

That being said, I think that an optional charter at this moment
would become, for most of us, it would not be optional over time.
We would be forced into a federally regulated program for a lot of
reasons that I have indicated in my earlier testimony.

So, in that case, we are not in favor of an option.

Senator SARBANES. Mr. Beneducci.

Mr. BENEDUCCI. Senator, as you have heard some of the different
opinions on this topic, I think it would be very difficult if this was
a mandated approach to actually have passed.

So, in recognizing the different opinions that sit at the table, this
provides the best alternative for both sides to actually get what is
necessary.

Senator SARBANES. If it could pass, would you prefer to have it
mandated?

Mr. BENEDUCCI. No.

Senator SARBANES. Why not?

Mr. BENEDUCCI. Because I still do not feel by having an optional
Federal charter provides those that believe that system is best sup-
portive and can actually help consumers with more innovative
products and also streamline efficiency.

For those that actually feel otherwise, that the State system is
still supportive, that would still be up to them and it would be
their decision.

Senator SARBANES. If I were the Federal regulator, do you think
I could get people to join if I did a pretty sizable preemption of
State consumer protection law?

Mr. BENEDUCCI. I do not know. I could not answer that question,
Senator.

Senator SARBANES. That is pretty hypothetical.

Mr. White.

Mr. WHITE. Senator, the optional Federal charter should remain
optional. However, in the sense of smaller companies, and here we
distinguish personal lines and commercial lines, as I said earlier
we are commercial lines.

Our policy holders can be sued in third-party liability in any of
50 States. By accident of where they happen to have their cor-
porate headquarters they get a certain style of regulation. So we



23

might have four or five different types of appearances and policy
forms for our policy holders.

So for a smaller company like us, 62 employees, about $65 mil-
lion in revenue, the optional Federal charter would be an enhance-
ment if it contained the right features. Not necessarily, as you said
earlier, it would not be perfect in all respects for consumer protec-
tion. But I believe that a Federal regulator would, indeed, have
those considerations before him or her.

Senator SARBANES. Mr. Chairman, I have gone over my time.

Senator SHELBY. Senator Sununu.

Senator SUNUNU. Thank you, Mr. Chairman.

Mr. Minkler, you just indicated that you thought companies
would be forced into the Federal charter over time. Why would that
be?

Mr. MINKLER. Senator, let me speak first for brokers and agents
like myself. For example, if I understand the language of the bill
correctly, while I think it makes a good faith attempt to streamline
the licensing procedures, currently if I chose, for example, to be a
State-chartered agent—we are not talking about the carriers now,
we are talking about an agent—and I then wanted to do business
with a federally chartered carrier, it would appear that the na-
tional regulator could impose mandates on me to actually become
federally chartered and/or to——

Senator SUNUNU. Absolutely not. Under the legislation, if you are
licensed in the State, you are able to sell any Federal product, pe-
riod, in that State.

Mr. MINKLER. Correct.

Senator SUNUNU. And you may so choose to get licensed in other
States, as you are. You said 14 States. So that certainly is not the
case.

So why would you be required, or why would any participate in
the industry be required to take the Federal charter?

Mr. MINKLER. While I agree that it appears that by being li-
censed as a State chartered agent I would have the ability to con-
tract with a federally chartered carrier, it appears in the language
to me that the Federal regulator, the national commissioner if you
will, would still have oversight of my conduct with that carrier and,
indeed, could lead me to have to receive a Federal license.

Senator SUNUNU. The national regulator would certainly have
oversight over the federally licensed products, but that by no
means would give them power to force you to accept or to apply for
a Federal license.

I think that is a misreading of the language.

Ranking member Sarbanes raised a couple of interesting points
and questions about consumer protection, and I think that is an
important issue and one that we are going to continue to discuss
here. I just want to highlight the consumer protection aspects of
the bill.

The legislation does set up a division of consumer affairs and a
division of insurance fraud. It makes insurance fraud a Federal
crime. We have also established an ombudsman, which was a spe-
cific recommendation of Senator Johnson, to act as a liaison be-
tween the regulator and people that might be adversely affected.
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To be sure, there may be other thoughts, ideas with regard to
consumer protection. But those are the key elements that we have
included in the legislation to deal with this issue.

I want to take a moment to eat up some of my time here to ad-
dress a concern that has been raised. It was raised in some of the
testimony here and in other venues. I think it is worth addressing.
And this is the idea of consumer confusion, that this is a bad idea
because consumers will be confused. And I absolutely reject the
idea, in just about any field of Federal action, that consumers are
too stupid to understand the regulatory procedures or processes.

And it is done in many other areas where people do not like leg-
islation so they say this is going to be terrible, the consumers will
be confused. That is a simplistic way of saying that consumers are
dumb. And I patently reject that suggestion.

We have State chartered banks and federally chartered banks.
Consumers do not know and they do not care whether they are a
bank, whether they are a small business or a big business doing
commercial work or consumer banking, they do not care if it is a
State chartered bank or a federally chartered bank, or a non-bank
for that matter like a credit union.

We have, in telecommunications, cable, phone service, cellular
service. We have Federal regulations. We have State regulations.
We have local regulations. And I will maintain that those regula-
tions in telecom, just like in insurance, raise cost, stifle innovation,
limit product introduction. But they do not create consumer confu-
sion to the extent that consumers are not able to take advantage
of cellular service or cable service or broadband service.

We have testimony here that agents are registered in 14 dif-
ferent States. I know agents that are registered in two dozen dif-
ferent States. Now that is confusing. That is tough. I certainly
think that agents are intelligent enough to handle that. And I also
think that consumers are not too confused to take advantages of
the quality services offered by those agents.

So, I think we need to get away from the idea that setting up
a dual charter system, or passing the so-called rifle shot approach,
which also would effectively create a dual system, some Federal
regulation, some State regulations. It is not going to be too much
for consumers to handle.

To that point, there has also been the suggestion that the op-
tional charter is one size fits all. It is anything but one size fits all,
because it is truly an optional charter.

Now, an individual agent or underwriter may feel that the State
does a better job in their regulation, that they are more efficient,
that the State regulatory structure brings them closer to their cus-
tomer, and may therefore choose to continue to operate under a
State system. And that is fine. I think that is just fine.

But the so-called rifle shot approach, make no bones about it,
would preempt the actions of every participant in the market in
those areas that the rifle shot chose to address.

The proposal circulated in the House preempts every participate
in every area that it regulates. We simply do not do this in this
legislation.

So, you may have concerns that Senator Bunning expressed, and
I share, that we not create expensive bureaucracy and we not act
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in a duplicative way, and we not engage in action that would result
in unintended consequences. And so you may say we should not do
anything in this area.

But let us not suggest for a moment that proposals circulated in
the House are not preemptive. They are extremely preemptive in
those areas where they choose to take action.

I do want to—I know I have run over—but I do want to ask one
series of questions with regard to desk drawer rules, which I think
Mr. White included in his written testimony. I found this intrigu-
ing and would just ask that Mr. White describe a bit for the Com-
mittee what are desk drawer rules? And if you could just give a
couple of examples to illustrate that.

Mr. WHITE. Certainly, Senator.

It is a euphemism that is used in the industry for some time
now, having to do with the fact that there are a stated set of re-
quirements for a form approval or a rate approval. And yet you run
into interpretative situations that do not allow that to go forward.
It essentially is a hold that is placed on the application.

And as you may know, there are no suspense rules when it
comes to rate and form filings. It is up, individually, to each State,
to address those. We have run into this from the point of view of
whether the rates are adequate.

Now, if our actuary, our consulting actuary, and our marketplace
assessments says that our rates are adequate and then we have to
deal with an individual who may have 2, 3, or 5 years of experi-
ence, very little experience in our line of business which is highly
specialized medical technology products liability, we find that that
individual can stop our rate filing because they feel that there is
some deficiency in there but they cannot really pinpoint that defi-
ciency. That is an example.

Senator SUNUNU. So, it is a deficiency that is not contained in
any specific promulgated regulation or legislative language?

Mr. WHITE. No such thing. It is a interpretive matter on the part
of the individual reviewer.

Senator SUNUNU. There is a system, a delivery system for filings
out there called SERFF. Could you comment on that generally? But
my question is does that electronic system do anything to address
these somewhat ad hoc desk drawer rules or underlying prior ap-
proval requirements?

Mr. WHITE. I applaud the NAIC for pioneering that. It has been
around for 4 or 5 years now and there are States that use it.

It tends to appeal to larger companies, not companies of our size,
which are smaller. And it is a fairly, what you would call a “me,
too” type process. Thus, you avoid the issues of having to go
through a protracted process when the document and the form
looks essentially the same as a competitors.

In our case, the desk drawer rules then, we do not use the
SERFF system because we do not feel it is efficient for our pur-
poses because we want particularity and specificity in our rates.

The desk drawer rules do indeed come into play with us and we
eventually prevail. I should not say prevail. We are eventually ap-
proved. But one has to go along with whatever the interpretations
are over a period of 30, 60, 90 days until there is an accommoda-
tion reached.



26

Senator SUNUNU. Thank you, Mr. White.

Thank you, Mr. Chairman.

Senator SHELBY. Senator Johnson.

Senator JOHNSON. Thank you, Mr. Chairman, Members of the
Committee.

Following up a bit on Senator Sununu’s question, Mr. Iuppa, how
frequently used or how ever present are desk drawer rules? Does
anybody know?

Mr. TuppA. I think the answer to that is it is considerably less
than it was say 5 or 10 years ago. We have gone, as part of the
SERFF system that was just referred to, not only is there an elec-
tronic platform for filing rates and forms, but we have put together
product matrixes and product locators so that the companies know
beforehand what the statutory requirements are for the filing of a
particular product.

So they know going in, to eliminate the desk drawer rules. We
have been incredibly vigilant in trying to do that.

The other thing I want to point out is with regard to SERFF,
there are about 1,800 companies out of the 6,500 companies in the
United States that do business here who are making use of SERFF.
I think the average turn around time is about 23 days for product
approval. The cost per filing is considerably less than it is on the
paper filing.

And what really strikes me is that there are still companies that
still use paper filings to insurance departments, even though they
can make an electronic filing in just about every department.

Senator JOHNSON. Somewhat less than a third of the companies
have chosen to use the SERFF.

Now the NAIC places a lot of emphasis on acting uniform laws
and regs among the different States. To date can you tell me how
many NAIC model laws and regulations have been implemented
uniformly by the different States and, in your case, by the State
of Maine?

Mr. TuppA. Well, I believe there is something like 300 or 400,
possibly more, model laws and regulations that have been adopted
over the years. I certainly am not going to sit here and say that
every single one has been adopted in its entirety by the States.

But what I would point to, for instance, in the area, of financial
oversight, which is a key aspect of consumer protection, that essen-
tially across the country in all 50 States, you have the same types
of requirements. You have effectively the same laws or substan-
tially similar laws for financial oversight.

And that is manifest through our accreditation program, which
has been in place now since the late 1980s.

Senator JOHNSON. Mr. Johns, critics of the OFC proposal are con-
cerned that it may be optional in theory, but in practice competi-
tive pressures may force all insurers into the Federal system in
short order. How do you respond to that?

Mr. JOHNS. Senator Johnson, I doubt that will be the case. I am
very skeptical about that argument.

I think that there are many insurance companies in this country
that are really locally focused. There are many that do business
only within one State or only one or two States, and I think they
will find it attractive to remain within the State system.
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I think the companies that will opt to go into an optional Federal
system are those whose business, like ours, is truly national in
scope, where there are efficiencies when you are doing business in
51 jurisdictions to have one consistent set of rules.

So, I really am very skeptical of that argument. I do not foresee
that happening.

Senator JOHNSON. Mr. Beneducci, one of the issues that Senator
Sununu and I had to discuss early on was the belief of some that
a life only optional Federal charter is easier to do and it might
make more sense for now. How would you respond?

We obviously have a more comprehensive life, property and cas-
ualty bill here. How would you respond to those who suggest a life
only optional Federal charter is the better route to go?

Mr. BENEDUCCI. Senator Johnson, unfortunately, sometimes the
easy way is not the best way, and I would not see any different out-
come or need for someone that is a life insurance customer versus
a property casualty customer. Both should be entitled to the same
level of efficiency and both should be entitled to the same level of
innovation and products.

So, I do not see there being a difference one way or the other.

Senator JOHNSON. Mr. Johns, how do you respond to the argu-
ment that consumers are better served with a State or local regu-
lator, particularly in terms of consumer protections? Could you
share some thoughts with us on that?

Mr. JOHNS. Senator Johnson, I offered some thoughts in response
to Senator Sarbanes’ question, but I will add a few more.

I start from the premise that we have the opportunity here to
build the best possible consumer protection system we can. We can
take from the State system the best ideas that are out there. That
is point one.

Point two is that the State system, though I think our State reg-
ulators labor heroically to look out for the interest of consumers,
the system is fragmented and diverse and different, it is just al-
most impossible to work within it to the common goal of consumer
protection.

And I really honestly do not think that the locale of the regulator
is really the determinative issue in terms of the quality of con-
sumer protection. I think it matters little whether, if you have a
consumer complaint, you pick up the telephone and call Mont-
gomery, Alabama, or, under Senator Sununu—in your bill, you
have regional consumer offices set up so the consumers could have
sort of a local feel to the service if that is what they desire to do.

But I really do not think—I think that is sort of a red herring
issue, that just because you are on the ground local that you do a
better job of consumer protection.

Senator JOHNSON. I see my time is about expired, but let me fit
one question in here, for Mr. Minkler. Thank you for your testi-
mony.

In a recent speech to a State agent group, your organization
asked who these agents thought would have the ear of a new Fed-
eral regulator. Do you believe that regulation is based on an agent
or agency having the ear of a regulator? Should not regulation be
based on consumer protection and fair, consistent, and impartial
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treatment of insurers and producers instead of on personal rela-
tionships or political connections?

Mr. MINKLER. Senator, did I hear you say the ear of?

Senator JOHNSON. Of the regulator.

Mr. MINKLER. I actually do believe that it is imperative and
much more consumer friendly to have a local representative in
place. This is not to talk to political patriotism. This is to talk to
the knowledge that a local regulator has of his or her State.

In my State, for example, we will have, our regulator will get
calls regularly in the wintertime about backup of storm damage,
ice and snow. A regulator in Texas would never have that call.

A Federal regulator in D.C. would have a difficult time to know
the intricacies of each State and how to best respond to that.

We have a mature regulatory marketplace now. We have ap-
proximately 13,000 regulatory personnel on the ground that works
very effectively. To have that same type of consumer protection
where a consumer could feel best served would indeed mean repli-
cating that in that type of scope again.

Senator JOHNSON. Thank you, Mr. Chairman.

Senator SHELBY. Senator Bunning.

Senator BUNNING. Thank you, Mr. Chairman.

This is for everyone except Mr. Iuppa.

Mr. TuppA. Tuppa.

Senator BUNNING. Iuppa. Are you all operating profitably pres-
ently?

Mr. JOHNS. Yes.

Mr. MINKLER. Yes.

Mr. BENEDUCCI. Yes.

Mr. WHITE. Yes.

Senator BUNNING. The four of you. All of your agencies are?
Those you represent?

Mr. MINKLER. Yes.

Senator BUNNING. I just wanted to make sure that was the case,
in case that there was a driving need for some kind of new regula-
tions so that you could operate more profitably.

Mr. Beneducci, this question is for you, but Mr. White, or any
other witness should feel free to answer.

If given a choice to be federally regulated, I would assume that
insurers newly positioned in a national marketplace would be able
to cover all risk nationwide, such as natural disasters, flood insur-
ance, earthquakes.

Would you be able to guarantee the availability of this insurance
to all consumers in all regions of the country?

Would you support legislation that requires companies to offer
things like flood insurance as a condition of a Federal charter?

Mr. BENEDUCCI. Well, there are a few questions there to address.
As far as a new entrant to the market, I think that is going to de-
pend largely on what their expertise is. I would not want to forget
the responsibility of a carrier to actually focus on products that
they have an expertise in to be able to provide to the market.

Just because the market would be open does not suggest every
company would actually be insuring every coverage in every State
for every consumer.
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Senator BUNNING. The Federal regulator could possibly say that
if you are going to sell in all 51 jurisdictions, you should have to
provide X coverage, whether you are on the Gulf Coast for hurri-
cane or water, or whether you are in California, or even in Ken-
tucky for that matter, for earthquake damage, because we are on
a fault line.

Mr. BENEDUCCI. Senator, it does speak to, though, a carrier’s ex-
pertise in a particular coverage. And that is really where different
carriers will focus on different coverages.

I think it would be wrong to assume that a carrier should just
provide coverage for the sake of making it available if they do not
have expertise to do it. It speaks to the responsibility of the com-
pany.

Senator BUNNING. Mr. White, on the same question.

Mr. WHITE. Senator, financially and mechanically, I do not think
that that could work. From the financial side, many, many insurers
in this country are well under $100 million in financial surplus.
They might indeed have a national opportunity, but they could
never expand into multiple lines of insurance.

Mechanically, most of us depend on reinsurance and I cannot
even speculate how many reinsurers would be interested in rein-
suring a newly chartered Federal company that has no experience
in underwriting earthquake or flood. So mechanically——

Senator BUNNING. That is generally why we have a Federal pro-
gram to do just that.

Mr. WHITE. Indeed, because that is what we call the moral haz-
ard or other versions of that same genre, which says that you only
buy the insurance when you need it. That is not the purpose of the
way that we structure our company’s products.

Senator BUNNING. OK.

Mr. Johns, it is clear that you support legislation that would cre-
ate an optional Federal charter for both life and property and cas-
ualty insurance.

Mr. JoHNS. Yes, sir.

Senator BUNNING. There are differences between property and
casualty insurance and life insurance that may justify different
treatment.

Do you agree that there are such differences? And would you
support a life only option Federal charter if it were introduced?

Mr. JOHNS. Senator Bunning, we are aware that there are very
clear differences in the life insurance industry and the property
and casualty industry. However, we think we have operated under
the same regulatory framework in the States for 150 years. We
think that could be accomplished at the Federal level, as well.

Our trade association position is that we do indeed support a
dual system.

Senator BUNNING. This is for anyone.

We cannot ignore our experience with flood insurance as an ex-
ample of Federal involvement in insurance and customer service.
FEMA is still resolving claims, and as of yesterday they were just
being sued, for several years ago. We can expect thousands of more
disputes from last year’s hurricanes. I do not see why a Federal in-
surance regulator would handle disputes any better than FEMA
has.
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Do you believe that a new Federal regulator would be more effec-
tively and efficiently responsive to the needs of consumers that the
States currently do?

Could a uniform Federal standard with State regulation create
{:)h?i s?ame efficiencies but provide better consumers services? Any-

ody?

Mr. MINKLER. Senator Bunning, I would say that there is no evi-
dence that a Federal regulator would do a better job than a State
regulator in any line of business. Flood is an excellent example, but
I would be concerned about any other of myriad of coverages that
a consumer would face.

We talked earlier about the lack of regulatory form in the NIA
bill. T would be concerned if a carrier decided that they did not
want to offer a standard coverage that is being offered to con-
sumers today, that they could just opt out of that part of that. I
do not think consumers are well served to move away from a regu-
larly acknowledged form of coverage, for example homeowners,
where a carrier could say we choose not to participate—since we
do not have to have a regulated form, we choose not to participate
in windstorm, for example.

So I think that would be a disadvantage for a Federal regulator.

Senator BUNNING. As you well know, this Committee is consid-
ering the renewal of the flood insurance program, and we have a
deficit of about $25 billion in that insurance program right now at
the Federal level.

I am sure that you are aware that you could be involved in that
deficit right now if you had underwritten what you did not under-
write and the Federal Government was required to underwrite
when no private sector insurer would. So I want you to be aware
that what might look really good to you might put you in jeopardy
in some places in the long term.

Mr. BENEDUCCI. Senator, if I could add, I think one of the rea-
sons that we face that situation is because of some of the regula-
tion in terms of what can be charged for flood and the terms by
which it needs to be provided has actually restricted capacity to in-
sure that.

Senator BUNNING. We are having that dispute in the courts right
now. As you well know, in Florida, FEMA is fighting whether it
was hurricane damage or water damage.

And if you lived in Naples, Florida, and you had a home and the
hurricane went through, whether the hurricane damaged your
house or whether the water damaged your house, that is in the
courts right now being disputed.

I just want you to know that, if you were writing that insurance,
what you could be up against in the courts right now, privately.

Mr. Chairman.

Senator SHELBY. Thank you.

Senator Carper.

STATEMENT OF SENATOR CARPER

Senator CARPER. Thanks, Mr. Chairman.

To our witnesses, welcome. It is good to see all of you today.
Thanks for joining us and for your testimony and responses to our
questions.
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Several of the questions I had planned to ask and to raise with
respect to optional Federal charter have been asked, you have an-
swered them, so I am going to move on to other issues that I do
not believe have been covered.

The first of those involves our representation at international fo-
rums where we may or may not be participating, and speaking
with one voice on issues, particularly in the insurance side of finan-
cial services. I want to talk a little bit about that.

I want to have us focus a little bit on TRIA. As we look toward
trying to come up with a more permanent fix before the end of next
year.

First, let me say, financial services industries, as we all know,
is an international industry today. Our major banks and security
companies have a substantial presence, not just throughout our
hemisphere but all over the world. And as such, their respective
regulators, whether they be the OCC, the SEC, and so forth, all
have counterparts in other major countries.

They meet. They negotiate standards that are applicable to com-
panies, not just here but throughout our globe. I think a prime ex-
ample of this is probably the Basil Accords that set international
capital standards for banks.

This picture is in sharp contrast to the insurance industry. There
is no single voice at the Federal level to represent U.S. interest in
international communities and forums.

I just want to ask our witnesses today to comment on this, if you
would, and to ask if you think that the lack of a Federal voice
harms U.S. interests? Maybe you think it is helpful. I would wel-
come your thoughts.

Mr. Iuppa, I like your name a lot, so I am going to call on you
first, just so I can say Iuppa a couple of times. Welcome. Why don’t
you lead us off.

Mr. TuppPA. Thank you very much.

I guess I would respectively disagree with some of your premise
from the international perspective. On the regulatory side, super-
visory side, we are very much represented internationally.

In fact, in addition to being president of the NAIC, I chair the
International Association of Insurance Supervisors, which is an
international standard setting body for insurance supervision.

I participate at the Financial Stability Forum alongside of the
Fed, the Treasury, the Bank of England, Bank of Japan, and so
forth. We are actively involved in the development of capital stand-
ards, the new capital standards in Europe, Solvency II which is
more of a risk-based approach similar to what we did here in the
United States about 20 years ago.

So I think there is very much a U.S. voice in that environment.

Senator CARPER. OK. Thanks.

Mr. Johns.

Mr. JOHNS. Senator Carper, I am surprised you have not given
me a hard time about my name, John Johns. You have picked on
Superintendent Tuppa.

Senator CARPER. What is your middle name?

[Laughter.]

Senator CARPER. Maybe we should not go there.
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Mr. JoHNS. Thank you. But in response to your question, I think
it is very much an issue for our industry, the fact that we are so
fragmented in this country and that we have no spokesperson rep-
resenting at the Government level here in Washington the interest
of our industry.

I will point out again that we are a $4.5 trillion industry. We
represent about 10 percent of the money invested in the debt cap-
ital markets in the United States. We are a huge force, not only
in the United States but throughout the world, in economic devel-
opment because of the investment decisions we make.

Our president of our trade association, Governor Frank Keating,
recently returned from a trip to Japan and South Korea where he
was advocating that they open up their markets to U.S. companies.
What do you think they said? They said, well, you have got these
incredible trade barriers in the United States. You have this 51 ju-
risdiction insurance system our companies find completely con-
fusing and befuddling and a huge barrier to entry into our mar-
kets.

So it is very difficult for us to go abroad and advocate reform,
modernization, improvement in their systems when they come back
and look at ours and say your system, from our standpoint, is a big
trade issue.

So I think you are right on with your comment, sir.

Senator CARPER. Thank you, Mr. Johns.

Mr. Minkler.

Mr. MINKLER. Senator, we have heard that there is a need for
oversight from a Federal regulator for tax issues, trade policy de-
velopment, that type of thing.

In conjunction with Mr. Johns’ statement, while I am certainly
not an expert in this area, it is my understanding that one of our
main trading partners, the European Union, actually uses a Fed-
eral tools approach that we are proponent of here today.

While having a voice at the Federal level in the form of a liaison
for tax, trade, and policy development, we would be in favor of that.
But not in the form of a full blown regulator.

Senator CARPER. All right, thanks.

Mr. Beneducci.

Mr. BENEDUCCI. Yes, Senator. I would agree with Mr. Iuppa’s
comment, in terms of us actually being represented and having an
international voice.

However, what troubles me is the message contained in that
voice is sometimes very contradicting.

We actually share a very positive tone internationally with how
open our market is and how accessible our market is. But yet, at
the same time, it is extremely cumbersome to operate within.

And just on behalf of one company here, to give you a sense, just
simply to go through a filings process for a company like Fireman’s
Fund, we average more than 2,000 filings a year. And out of all of
those filings, roughly 350 of which are actually spent with true new
products. The reason for that is our internal market here, our U.S.-
based system, actually speaks to more conformity than it does to
creativity. Very simply because you are going to approve forms that
you are more familiar with.
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And, from a company’s perspective, we will gravitate more to-
ward them because you are not going to spend time with product
that you cannot get approved.

So I think there is a contradicting message that we send.

Senator CARPER. All right.

Mr. White, last word.

Mr. WHITE. Senator, we do not find it particularly disturbing
that there is not an international body that would look after our
interest. As a small a company as we are, we have a substantial
stakehold in the state of Israel. Our policyholders conduct clinical
trials in Western Europe, and we have liaisons with companies
there.

So we do not find that an overarching body would achieve much
for us. It is the quality of the service and the ability to deliver that
service at a point in time.

Senator CARPER. Good. Well, thank you to each of you for your
responses.

Mr. Chairman, I have another question I could ask here but I am
going to submit it for the record, with respect to the need for us
to figure out what we are going to do after the end of next year
with respect to TRIA. I am going to submit that, and if you could
be good enough to respond for the record, I would be most grateful.

Thank you all.

Senator SHELBY. As all of you know, Senator Carper has unique
experience of congressman, Governor, and of course we are glad he
is with us in the U.S. Senate today. And he will cover a lot of
ground.

Senator Menendez.

Senator SARBANES. Senator, could I just observe that the TRIA
extension we passed included a requirement that the President’s
Working Group on Financial Markets, in consultation with the in-
surance commissioners and the insurance industry and representa-
tives of the security industry and policyholders, analyze the long-
term availability and affordability of insurance for terrorism risk
and report to the Congress no later than September 30 of this year.

I have to confess I have not followed it. I do not know what the
working group has done so far.

Senator SHELBY. We will find out soon. Thank you, Senator Sar-
banes.

Senator Menendez.

STATEMENT OF SENATOR MENENDEZ

Senator MENENDEZ. Thank you, Mr. Chairman. I appreciate the
panel’s testimony.

In pursuit of reading some of your testimony and hearing some
of your answers, I have a series of questions.

First, Mr. Johns, on page eight of your testimony, you refer to
the Federal regulatory option available under S. 2509 as at least
as strong as the better, if not the best, State system.

Which one is that?

Mr. JOHNS. Senator, it is hard to say, because they are all so dif-
ferent. I think every State
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Senator MENENDEZ. How can you make the statement that it is
at least as strong as the better, if not the best, State system if you
cannot define what the best State system is?

Mr. JoHNS. Well, there are many good State systems, and I am
unable to identify the very best. But I do think you have the oppor-
tunity, the framework of this legislation, to take the very best as-
pects of the best States—and there are many of them that are very
good—and create a superior system. That is the point we are trying
to make.

Senator MENENDEZ. Yes. I think your statement, however, is a
little overreach, based upon what you say there, unless you can de-
fine for me what is the best State system.

Let me ask those of you who support the Federal charter effort,
what specific benefits will you be able to offer consumers? Many of
you, in your answers, have talked about consumers. Well, what
specific benefits will you be able to offer consumers that you cannot
provide under the existing regulatory system.

Mr. BENEDUCCI. Senator, if I could answer that just to share
with you—about 3 years ago, I will give you a specific example.
About 3 years ago we did some customer research with a number
of our commercial customers. And we asked them flat out what is
the most important thing to you as a consumer of insurance? And
if we could provide it, what would it look like?

The response from our customers was our data. We need you to
protect our data. That is what we need help with. And certainly,
in an evolving economy and global marketplace we all know why,
in addition with technology, why data is so important.

Well, what we started to do was try to create a product and serv-
ice whereby we would actually create an online data backup facility
for our customers. We worked with a third party to try to create
such a product.

We then took it to different States to test how that might be ap-
proved and what we would need to go through. And we received re-
sponses anywhere from it would not be approved because it would
be considered tying of a financial product to this would be consid-
ered rebating in other States to it would be considered well, we will
let you do it but we are going to be very strict in terms of the pric-
ing that will apply, all the way to we will not approve it unless you
actually have loss experience.

The reason for the support for consumer, and they have specifi-
cally asked for it, they need protection for data. And the way that
will typically take place today is we will provide them a limit for
their electronic data processing media. Then when we have a loss,
we will cut them a check but more than 80 percent of those cus-
tomers that are hit with a severe loss will not get back up and run-
ning. And the consumer loses.

Senator MENENDEZ. What else?

Mr. BENEDUCCI. I could give you other examples in terms of an-
other service very similar to this, where we have actually looked
at a service for providing employee screening for customers and for
our commercial customers, the process that they go through to ac-
tually hire new employees and background checks and drug test-
ing.
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Again, we have another service that we have worked with an-
other third party, the very same type of response. And these needs
are actually generated not by us but by the consumer to say we
could use products and services that would help us in these areas.

Instead, what the industry conforms to is what would get ap-
proved through the filing process rather than what the products
are that actual consumers need. So there are an infinite number
of examples.

Senator MENENDEZ. Let me ask, several of you in your testimony
have talked about the inefficiencies and how that costs consumers.
Could you tell me, could you quantify that in terms of if the Fed-
eral charter eliminates all those inefficiencies for you, would you
drive down the cost of the product? Or would we be increasing the
profit margin? Whoever wants to answer that.

Mr. BENEDUCCI. I will take a first stab at that, just to give you
a perspective, again from Fireman’s Fund today, if you just took a
look at the filings that we go through, on average that is a little
bi;c1 higher than $15 million a year that we spend just on the filing
side.

And we have reached a point where the cost for filings is actually
now in excess of the amount of dollars that we spend for external
claims adjusters in our marketplace.

To answer your question, what would happen with those dollars?
What I would like to do is actually shift them to have more claims
support on the ground for consumers to be able to provide better
service.

Senator MENENDEZ. The price would not necessarily go down?

Mr. BENEDUCCI. I think the price would be more consistent with
the value provided from an insurance product. Some would be more
commodity based for companies that produce lower cost products.
Other products would be much more value based, based on the true
value as the examples that I gave you to the end consumer.

Mr. WHITE. Senator, I think you might want to distinguish be-
tween a mutually owned insurance enterprise and a stock insur-
ance enterprise.

We are a mutual company. Our reason for building is to build fi-
nancial surplus and to have a bulwark of protection for our policy-
holders.

Yes, we are profitable, as we all responded to Senator Bunning
earlier. But those profits, in our case, go to build the financial secu-
rity for our policyholders.

We would, indeed, attempt to lower prices if we could resolve
some of the inefficiencies in the rating and form process.

Senator MENENDEZ. Is that quantifiable?

Mr. WHITE. Show me the law, please, and then I will respond.
I am not being facetious, but we would have to know what was
available to us.

Mr. MINKLER. Senator, I can say with a high degree of con-
fidence, that in some of our product lines which tend to be more
commodity-like products, term insurance and fixed annuities in
particular, I think you would see a pass-through of lower regu-
latory expense directly to the benefit of the consumer.

I cannot tell you precisely how much benefit that would be, but
our trade association had a study conducted with the assistance of
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CSC Corporation that revealed there are probably billions of dol-
lars of redundant expenses in the current State system. At least
there is an opportunity for that to be passed on to the benefit of
consumers.

Senator MENENDEZ. Whenever I have different entities come see
me and they talk about the consumer incessantly. And then when
I ask them well, are you going to pass on whether it is a subsidy
that seeks to be eliminated in an agricultural bill or, in this case,
the inefficiencies that would seek to be eliminated and therefore
produce a revenue stream, whether that revenue stream is used to
drive down the cost of insurance or to improve the coverage of in-
surance or to improve the bottom line for companies that ensure,
there is a big huge difference as to who benefits as it relates to con-
sumers.

So I always ask the question how is that going to ultimately af-
fect consumers? Because we can eliminate all the inefficiencies in
the world, if it does not get translated to the consumer then it is
good for the companies. And I understand the nature of being prof-
itable, but it does not necessarily mean it is good for the con-
sumers.

Mr. Chairman, I have one last question, if I may?

Senator SHELBY. Go ahead.

Senator MENENDEZ. Later on, in the next panel, the Consumer
Federation of America lists six different points or problems already
under existing issues. I just want to ask about one, their top one.

They say “Insurers are increasingly privatizing profit, socializing
risk, creating defective insurance products by hollowing out insur-
ance coverage, and cherry-picking locations in which they will un-
derwrite.”

Would that not be exacerbated in a Federal charter?

Mr. BENEDUCCI. First of all, I cannot speak to all of the ref-
erences that are used there and all of the characteristics that are
used. I can respond in terms of how we create product.

The examples that I gave are not unique. We actually ask our
customers what is important to them and then try to construct
product around meeting those needs.

I think, unfortunately, some of those comments seem more rhet-
oric than they do factual. I tried to provide some examples that ac-
tually are fact, based on what our customers have asked for.

Senator MENENDEZ. Anyone else want to respond to that?

We will wait for the next panel then.

Thank you, Mr. Chairman.

Senator SHELBY. Senator Schumer.

Senator SCHUMER. Thank you, Mr. Chairman.

Thanks for holding this hearing.

I have a specific question in a different area but I have been un-
able to get answers that I would like to ask Mr. Beneducci, because
Fireman’s obviously is a subsidiary of Allianz. And we are having
real concerns about Allianz living up to its responsibilities based on
the World Trade Center attacks.

Two basic issues. One is that Allianz global risk insurance cov-
erage obligated Allianz to pay $432 million as a result of the 9/11
attacks. Allianz, as I understand it—now there is a court case, say
is this one instance or two instances? You lost that in the lower
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court, but you are appealing it. So that would bring it up to $865
million, $432 million each. But I am leaving that aside.

You clearly owe $432 million, based on the first court case. You
are the only company that has not lived up to that $432 million.
You have only paid $312 million. That is number one.

More importantly, a number of insurance companies, when they
renegotiated the agreement between Silverstein Properties, the
Port Authority, and everybody else said we are going to stick by
the agreement because these are just technical changes.

I wrote every insurance company that had not said they would
stick by the agreement, including Allianz. Got no answer so far.
Tl}clle letter was about a month old? About a month old, 3 or 4 weeks
old.

And so I would ask you two questions. One, why have you not
paid the $120 million extra you owe, at least based on the minimal
situation which it is a one occurrence and not a two occurrence ob-
ligation?

And second, will you stick by your agreement, given this new
Port Authority agreement? Or will you try to wriggle out of it?

Again, I have spoken with the heads of other major insurance
conllrlpanies, AIG, Swiss Re, and others. They say they are sticking
with it.

Mr. BENEDUCCI. Senator Schumer, unfortunately my answer is
probably going to disappoint you, and disappoint you in that by vir-
tue of referencing, by saying what will you do. We are a subsidiary
of the parent company. I actually am not involved in the discus-
sions with the parent as it relates to how they are managing that
negotiation or that court case.

So I really do not have knowledge of what that position is and
the direction that we intend to take. So unfortunately, I cannot an-
swer that question.

Senator SCHUMER. Now, I had asked the Chairman if at some
point, when we have a hearing on the insurance industry, if we
could take this up.

Senator SHELBY. Sure.

Senator SCHUMER. Since we talked about it a couple of weeks
ago, we have gotten no answers.

Senator SHELBY. Maybe we will get the parent here.

Senator SCHUMER. That would be nice.

I hope you will convey to mom and dad——

[Laughter.]
Mr. BENEDUCCI. Point taken.
Senator SCHUMER. ——my concern that we would like answers

to these questions.

Mr. BENEDUCCI. Will do.

Senator SCHUMER. Thank you, Mr. Chairman.

Senator SHELBY. I want to thank the panelists. It has been a
very long discussion here today, but I think it has been inform-
ative, as we examine the changes in the insurance industry and the
positions of Senators Sununu and Johnson and others of an op-
tional Federal charter.

We will have more hearings but we thank panel one today.
Thank you very much.

We are going to bring up panel two now.
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On panel two, we will have Mr. Alan Liebowitz, president of Old
Mutual (Bermuda) Limited.

Mr. Robert A. Wadsworth, president and CEO of Preferred Mu-
tual Insurance Company.

Mr. Travis Plunkett, legislative director, Consumer Federation of
America.

Mr. Robert M. Hardy, Jr., vice president and general counsel, In-
vestors Heritage Life Insurance Company.

And Mr. Scott Sinder of the Scott Group.

If you will take your seats.

I will say at the outset, all of your written testimony will be
made part of the hearing record today, and we are going to have
a vote on the Senate floor in about 15 minutes, so if you could basi-
cally sum up your testimony. You had the benefit of panel one al-
ready.

Mr. Liebowitz, we will start with you.

STATEMENT OF ALAN F. LIEBOWITZ,
PRESIDENT, OLD MUTUAL (BERMUDA) LTD.

Mr. LiIEBOwWITZ. Thank you, Mr. Chairman.

Senator SHELBY. Thank you.

Mr. LieBowITZ. Ranking member Sarbanes and members of the
Committee. My name is Alan Liebowitz, I am the president of Old
Mutual (Bermuda), a company affiliated with the Old Mutual Fi-
nancial Network. I am here on behalf of the American Banker’s In-
surance Association, which happens to be the insurance affiliate of
the American Banker’s Association. And both the ABA and the
ABIA participate in the optional Federal Charter Coalition.

If T could leave you with just one message today, it is this, we
are currently trying to regulate a national and global business
through essentially local government.

The Supreme Court got it right 60 years ago when it determined
that insurance is a national business, and we have been in denial
ever since. This has resulted in increased inefficiency and com-
plexity. If we are serious about serving the American consumer, se-
rious about safeguarding the ultimate consumer protection, namely
a strong, well-capitalized industry, then we need to make signifi-
cant changes to the way insurance is regulated in this country.

You have heard, and I am sure you will hear again, others will
highlight exactly the same problems with the State insurance sys-
tem as we all have identified previously, and I will avoid doing it
again. I would rather focus on the future, and the future is an op-
tional Federal regulatory system.

Senator SHELBY. Thank you.

Mr. LiIEBOWITZ. The State system stifles innovation. Seven years
after Gramm-Leach-Bliley was passed, there is still no uniformity
in producer licensing. If they cannot get that simple function right,
how can we expect the States to be able to effectively deal with the
increasing complexities of a global insurance market. The solution
is an insurance regulatory system, like the one proposed in S. 2509.

Instead of prior review of insurance forms, there would be regu-
lations covering product, form filing after the fact, examinations for
compliance, and strong penalties for noncompliance.
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A related problem to product availability is the cost of an insur-
ance policy. We allow the markets to set the price for housing, food,
clothing, items far more necessary to survival than insurance. Why
do we have the Government continue to set prices for insurance?

Last, Mr. Chairman, I would like to address the issue of capacity
in our markets by comparing our regulatory system to that of other
nations. The difference between foreign insurance regulatory struc-
tures and our own are stark.

80 percent of the countries that were surveyed by the Inter-
national Association of Insurance Supervisors have use and file
laws and no requirement for prior rate approval. We are still
clinging to both. The proposed national insurance act, proposed by
Senator Johnson and Senator Sununu, will advantage consumers
by allowing them access to a wider array of products at more com-
petitive prices, increase our global competitiveness, and encourage
additional capital investment in our insurance industry.

Let me end with this one thought, if the State insurance depart-
ments were in charge of our interstate highway system, we would
have cars that would be capable of doing no more than 50 miles
an hour, with speed limits of 20 miles an hour. Everyone would
need multiple driver’s licenses as we went from State to State, and
safety measures from State to State, so that foreign manufacturers
could not build cars because it would be too complex.

The NAIC would say that we are perfectly safe on the highway
and eventually we are going to get to where we need to go. The
only question is, at what price?

Thank you.

Senator SHELBY. Mr. Wadsworth.

STATEMENT OF ROBERT A. WADSWORTH,
CHAIRMAN AND CEO,
PREFERRED MUTUAL INSURANCE COMPANY

Mr. WADSWORTH. Thank you, Chairman Shelby, ranking member
Sarbanes, and members of the Committee. My name is Bob Wads-
worth and I am pleased to testify today on behalf of the National
Association of Mutual Insurance Companies regarding insurance
regulatory reform.

Founded in 1895 NAMIC is the Nation’s largest property and
casualty insurance company trade association with more than
1,400 members underwriting more than 40 percent of the property
and casualty premiums in the United States. I am also chairman
and chief executive officer of Preferred Mutual Insurance Company,
a multi-State PNC writer, located in New Berlin, New York.

Preferred Mutual writes more than $197 million in four States
in the Northeast, New York, New Hampshire, Massachusetts, and
New Jersey. I also currently serve as chairman of NAMIC.

NAMIC appreciates the opportunity to testify at this important
hearing on the future of insurance regulation. Many of the wit-
nesses you will hear today will say—and you have heard today—
will say that the current system of State regulation is cumbersome,
inefficient, and often denies consumers the benefits of competition.
I could not agree more.

Consumers and insurers need a modernized regulatory system
that will allow insurers to bring new products to market at com-
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petitive prices. While I share my colleagues view with respect to
meaningful regulatory reform and that it is critically to our indus-
try and the public we serve, some of us differ over the means of
achieving that objective.

NAMIC believes that reforming the State-based regulatory sys-
tem is preferable to creating a new alternative system of Federal
regulation. Let me explain why. Since its inception, the U.S. prop-
erty and casualty insurance industry has been regulated at the
State level. NAMIC believes that State regulation has generally
served consumers and insurers well over the years, but that it has
not kept pace with changing times.

For example, long after the large national industries experienced
sweeping deregulation, property and casualty insurance companies
remain subject to rigid price controls in most States. That, more
than anything else, must change. We must end price regulation for
all lines of property and casualty insurance.

Other matters that deserve attention include the lack of uni-
formity among States, underwriting restrictions, blanket coverage
mandates, and arbitrary and redundant market conduct examina-
tions. That said, State insurance regulation has many strengths
that NAMIC believes are worth building upon. Chief among these
are the ability of State insurance departments to adapt to local con-
ditions, to experiment and learn from each other, and to respond
to unique needs and concerns of consumers in particular areas.

Unlike banking and life insurance, property casualty insurance
is highly sensitive to local risk factors, such as weather conditions,
torte law, medical costs, and building codes.

What is more, because of the thorough knowledge of local condi-
tions, State regulators are attuned to the needs and interests of
each State’s consumers. It is unlikely that a distant Federal regu-
lator would have the ability to be nearly as responsive to the
unique concerns of consumers in particular States.

Many States have made progress in recent years toward adopting
needed reforms. They have softened company licensing restrictions,
for example. And in some States, they have moved away from strict
rate regulation. The influential national organizations, such as
NCOIL, NCSL, and ALEC have called for the abolition of prior ap-
proval regulation.

Federal intervention and insurance regulation could take several
forms, ranging from a complete Federal takeover, to an optional
Federal charter, such as that embodied in S. 2509, to the narrower
approaches pursued by the House Financial Services Committee in
the various smart bill drafts in H.R. 5637.

With respect to S. 2509, NAMIC believes that an optional Fed-
eral charter could lead to negative outcomes that would far out-
weigh any potential benefits and that many of the anticipated ben-
efits would not be realized.

Let me briefly outline our greatest concern. First, when we exam-
ine historical trends in other sectors of the economy, it is clear to
us that Federal regulation has proven no better than State regula-
tion at addressing market failures or protecting consumers’ inter-
ests.
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Moreover, unlike State regulatory failures, Federal regulatory
can have disastrous economy-wide consequences. The Savings and
Loan debacle is just an example.

NAMIC is also concerned that while proponents of Federal regu-
lation may design a perfect system, they can neither anticipate nor
prevent the imposition of disastrous social regulation at the Fed-
eral level.

By social regulation, I mean the measures that tend to socialize
the insurance costs by spreading risk discriminately across dif-
ferent risk classes. Regulations that restrict insurers underwriting
freedom often have this effect.

Significantly, there is nothing in S. 2509 that would prevent a
Federal insurance regulator from restricting underwriting freedom.

Since my time is almost over, I will conclude, Mr. Chairman.

NAMIC believes that, while States have not acted as rapidly, as
thoroughly, to modernize insurance regulation is necessary. We are
encouraged that they have picked up the pace of reform and are
headed in the right direction. Given this recent progress and the
risk associated with creating an entirely new Federal regulatory
structure, NAMIC is convinced that reform at the State level is the
best and safest course of action for consumers and insurers alike.

Thank you.

Senator SHELBY. Mr. Plunkett.

STATEMENT OF TRAVIS PLUNKETT,
LEGISLATIVE DIRECTOR,
CONSUMER FEDERATION OF AMERICA

Mr. PLUNKETT. Mr. Chairman, Senator Sarbanes, and Members
of the Committee. My name is Travis Plunkett, I am the legislative
director of the Consumer Federation of America.

I would like to thank you for holding a very timely legislative
hearing. Consumers, especially those with low-and moderate-in-
comes are presently facing a number of very serious problems in
the insurance market regarding insurance availability, afford-
ability, and hollowing out of coverage.

These are problems that the State-based regulatory system has
largely ignored or failed to adequately address. However, insurance
industry proposals that have been introduced recently in the Sen-
ate and the House, such as those to create an optional Federal
charter and the Federal tools proposal would likely increase these
problems while further eroding incentives for loss prevention.

We urge the Committee to reject these anti-consumer proposals,
and to examine options that will improve competition in, and over-
sight of, the insurance market, while increasing regulatory uni-
formity and protecting consumers.

My main message to you is that tough oversight of the insurance
market is not incompatible with vigorous competition.

In fact, the best State regulatory regimes, such as California,
achieve both goals. There are many legitimate concerns that Con-
gress could be raising about the problems facing consumers in the
insurance market today.

For example, hundreds of thousands of people along the Nation’s
coasts are having their homeowners’ insurance policies nonrenewed
and rates are skyrocketing.
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Insurers are enjoying their highest profits ever during this time
of high losses because they have become increasingly adept at
privatizing profit and socializing risk. They have hollowed out in-
surance coverage, for example, by adding hurricane deductibles and
making it much more expensive for consumers to get reimbursed
for true replacement costs, and they are now cherry-picking the lo-
cations in which they will underwrite.

Pending proposals in Congress do nothing to increase scrutiny of
insurer actions that have caused these affordability and availability
problems. They also do not deal with other problems. They do not
prevent insurers from using inappropriate and possibly discrimina-
tory information to develop insurance rates, such as credit scores.
These bills do not spur increased competition in the insurance in-
dustry by providing assistance the millions of consumers who find
it extremely difficult to comparison shop. They are not stupid, but
it is a very complex product, and they find it very difficult to com-
parison shop.

These bills also do not eliminate the antitrust exemption, under
McCarren-Ferguson, that allows the insurance industry to use car-
tel-like behavior. They do not address the serious problem of re-
verse competition in certain lines, like credit, title, and mortgage
guarantee insurance.

They do not prod State regulators to do more to stop unfair claim
settlement practices, of the kind many homeowners on the Gulf
Coast have expressed concern about in the wake of Hurricane
Katrina.

Instead, these proposals, such as the Federal charter proposal
and the smart system. Sanction anticompetitive practices by insur-
ance companies in some cases. Override important State consumer
protection laws. Incite State regulators into a race to the bottom
to weaken insurance oversight, a trend that has been underway for
the last 5 years.

As an example, let us talk about S. 2509, allowing insurers to
choose whether they should be regulated by either a Federal body
or by State regulators. This can only undermine needed consumer
protections by allowing insurers to play State regulators off each
other. If elements of the insurance industry truly want to increase
their speed-to-market of their products and increase other advan-
tages that uniform Federal regulation would provide, let them pro-
pose a Federal approach like that offered in 2003 by Senator Hol-
lings. It has strong consumer protections and would not allow in-
surers to run back to the States when oversight is tougher than
they would like.

Property casualty insurers are particularly ill-suited to a na-
tional approach, as dictated in S. 2509, or I should say, allowed in
S. 2509. This is because there are so many differences from State
to State, and the type of risks that must be covered, as well as the
regulatory and legal mandates that must be met.

This bill also creates a Federal regulator that has little, if any,
authority to regulate very important items, such as insurance
rates, and a limited ability to regulate the form of insurance poli-
cies.

Consumers do not care, Senators, who regulates insurance. We
only care that the regulatory system be excellent. We are critical
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of the current State-based system, but we are not willing to accept
a Federal system that guts consumer protections and establishes
uniform but very weak regulatory standards.

We agree that better coordination and more consistent standards
for licensing and examinations are desirable and necessary and we
agree that consumers pay for inefficiencies but these are not the
right approaches.

We urge you to look at a wide variety of options to ask the right
questions about problems that exist in the market and to continue
your investigations.

Thank you, very much.

Senator SHELBY. Mr. Hardy.

STATEMENT OF ROBERT M. HARDY, JR.,
VICE PRESIDENT AND GENERAL COUNSEL,
INVESTORS HERITAGE LIFE INSURANCE COMPANY

Mr. HARDY. Good morning, Senator Shelby, Ranking Member
Sarbanes, and Members of the Committee. My name is Rob Hardy,
and I am vice president and general counsel of Investors Heritage
Life Insurance Company in Frankford, Kentucky.

I am pleased to be here today on behalf of the National Alliance
of Life Companies, a trade group that is primarily composed of re-
gional, small, and mid-sized life and health insurance companies.

The NALC supports State regulation of insurance, and opposes
the concept of an optional Federal charter. The design for the Fed-
eral charter is contemplated in Senate Bill 2509, is purportedly
based on a dual charter banking system. However, there is no na-
tional crisis, as there was when the Federal banking system was
established, compelling Congress to act in order to bolster con-
sumer confidence. There is no outcry from consumers demanding
the Federalization of insurance.

To the contrary, according to an ACLI report monitoring the atti-
tudes of the public in 2004, the life insurance is regarded as either
vei‘ly dor somewhat favorable to the majority of the people they
polled.

Further, a solid majority of consumers agree that life insurers
provide good service and employ highly trained professionals. This
is hardly a clarion call from consumers for drastic change, like the
creation of an entirely new regulatory structure under the Federal
Government.

The primary purpose of insurance regulation, which you have
heard many times today, is to protect consumers. Attempting to
mirror the system that regulates the banking industry is a lot like
trying to put the square peg in the round hole.

First, unlike most bank products, which are based on the na-
tional commodity, insurance is sold based on individual needs.

Second, the distribution channels are completely different, with
insurance companies, which rely primarily on an agency force,
while banks rely on customers coming into their branches to trans-
act their business. Insurance has to be sold to individuals by indi-
viduals.

As policy conflicts inevitably arise between the Federal insurance
regulator and the States, the Federal regulator will ultimately
force the States to resolve the conflict. We are concerned that this
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is just a first step in a long series of laws that will erode State in-
surance regulation. Therefore, State charter producers and insurers
will not have an option, it will become mandatory.

We certainly applaud Congress for the vital role it has played in
encouraging States to take positive reform steps over the last few
years. The system is in need of continued improvement, and the
march toward modernizing the State regulatory system continues.

However, we are very concerned that the creation of a new Fed-
eral bureaucracy to regulate insurance will halt this forward
progress and create an entirely new set of problems for everyone
concerned.

It is undeniable that some insurance industry groups have been
involved in framing the concepts of the optional Federal charter.
We think the industry will be exposed to the very real criticism
that it is not industry’s intent to create a more aggressive regu-
lator, but a friendlier regulator. Creating an industry friendly regu-
lator seems somewhat at odds with the ultimate purpose of insur-
ance regulation, the protection of the consumer.

Indeed, we need smarter, more efficient regulation, but the pri-
mary focus must remain on the protection of the policyholders, not
the convenience of industry. This may seem odd coming from some-
one who assists in the management of insurance companies, but we
would not be in business if we did not have the trust of our cus-
tomers.

In creating the National Office of Insurance, the Commission will
basically have unlimited powers to employ as many people and cre-
ate as many offices as deemed necessary. The NALC has indicated
that State departments of insurance have handled almost four mil-
lion consumer inquiries, including complaints, in 2004.

It is hard to imagine the Federal bureaucracy necessary just to
handle even a fraction of those inquiries, much less all the other
duties that would be required. And this would be in addition to the
10,000 plus State insurance regulators currently employed.

With regard to funding the office, fees and penalties would be
charged to the federally chartered companies and producers, while
States will still be allowed to receive premium taxes, they will no
longer receive revenues from other fees and assessments, producer
licensing fees, policy filing fees, examination fees, et cetera. This
will have a negative impact on State budgets, which is a concern
to us.

In conclusion, Congressional initiatives have gone a long way in
prompting the NAIC and the various States to adopt necessary
model laws that have improved and will improve the State-based
system, and will continue to do so.

There are ways to improve efficiency, but regulation of the indus-
try should remain with the States, while Federal legislative tools
push States to improve would be a welcome addition, the creation
of a large new Federal bureaucracy would not.

Mr. Chairman, thank you for allowing me to share the views of
the NALC today.

Senator SHELBY. Mr. Sinder.
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STATEMENT OF SCOTT A. SINDER,
MEMBER, THE SCOTT GROUP

Mr. SINDER. Thank you, Chairman Shelby. My name is Scott
Sinder, I am the member of the law firm, the Scott Group, and I
also serve as the general counsel of the Council of Insurance
Agents and Brokers. The council represents the Nation’s insurance
agencies and brokerage firms. Collectively, they sell over 80 per-
cent of all commercial property and casualty insurance placed in
this country, last year well over $200 billion.

Senator Sununu, Senator Johnson, we could not thank you
enough for introducing the National Insurance Act. It is long over-
due.dI am going to start by respectfully disagreeing with Mr.
Hardy.

I think we do face a national crisis, and I think that you have
heard rumblings of it throughout the hearing. And that is, we
agree with everything that has been said about the inefficiencies
and the inadequacies of the current State system and the need to
address them. But one of the reasons we feel that the optional Fed-
eral charter is the ultimate solution is because the thing that has
not been talked about enough are the national problems that the
State system is not situated to address.

We have the flood insurance problem, the uncovered losses in
Alabama and the Gulf Coast. We have the terrorism insurance
problem.

The Federal solutions that have been proposed to date are band
aids. They try to take a little piece of a big business and fix them.
But the truth is, it is a national business, an international busi-
ness. We need a national solution to take the entire business into
account and address those solutions.

We do feel that ultimately a Federal charter will be necessary to
do that. I would like to say that there is something that we can
do in the short-term, though, that would help to facilitate a more
efficient marketplace, and it is something that you can do now.

In the House, they have introduced a bill that would clean up an
area of surplus lines regulation and make it much more easy to ac-
cess for commercial policyholders. Surplus lines is exactly what it
says. It is nonmandatory insurance that is sold to commercial pol-
icyholders, primarily, for them to insure their risks. It is not regu-
lated at the State level. It is a nonregulated product. The people
who regulate it in their placement of their product are the brokers.

And the problem is that, today, if you are placing a 55-State risk
through the surplus lines marketplace, you have to comply with 55
sets of State regulations. They are all the same.

They impose a premium tax. They have rules on when you can
access the surplus lines market. They have rules on which carriers
you can place the coverage with. There are licensing requirements
for the placing brokers. And there are other filing and disclosure
requirements. Every State has the same set, but they are all dif-
ferent and you have to comply with each and every one of them.

So, for example, you have to disclose to your customers that this
insurance is not protected by the State guarantee funds. If you
place a 50-State policy, you have to include 50 of those disclosures
on the policy, one for each and every State in which the policy is
placed.
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This makes the marketplace very difficult to access for the com-
mercial policyholders, because it is expensive and cumbersome.

But this is the area that is the first market of resort when there
is a failure in the marketplace for things like flood insurance and
terrorism insurance. And the easiest way to fix this is to dictate
that only one set of State’s rules applies, the State in which policy-
holder maintains their corporate headquarters.

That, after all, is the only State that has any real interest in that
consumer, because that is where the corporate treasurer resides,
aﬁd these are risks that the corporation does not have to insure at
all.

The other market thing about this particular bill is that all inter-
ested stakeholders agree that this is the right solution. The bro-
kers, the carriers, the policyholders that are represented by the
risk insurance management society, and even the regulators.

At a June 2005 hearing, Diane Koken, who was, at that time,
served as the president of the NALC Council, testified as follows,
Federal legislation may be needed at some point to resolve con-
flicting State laws regarding multi-State transactions. The area
where this most likely will be necessary is surplus lines taxation.
Federal legislation might also be one option to consider to enable
multi-State property risks to access surplus lines coverage in their
home State under a single policy and a single set of rules. That is
exactly what the House Bill does.

The Business Insurance is the trade publication for the industry.
They have also endorsed the proposal. We urge the Committee to
consider it.

And in closing I will say, ultimately, though, we also endorse the
optional Federal charter proposal of Senator Sununu and Johnson.

Senator SHELBY. Thank you, Mr. Sinder.

In the interest of time, we have got about three or 4 minutes left
in the Senate vote on the floor. I am going to submit my questions.
I have a number of questions to all of you for the record.

Senator Sununu, Johnson, and Menendez, how about a minute or
so apiece?

Senator SUNUNU. I will try to do it in a minute.

First, let me say that on this issue of a crisis, even though he
does not support the bill, I am inclined to agree a bit more with
Mr. Hardy. There is not a crisis. There is not a huge consumer out-
cry, and that is exactly why we should be considering this bill now,
because when we try to legislate in moments of crisis, or on the
basis of populist consumer outcry, we tend to get it wrong.

So, this is the exact time that we should be talking about this
and discussing this, so that we can make every effort to get it
right. And we may not agree precisely on what constitutes good
legislation or bad legislation, but this is a much better environment
to address these issues.

I am curious to know of the five panelists, how many of you have
checking accounts.

All of you. And how many of you got your checking account
through mail order?

Oh. Very interesting.

How many actually went into the bank and talked to a customer
service representative to get your account.
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I thought that might be the case.

So, let me stipulate that the idea that banks do not use people
to sell products to other people is a misnomer. Whether it is a
checking account or a savings account or a CD or a mutual fund,
there are people at banks that sell products to other people, and
we hope that those are good interactions. And the insurance indus-
try certainly is not unique in that regard.

Mr. Wadsworth, why do you not underwrite products in
Vermont? You have got Massachusetts, you have got New Hamp-
shire, you have got New York.

Mr. WADSWORTH. Well we, to be perfectly honest, our market
share in those four States and the additional market penetration
we feel we can engender through time is just such that we feel
comfortable in the States we operate.

But, having said that, we certainly, in the future would consider
all alternatives.

Senator SUNUNU. It just seems to me odd that you are covering
New Hampshire and New York and Massachusetts, but not
Vermont. Granted, the population of Vermont is a little bit less
than New Hampshire, but I think in many regards, economically,
they ought to be similar markets. And you cannot help but draw
the conclusion that there are natural barriers to entry here that
make it unattractive.

Certainly, I think if you thought that you could make money in
Vermont, that if the barriers were not disproportionate, it would
seem to make sense that you would do business there.

Thank you, Mr. Chairman. I apologize.

Senator SHELBY. Senator Johnson.

Senator JOHNSON. Well, I think Senator Sununu makes a good
point in this case, small States. That the entry into those markets
may not justify the expense and the administrative problems and,
as a result, consumers have fewer choices and less competition.

I am confounded by the position of CFA here, which is, in effect,
an advocacy for business as usual. To endorse a situation which
currently leads to a race to the bottom, it would seem that the
greater competition and dual regulation would help to stem that.

And it also seems to me that to suggest that a new Federal regu-
lator that is not even established would gut consumer protections
is simply a foolish allegation.

Let me ask Mr. Liebowitz and Mr. Sinder. Could you tell me any-
thing about the average time it takes to bring a new insurance
product to market, and are consumers harmed by the current regu-
latory system? How do they benefit from an optional Federal char-
ter? And then, last, I just would note that some of the most heavily
regulated States have some of the highest insurance rates for con-
sumers.

But, Mr. Liebowitz and Mr. Sinder, do you care to take a quick
shot at that?

Mr. LieBowIiTZ. Well, product filing in and of itself, depending on
the States that you are going into, could be as quickly as 30 to 60
days, but it could take as long as a year-and-a-half or two. But that
is assuming that the product that you are filing is along a tradi-
tional concept.



48

Where we think that there is the biggest harm being done under
the insurance regulatory environment is we are put into a very
small box, and the box never gets to move its boundaries.

It is the creativity that we hope would be improved by having a
Federal charter with a national regulator who may look at and
have other experiences beyond the fairly parochial notion of what
is an acceptable insurance risk.

And I heard somebody testify before about some privacy insur-
ance. It did not fit within the paradigm that our insurance regu-
lators were used to. And therefore, it does not matter how long it
took, it would never get approved. It would be pocket vetoed.

Senator JOHNSON. Mr. Sinder.

Mr. SINDER. I would concur. There are two basic problems for
consumers. They are paying much more for the product because of
all the inefficiency and they are not getting access to the types of
pro?gcts that they need to cover the risks that they have in today’s
world.

Senator JOHNSON. Thank you.

Senator SHELBY. Thank you.

I want to thank the panel again for your information. We do
have a number of Senators that are going to submit questions for
the record as we build a record in this area. The Committee is ad-
journed.

[Whereupon, at 12:31 p.m., the hearing was adjourned.]

[Prepared statements supplied for the record follow:]
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PREPARED STATEMENT OF ALESSANDRO IUPPA
MAINE SUPERINTENDANT OF INSURANCE, AND
PRESIDENT, NATIONAL ASSOCIATION OF INSURANCE CARRIERS

JuLy 11, 2006

Chairman Shelby, Senator Sarbanes, and Members of the Committee, thank you
for inviting me to testify before the Committee on insurance regulation reform.

My name is Alessandro Iuppa. I am the Superintendent of Insurance in Maine.
I currently serve as President of the National Association of Insurance Commis-
sioners (NAIC) and Chairman of the Executive Committee of the International Asso-
ciation of Insurance Supervisors (IAIS). Prior to becoming the Maine Super-
intendent of Insurance in 1998, I also served as the Commissioner and Deputy Com-
missioner of Insurance with the State of Nevada from 1986 to 1991. I am pleased
to be here today on behalf of the NAIC and its members to share with the Senate
Banking Committee the status of the State system of insurance supervision.

Today, I will make three basic points:

o First, State insurance officials strongly believe that a coordinated, national sys-
tem of State-based insurance supervision has met and will continue to meet the
needs of the modern financial marketplace while effectively protecting indi-
vidual and commercial policyholders. State insurance supervision is dynamic,
and State officials work continuously to retool and upgrade supervision to keep
pace with the evolving business of insurance that we oversee. The perfect exam-
ple of our success is the Interstate Compact for life insurance and other asset-
preservation insurance products. Twenty-seven States have joined the Compact
in 27 months—with more on the way—and we plan for this State-based na-
tional system with its single point of entry and national review standards to
become fully operational in early 2007. Across the regulatory spectrum, the
members of the NAIC have modernized the State system to implement multi-
State platforms and uniform applications. We have leveraged technology and
enhanced operational efficiency while preserving the benefits of local protection,
which is the real strength of the State system.

e Second, insurance is a unique and complex product that is fundamentally dif-
ferent from other financial services, such as banking and securities. Con-
sequently, the State based system has evolved over the years to address these
fundamental differences. Unlike banking products, which provide individuals
up-front credit to obtain a mortgage or make purchases, or securities, which
offer investors a share of a tangible asset, insurance products require policy-
holders to pay premiums in exchange for a legal promise rooted in the contrac-
tual and tort laws of each State. It is a financial guarantee to pay benefits,
often years into the future, in the event of unexpected or unavoidable loss that
can cripple the lives of individuals, families and businesses. In doing so, insur-
ance products inevitably touch a host of important and often difficult issues that
generally are governed at the State level. State officials are best positioned to
respond quickly and to fashion remedies that are responsive to local conditions.
We are directly accountable to consumers who live in our communities and can
more effectively monitor claims-handling, underwriting, pricing and marketing
practices.

e Third, despite States’ long history of success protecting consumers and modern-
izing insurance supervision, some propose to radically restructure the current
system by installing a new Federal insurance regulator, developing a new Fed-
eral bureaucracy from scratch, and allowing insurance companies to “opt out”
of comprehensive State oversight and policyholder protection. Risk and insur-
ance touch the lives of every citizen and the fortunes of every business, and the
nation’s insurance officials welcome congressional interest in these issues. How-
ever, a bifurcated regulatory regime with redundant and overlapping respon-
sibilities will result in policyholder confusion, market uncertainty, and other un-
intended consequences that will harm individuals, families and businesses that
rely on insurance for financial protection against the risks of everyday life. For
these reasons, the Senate Banking Committee and Congress should reject the
notion of a Federal insurance regime.

State Insurance Protections: Successful and Effective for More Than 135
Years
Risk affects everyone in society in one way or another. Insurance is vested in the
public interest by providing economic security to individuals and families against
life’s many unknowns and by enabling businesses large and small to manage risk
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inherent in economic enterprise. The economic well being of every citizen is affected
by the strength and efficacy of insurance protections. Therefore, as the public offi-
cials responsible for supervising the insurance industry, State insurance officials
take great pride in our nation’s State-based system of insurance protections that has
successfully safeguarded consumers for more than 135 years and overseen the sol-
vency of insurance companies operating in the United States.

The paramount objective of insurance supervision is consumer protection, which
is the hallmark of the State system. Each State has an insurance official who is ap-
pointed or elected to oversee the financial strength, policy content, market conduct,
claims settlement practices, and distribution and marketing systems of insurance
companies doing business in his or her State. In each of these areas, an institutional
framework and expertise has been developed at the State level to afford policy-
holders and insurance consumers comprehensive, life cycle protection.

Strong consumer protections instill public confidence in insurance products and
thereby serve the interests of the insurance marketplace. Likewise, insurance con-
sumers are served by operational efficiencies that permit insurers to provide a wide
array of appropriate products to consumers more quickly and economically. The co-
ordinated, national system of State-based insurance supervision serves the needs of
consumers, industry and the marketplace at-large by ensuring hands-on, front-line
protection for insurance consumers while providing insurers the uniform platforms
and coordinated systems that they need to compete effectively in an ever-changing
marketplace.

Insurance: A Unique Financial Product That Is Regulated Effectively by
the States

Paying for insurance products is one of the largest consumer expenditures of any
kind for most Americans. Figures compiled by the NAIC show that an average fam-
ily easily can spend a combined total of $7,107 each year for auto, home, life, and
health insurance coverage. This substantial expenditure—often required by State
law or business practice—is typically much higher for families with several mem-
bers, more than one car, or additional property to insure. Consumers clearly have
an enormous financial and personal stake in making sure insurers keep the prom-
ises that they make.

Protecting consumers must start with a basic understanding that insurance is a
different business than banking and securities. Banks give consumers the imme-
diate benefit of up-front loans and credit based upon a straightforward analysis of
a customer’s collateral and ability to pay, and securities can be bought by anyone
having the money at a price set by open markets. In contrast, insurance 1s a com-
mercial product that consumers buy in advance in return for a financial guarantee
of future benefits for contingent events specified in the policy. Insurers take into ac-
count each customer’s potential loss claims, depending on individual risk character-
istics, which vary according to the type of insurance, but may include factors such
as history of similar losses, sex, age, marital status, medical history, condition of
insured property, place of residence, type of business, financial history, “risk man-
agement” preparations, or lifestyle choices.

Insurance is thus based upon a series of subjective business decisions—many of
which are local rather than national in scope: Where does the risk reside? Is the
risk subject to earthquakes or hurricanes? What is the policyholder’s risk of civil li-
ability under the laws of the State? Will an insurance policy be offered to a con-
sumer? At what price? What are the policy terms and conditions? What is the struc-
ture of the local hospital and physician marketplace? All of these subjective business
decisions add up to one absolute certainty: insurance products can generate a high
level of consumer backlash and customer dissatisfaction that requires a high level
of regulatory expertise, accountability, and responsiveness.

Every day, State insurance departments ensure that insurers meet the reasonable
expectations of American consumers—including those who are elderly or low-in-
come—with respect to financial safety and fair treatment. Nationwide in 2004, State
insurance departments handled approximately 3.7 million consumer inquiries and
complaints regarding the content of policies and the treatment on consumers by in-
surance companies and agents. Many of these calls were resolved successfully with
little or no cost to the consumer. The States also maintain a system of financial
guaranty associations that cover policyholder losses in the event of an insurer insol-
vency. The entire State insurance system is authorized, funded, and operated at ab-
solutely no cost to the Federal Government.

States Oversee a Vibrant, Competitive Insurance Marketplace

In addition to successfully protecting consumers, State insurance officials have
proven adept stewards of a vibrant, competitive insurance marketplace. The insur-
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ance industry in the United States has grown exponentially in recent decades in
terms of the amount and the variety of insurance products and the number of insur-
ers. NAIC data from 2004 shows that there were 6,541 domestic insurers operating
in the United States with combined premium of $1.384 trillion. As a share of the
U.S. economy, total insurance income grew from 7.4 percent of gross domestic prod-
uct in 1960 to 11.9 percent in 2000.

Although these national numbers reflect a large industry, most insurers and most
of the nation’s 3.2 million insurance agents and brokers operate in three or fewer
States. Even the giants of the industry use slogans that imply a close knit local fla-
vor such as “like a good neighbor” or “you’re in good hands.”

Today, companies of various sizes sell a vast array of products across State and
national boundaries. A wide range of insurance services has become available to
buyers, reflecting the growing national economy and diversity of buyer needs and
demand for insurance protection and investment products. Industry changes have
compelled the evolution of regulatory institutions, and State supervisory evolution,
in turn, has contributed to the development of the insurance industry. This develop-
ment continues as the industry consolidates, insurers restructure their product lines
and companies extend their global operations.

Insurance Regulatory Modernization: A Dynamic Process

Insurance supervision in recent years has been subject to increasing external and
internal forces to which the States have responded. Fundamental changes in the
structure and performance of the insurance industry have complicated the chal-
lenge. Competitive forces have caused insurers to assume increased risk in order to
offer more attractively priced products to consumers. Insurance markets have be-
come increasingly national and international in scope and have widened the bound-
aries of their operations. High costs in some lines of insurance and the economic
consequences of natural and man-made disasters have focused greater public atten-
tion on supervisory decisions.

Yet the daily transactions that result in most of the premiums for the U.S. insur-
ance industry remain local in nature. The insurance industry today is driven by in-
dividuals and families dealing with a local insurance agent to provide coverage for
homes and autos, health care from local providers, whole and term life insurance
products to protect young families against the economic devastation caused by pre-
mature death of a breadwinner, and annuities and other investments to help fund
a college education or retirement.

The convergence of forces has had a dramatic effect on the supervision of insur-
ance. Over the past two decades, the States have engaged in an unprecedented pro-
gram to revamp the framework of insurance oversight. Insurance officials have
worked continuously to upgrade the State system to provide multi-State platforms
and uniform applications to leverage technology and enhance operational effi-
ciencies. A good share of this effort in the late 1980s and 1990s was directed at
strengthening financial oversight by establishing higher capital standards for insur-
ers, expanding financial reporting, improving monitoring tools and accrediting in-
surance departments. Subsequent initiatives have focused on improving the effec-
tiveness and efficiency of product regulation, market surveillance, producer licens-
ing, company licensing and general consumer protections.

The States have enhanced resources devoted to insurance supervision in terms of
coordination, technology and systems to support these efforts, and the NAIC
through its members has played a central role in State efforts to strengthen and
streamline our oversight of the insurance industry. However, it is important to un-
derstand that these are not one-time silver bullet solutions but a dynamic, on-going
process that changes and evolves with the business of insurance that we oversee.
The modern system of insurance supervision builds on our 135-year record as stew-
ards of a healthy, vibrant insurance marketplace founded upon a bedrock of com-
prehensive policyholder and consumer protection. But it also demands that State in-
surance officials be ever vigilant and nimble to anticipate and respond to the ever-
changing needs of consumers, the industry and the modern marketplace.

A National System of State-Based Insurance Supervision

The Nation’s insurance officials strongly believe that a coordinated, national sys-
tem of State-based insurance supervision has met and will continue to meet the
needs of the modern financial marketplace while enhancing individual and commer-
cial policyholder protections. State insurance supervision is inherently strong when
it comes to protecting consumers because we understand local needs and market
conditions. State insurance officials also recognize that today’s modern financial
services marketplace increasingly requires national, harmonized solutions. However,
national solutions need not be Federal in nature. To this end, NAIC members have
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established a comprehensive program to harmonize, streamline and coordinate State
insurance supervision across the regulatory spectrum when a multi-State approach
is warranted.

When the NAIC last testified before the Senate Committee on Banking, Housing,
and Urban Affairs in September 2004, we shared with you our Reinforced Commit-
ment: Insurance Regulatory Action Plan, in which State insurance officials set clear
goals and timetables for States to accomplish the changes needed to achieve a more
efficient system of State supervision. In some areas, our goal has been to achieve
regulatory uniformity nationwide because it makes sense for consumers and insur-
ers. In areas where different standards among States are justified because they re-
flect regional market conditions, we are harmonizing and coordinating State regu-
latory procedures to facilitate compliance.

Three years into this landmark undertaking, the NAIC and its members are
proud to report that we remain on time and on target to achieve the goals set forth
in the Insurance Regulatory Action Plan. In fact, we are outpacing expectations in
some critical areas of reform and on track to reach all key insurance regulatory
goals at the scheduled dates. A copy of the NAIC’s Insurance Regulatory Action
Plan, together with a comprehensive progress update through July 2006, is attached
as Attachment A to this statement.

Here is an update on where we stand on a few key initiatives:

Interstate Insurance Product Regulation Compact (IIPRC)

Following enactment of the Compact by 27 States in 27 months, the IIPRC Com-
mission held its inaugural meeting on June 13, 2006, and took the first critical steps
to becoming fully operational in early 2007. The Compact creates a single-point-of-
filing where insurers can file new life insurance, annuities and other wealth-protec-
tion insurance products and receive a single, streamlined review. This vital reform
allows insurers to speed new products to market nationally according to strong uni-
form product standards while preserving a State’s ability to address front-line prob-
lems related to claims settlement, consumer complaints, and unfair and deceptive
trade practices. Although the speed with which States have enacted the Compact
has exceeded all expectations and continues to outpace the target set by the Insur-
ance Regulatory Action Plan, State insurance officials have no intention of resting
anddremain committed to adding new members during the balance of 2006 and be-
yond.

System for Electronic Rate and Form Filing (SERFF)

SERFF represents the ultimate answer for insurers’ speed-to-market concerns. It
provides a single-point-of-filing for those products that are not subject to the IIPRC.
Insurers that chose to use SERFF to file their products experience an average 23-
day turn-around time for the entire filing submission and review cycle. SERFF en-
ables States to include several operational efficiency tools to facilitate an efficient
electronic filing. All 50 States, the District of Columbia, Puerto Rico and over 1,800
insurance companies are committed to SERFF. Reflecting on the past 5 years,
SERFF has had a tremendous growth in the number of product filings made by in-
surers electronically, and 2006 is already on target for another impressive year, due
to the strong SERFF commitment from the States and industry.

National Licensing System for Insurance Producers

Through the development and use of electronic applications and data bases, State
insurance officials have implemented greater efficiencies in the licensing and ap-
pointment of insurance producers. Moreover, State insurance officials remain deeply
committed to developing further enhancements and achieving greater uniformity in
the producer licensing process. State insurance officials have developed an imple-
mented a standard uniform producer licensing application that is used in every
State. Additionally, an overwhelming majority of States now accept nonresident li-
censing applications electronically, and all but a handful of States that require ap-
pointments and terminations accept them electronically.

Market Regulation

The NAIC is implementing a more effective and efficient market regulatory sys-
tem based upon structured and uniform market analysis, uniform examination pro-
cedures, and interstate collaboration. A key area of market analysis is the develop-
ment of a uniform analysis process, which States now are able to use to review com-
plaint activity, regulatory actions, changes in premium volume and other key mar-
ket indicators. In 2005, over 1,750 uniform market analysis reviews were completed
by 48 jurisdictions, and this process was automated to enhance its use and provide
States a centralized method to document and share their market analysis conclu-
sions and recommendations. In conjunction with these efforts, the NAIC formed a
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high-level working group to provide policy direction for collaborative actions, rec-
ommend appropriate corrective actions and common solutions to multi-State con-
cerns, and promote the use of a continuum of cost-effective regulatory responses.

A recent survey indicates that States have decreased the frequency, length and
cost of market examinations while increasing regulatory effectiveness. Data received
from 39 States show that overall exams from 2003 to 2005 decreased 18 percent and
those that did occur were less costly. Moreover, companies experienced reductions
in onsite, single State exams and onsite exams that exceeded 1 month. Increased
market analysis, targeted examinations, and coordinated regulatory interventions
have resulted in more effective and efficient use of State resources and fewer dupli-
cative regulatory efforts. The NAIC continues to make the increased effectiveness
and efficiency of market regulation a top priority.

Financial Initiatives

Regulating to ensure the insurance industry remains on solid financial footing
and individual insurers have the financial wherewithal to pay their claims obliga-
tions continues to be a top priority. With the creation of the NAIC Financial Accred-
itation Program in 1990, the NAIC has been diligent in reviewing and re-reviewing
the standards and practices for assessing financial solvency. The past 5 years, in
particular, have challenged the industry with bear markets, large credit defaults,
the terrorist attacks of 9-11, ballooning asbestos liabilities and the devastating hur-
ricane seasons of 2004 and 2005. Despite these enormous obstacles, insurers today
are reporting positive underwriting and operational results not seen for several dec-
ades—a testament to the effectiveness of solvency regulation.

Company Licensing: The NAIC set its sites on standardizing how insurers apply
for State licenses to write insurance. To date, the NAIC has developed a Uniform
Certificate of Authority Application (UCAA) that establishes the base forms for use
in company licensing applications. An electronic system has been built to facilitate
the expansion application and communication processes, making it easier than ever
to expand business territories. We have largely addressed the issue of State-specific
requirements often cited by the industry, and have provided transparency for the
State-specific requirements that remain. The NAIC will continue to leverage infor-
mation technologies and rethink our processes to make business expansion efficient,
while keeping focus on protecting consumers from rogue insurance management.

Mergers and Acquisitions: The NAIC also has made great strides toward coordi-
nating solvency activities of insurers that are part of a larger multi-State or multi-
national group. These activities include merger and acquisition transactions, cor-
porate restructurings and on-going financial solvency monitoring. With States work-
ing cooperatively through the NAIC, we are reducing duplicative work and per-
forming more effective financial oversight of insurance enterprises.

Principles-Based Reserving: As part of its modernization efforts, the NAIC is cur-
rently developing a principles-based framework for life insurance reserve and capital
requirements, utilizing principles of risk management, asset adequacy analysis and
stochastic modeling. The framework used previously relied upon a rules-based or
formulaic approach to establish reserve and capital requirements for life insurance
products. This formulaic approach, as part of a comprehensive solvency agenda, has
established a very sound and secure life insurance marketplace in the US. Having
established a sound market, the NAIC is now developing reserve and capital re-
quirement methodologies to allow life insurers to more precisely allocate capital rel-
ative to the risks of their products. These efforts place the NAIC at the forefront
of other international efforts to establish principles-based reserve and capital re-
quirements.

Federal Legislation Must Not Undermine State Modernization Efforts

As States have moved forward to modernize insurance supervision, Congress has
begun to consider Federal legislation related to insurance regulation. The NAIC and
its members welcome congressional interest in insurance supervision. At the same
time, we urge careful analysis of any proposal to achieve modernization of insurance
supervision through Federal legislation. Even well intended and seemingly benign
Federal legislation can have a substantial adverse impact on existing State protec-
tions for insurance consumers. Because Federal law may preempt conflicting State
laws, hastily drafted or vague Federal laws can easily undermine or negate impor-
tant State legal protections for American insurance consumers.

One of the great strengths of State insurance regulation is the fact it is rooted
in other State laws that apply when insurable events occur. The NAIC urges Con-
gress to avoid undercutting State authority when considering any Federal legisla-
tion that would preempt important consumer protections. Federal laws that appear
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simple on their face can have devastating consequences by limiting the ability of
State insurance departments to protect the public.

Congress Should Reject Federal Chartering Legislation

Of particular concern to State insurance officials is legislation, “The National In-
surance Act of 2006” (S. 2509), that would establish a Federal insurance regulatory
authority and allow insurance companies to “opt out” of State oversight and policy-
holder protections. The NAIC and its members believe that any bifurcated regu-
latory regime with redundant, overlapping responsibilities will result in policyholder
confusion, market uncertainty, and a host of other unintended consequences that
will harm individuals, families and businesses that rely on insurance for financial
protection against the risks of everyday life. Moreover, State insurance officials cau-
tion against any proposal that would treat insurance just like banking and securi-
ties products. Failure to recognize the fundamental differences between these indus-
tries and how they are supervised would place essential policyholder protections at
risk, as well as preempt and transfer the authority of accessible and responsible
local officials to a distant, Federal bureaucracy with limited congressional oversight.

Although some have suggested that S. 2509 simply builds upon the best practices
of insurance supervision that exist at the State level, this simply is not true. In con-
trast to the well-established, comprehensive framework of policyholder protections
at the State level, S. 2509 dramatically weakens the authority of the new Federal
regime to maintain functioning markets and safeguard consumers. Instead, it con-
templates bare-bones Federal oversight where the vast majority of regulatory func-
tions—including core protections—would be outsourced to industry-run self-regu-
latory organizations. Where State laws provide guidance to insurance commissioners
regarding consumer safeguards and industry oversight, S. 2509 delegates virtually
all decisionmaking to a Federal regime, which would be independent of congres-
sional appropriation and instead funded directly by the same insurance companies
that opt for a national charter. S. 2509 would preempt protections in all States that
prohibit discrimination on the basis of race, religion and national origin; that re-
quire property and casualty insurance rates to be adequate to pay claims and pro-
hibit them from being excessive or unfairly discriminatory; and that ensure that pol-
icy forms meet basic policyholder protection standards. While striking down these
safeguards currently provided by State law, the bill fails to provide any cor-
responding Federal safeguards. In fact, it expressly forbids any regulatory standards
for the rates that insurers charge, the rating elements that they use to discriminate
among risks, and for the policy terms that they offer.

Some have said that a Federal regulatory regime merely adds an optional choice
to the insurance regulatory system in the United States, and that it would not seri-
ously affect the existing State system. This assertion is incorrect. A Federal charter
may be optional for an insurer choosing it, but the negative impact of federally regu-
lated insurers will not be optional for consumers, producers, State-chartered insur-
ers, State governments, and local taxpayers who are affected, even though they have
little or no say in the choice of a Federal charter.

Ultimately, a Federal charter and its regulatory system would result in at least
two separate insurance systems operating in each State. One would be the current
State-based system established and operated under State law and government su-
pervision. This system would continue responding to State voters and taxpayers. A
second system would be a new Federal regulator with little or no experience or
grounding in the State laws that control the content of insurance policies, claims
procedures, contracts, and legal rights of citizens in tort litigation. Nonetheless, this
new Federal regulator would preempt State protections and authorities that dis-
agree with the laws that govern policyholders and claimants of State-chartered in-
surers. At the very least, this situation will lead to consumer, market and regu-
latory overlap and confusion. At worst, it will lead to varying levels of consumer pro-
tection, perhaps a “race to the bottom” regulatory arbitrage to lower consumer pro-
tection standards, as insurers choose to be chartered by Federal or State govern-
ment based on which offers the most lenient terms.

Granting a government charter for insurers means taking full responsibility for
the consequences, including the costs of insolvencies and consumer complaints. The
States have fully accepted these responsibilities by covering all facets of insurance
licensing, solvency monitoring, market conduct, and handling of insolvent insurers.
The members of the NAIC do not believe Congress will have the luxury of granting
insurer business licenses without also being drawn into the full range of responsibil-
ities and hard-hitting criticism—fair and unfair—that go hand-in-hand with offering
and supervising a government charter to underwrite and sell insurance. Further-
more, we doubt States will be willing to accept responsibility for the mistakes or
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inaction of a Federal regulator by including Federal insurers under State guaranty
associations and other important, proven consumer protections.

Conclusion

The system of State insurance supervision in the United States has worked well
for more than 135 years. State regulators understand that protecting America’s in-
surance consumers is our first responsibility. We also understand that commercial
insurance markets have changed, and that modernization of State insurance stand-
ards and procedures is needed to facilitate more streamlined, harmonized and effi-
cient regulatory compliance for insurers and producers.

The NAIC and its members—representing the citizens, taxpayers, and govern-
ments of all 50 States, the District of Columbia and the territories—will continue
to share our expertise with Congress on insurance issues having a national impact
and welcome congressional interest in our modernization efforts. We respectfully re-
quest Congress and insurance industry participants to work with us to further and
fully implement the specific improvements set forth in State officials’ A Reinforced
Commitment: Insurance Regulatory Modernization Action Plan. As our tremendous
progress to date shows, this is the only practical, workable way to achieve necessary
changes quickly in a manner that preserves and enhances the State protections that
consumers demand.

The Nation’s consumers require a financially sound and secure insurance market-
place that offers a variety of products and services. They have that now through an
effective and responsive State regulatory system. When our record of success is
measured against the uncertainties of changing a State-based system that works
well at no cost to the Federal Government, State insurance officials believe that
Congress will agree that regulating insurance is best left to home State officials who
have the expertise, resources, and experience to protect consumers in the commu-
nities where they live.

Thank you for this opportunity to address you, and I look forward to your ques-
tions.

Attachment A
A Reinforced Commitment: Insurance Regulatory Modernization Action Plan
(Updated—July 2006)
Consumer Protection
An open process . . . access to information and consumers’ views . . . our primary

goal is to protect insurance consumers, which we must do proactively and aggres-
stvely, and provide improved access to a competitive and responsive insurance mar-

et.
The NAIC members will keep consumer protection as their highest priority by:

(1) Providing NAIC access to consumer representatives and having an active orga-
nized strategy for obtaining the highly valued input of consumer representatives in
the proceedings of all NAIC committees, task forces, and working groups;

Update: To help ensure active and organized consumer representation, the NAIC
provides funding for consumer representatives to participate in NAIC activities. The
NAIC also formally recognizes three unfunded consumer representatives. Finally,
the NAIC’s Consumer Protections Working Group provides a formal structure for
consumer issues.

(2) Developing disclosure and consumer education materials, including written
and visual consumer alerts, to help ensure consumers are adequately informed
about the insurance market place, are able to distinguish between authorized an un-
authorized insurance products marketed to them, and are knowledgeable about
State laws governing those products;

Update:

Insure U

Under the theme, Insure U—Get Smart About Insurance, in March 2006, the
NAIC created a virtual “university curriculum” of helpful information that teaches
consumers about the four basic types of insurance: auto, home, life and health. And,
to be most helpful, our curriculum is organized around four specific life stages:
young singles, young families, established families and empty nesters/seniors. Im-
portantly, the campaign also covers the NAIC’s “Fight Fake Insurance . . . Stop.
Call. Confirm.”

The heart of Insure U is our online educational curriculum available at
www.InsureUonline.org. When consumers arrive at the Insure U site, they are in-
vited to select a life stage pathway that will teach them about insurance issues and



56

considerations directly related to their needs. Upon completing a life stage Insure
U curriculum, consumers are invited to take a short online quiz. If they achieve a
passing grade on the quiz, they can print out a diploma, certifying their successful
completion of the Insure U curriculum.

As part of this campaign, the NAIC produced a new TV public service announce-
ment that warns consumers to protect themselves from being scammed by fake in-
surance companies. The PSA employs the metaphor of a house of cards that col-
lapses when a consumer submits an insurance claim, illustrating how an individ-
ual’s foundation of protection can be shattered by buying a policy from a fake insur-
ance company. The spot concludes with our strong tagline: Stop. Call. Confirm. Con-
sumers may also call a toll-free telephone number to find consumer representatives
in their home State insurance departments. In addition to reaching English-speak-
ing consumers, the NAIC has created two radio PSAs specifically for the Hispanic
community.

Stop. Call. Confirm. Fight Fake Insurance Campaign

The NAIC has continued efforts to warn insurance consumers about potential
fraud through a national consumer awareness and media outreach campaign titled
“Fight Fake Insurance: Stop. Call. Confirm.” The campaign, in its second year, fea-
tures as its spokesperson nationally known fraud expert and former con man Frank
Abagnale, whose life story was depicted in the movie “Catch Me If You Can.” The
NAIC developed and distributed a public service announcement featuring Abagnale,
which was distributed to television radio stations nationwide. The PSAs included a
7-second tagline at the end mentioning the respective State insurance department
and contact information. A generic version of the PSA is on the NAIC website
www.naic.org. To date, the spot received more than 60,000 broadcast hits, 78 print
placements and 93 online media placements for a total of 268 million media impres-
sions.

Get Smart About Insurance Week

The NAIC continued the tradition and success of Get Smart About Insurance
Week, a campaign that has involved more States each year, since its inception. In
2005, a record high of 48 States took part and implemented the consumer aware-
ness program locally and on a statewide level. This program received 77 million
media placements.

(3) Providing an enhanced Consumer Information Source (CIS) as a vehicle to en-
sure consumers are provided access to the critical information they need to make
informed insurance decisions;

Update: The CIS allows consumers to view a variety of information about insur-
ance companies and to file a consumer complaint or a report of suspected fraud with
a State insurance department. In 2005, the NAIC Web site was updated with Fre-
quently Asked Questions and information regarding automobile insurance, life in-
surance, health insurance, and homeowners insurance. In addition, general edu-
cational information was added to aid consumers in identifying a company that
might be servicing an existing life insurance policy. To address the special insurance
needs of military personnel, the NAIC Web site was updated with insurance infor-
mation specifically tailored to the needs of military personnel. Finally, the NAIC
Web site contains consumer alerts on flood insurance, consumer preparedness for
storms, Medicare Part D, annuities sales to seniors and identity theft insurance. Al-
most 219,000 users accessed the CIS Web site for 1,201,495 hits in 2005.

(4) Reviewing and assessing the adequacy of consumer remedies, including State
arbitration laws and regulations, to ensure that appropriate forums are available for
adjudication of disputes regarding interpretation of insurance policies or denials of
claims; and

Update: The Consumer Protections Working Group reviewed a detailed summary
of the testimony received during its two public hearings in 2003. Because of the ex-
tensive testimony and focus this issue received in 2003, the working group agreed
the issues regarding State arbitration laws have been appropriately reviewed and
that further discussion on this issue is unnecessary at this time. The Consumer Pro-
tections Working Group and the Consumer Liaison Committee continue to serve as
the appropriate forums for discussing and assessing consumer remedies.

(5) Developing and reviewing consumer protection model laws and regulations to
address consumer protection concerns.

Update: The Consumer Protections Working Group oversees this effort as nec-
essary. For example, in 2005 the Working Group completed a study addressing the
effectiveness of consumer disclosures that accompany insurance products. In 2006,
:cihe 1Working Group is identifying key elements that should be included in consumer

isclosures.
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Market Regulation
Market analysis to assess the quality of every insurer’s conduct in the marketplace,
uniformity, and interstate collaboration . . . the goal of the market regulatory en-

hancements is to create a common set of standards for a uniform market regulatory
oversight program that will include all States.

The NAIC has established market analysis, market conduct, and interstate col-
laboration, as the three pillars on which the States’ enhanced market regulatory
system will rest. The NAIC recognizes that the marketplace is generally the best
regulator of insurance-related activity. However, there are instances where the mar-
ket place does not properly respond to actions that are contrary to the best interests
of its participants. A strong and reasonable market regulation program will discover
these situations, thereby allowing regulators to respond and act appropriately to
change company behavior.

The NAIC, in conjunction with the National Conference of Insurance Legislators,
has helped develop the statutory framework set forth in NCOIL’s Market Conduct
Surveillance Model Act. The provisions of this model act are consistent with the
NAIC’s reforms of market analysis, uniform examination procedures and interstate
collaboration. The NAIC will consider the adoption of the NCOIL model act as an
NAIC model act at or prior to the NAIC 2004 Fall National Meeting.

Market Analysis

While all States conduct market analysis in some form, it is imperative that each
State have a formal and rigorous market analysis program that provides consistent
and routine reports on general market problems and companies that may be oper-
ating outside general industry norms. To meet this goal:

(1) Each State will produce a standardized market regulatory profile for each “na-
tionally significant” domestic company. The creation of these profiles will depend
upon the collection of data by each State and each State’s full participation in the
NAIC’s market information systems and new NAIC market analysis standards; and

Update: Based upon the information contained in the market information sys-
tems, the NAIC developed and implemented automated programs that generate
standardized market regulatory profiles, which include the following 5-year informa-
tion for each company: (1) State specific premium volume written, (2) modified fi-
nancial summary profile, (3) complaints index report, (4) regulatory actions report,
(5) special activities report, (6) closed complaints report, (7) exam tracking systems
summary, (8) modified IRIS ratios, (9) defense costs against reserves information,
and (10) Schedule T information.

In 2004, the NAIC created Level 1 Analysis, which consists of 16 uniform ques-
tions that are used by market analysts to evaluate individual companies without the
need to contact them for additional information. In 2005, the Market Analysis Re-
view System (MARS) application automated the Level 1 Analysis questions, and
provided States with access to see analysis performed by other States. In addition,
the NAIC developed a further level of analysis (Level 2 Analysis), which provides
analysts with detailed recommendations concerning additional places to obtain cru-
cial information on insurers, both inside and outside of the insurance industry. To-
ward the end of 2006, the NAIC will release a Company Listing Prioritization Tool,
which will aid analysts in identifying outliers for various measures.

(2) Each State will adopt uniform market analysis standards and procedures and
integrate market analysis with other key market regulatory functions.

Update: The NAIC adopted the Market Analysis Handbook during the NAIC Win-
ter National Meeting in December 2003. The guidelines in this handbook provide
States with uniform market analysis, standards, and procedures, which will inte-
grate market analysis with other regulatory functions. In 2005, the NAIC combined
the NAIC’s Market Analysis Handbook with the NAIC’s Market Conduct Examiners
Handbook to create a more integrated system of market regulation. The purpose of
the new Market Regulation Handbook is to identify data and other information that
is available to regulators, and provide guidance on how that data can be used to
target the most significant market problems with the most efficient regulatory re-
sponse

Finally, the market conduct annual statement pilot project became a permanent
NAIC project in 2004 and continues to serve as a market analysis tool that eighteen
participating States use to consistently review market activity of the entire insur-
ance market place and identify companies whose practices are outside normal
ranges. This tool is meeting its objective to help States more effectively target mar-
ket regulatory efforts. With this success, the NAIC is now discussing the need for
centralization of this data. That step will provide States even greater uniformity in
comparing companies’ performance, not only within their respective States, but also
across the various States, thus providing enhanced opportunities for coordinating
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market regulatory efforts. As the statement continues to develop, States should be
able to reduce the number of State-specific data calls, and move toward collecting
data about claims, nonrenewals and cancellations, replacement-related activity and
complaints on an industry-wide basis.

Market Conduct

States will also implement uniform market conduct examination procedures that
leverage the use of automated examination techniques and uniform data calls; and

(1) States will implement uniform training and certification standards for all mar-
ket1 regulatory personnel, especially market analysts and market conduct examiners;
an

Update: A Market Analysis track was added to the NAIC’s E-Regulation Con-
ference held annually in May. Because the NAIC funds each State to send a market
regulator to this conference, significant training on market analysis techniques is
accomplished through this conference. In addition, the NAIC offers a classroom mar-
ket analysis training every August and multiple on-line market analysis training
sessions each year. Finally, market analysis techniques were incorporated into the
NAIC’s Staff Education Program and Integrating Market Regulation Programs.

In 2006, the NAIC is implementing its Insurance Regulator Professional Designa-
tion Program to provide professional growth opportunities for State insurance regu-
lators at all levels, and to promote the improvement of their knowledge, skills and
best practices in the areas of consumer protection, insurer solvency and market con-
duct regulation. The designation program will provide insurance regulators with a
NAIC-sponsored professional designation recognizing their expertise in insurance
regulation, including market regulatory functions. Regulators who complete the
NAIC Designation Program will be better equipped to provide high quality services
and protections to insurance consumers.

(2) The NAIC’s Market Analysis Working Group will provide the expertise and
guidance to ensure the viability of uniform market regulatory oversight while pre-
serving local control over matters that directly affect consumers within each State.

Update: The Market Analysis Working Group (MAWG) is already a functioning
group using adopted protocols for the coordination and collaboration of market regu-
latory interventions. In 2005, the structure of MAWG was refined to become a high-
er level working group, analogous to the Financial Analysis Working Group. MAWG
is now carrying out the following functions: (1) providing policy oversight and direc-
tion of the Collaborative Action Designees (CADs), collaborative analysis and col-
laborative regulatory interventions; (2) facilitating interstate communication and co-
ordinating collaborative State regulatory actions, (3) recommending appropriate cor-
rective actions and common solutions to multi-State problems, and (4) facilitating
the use of a broader continuum of regulatory responses.

Interstate Collaboration

The implementation of uniform standards and enhanced training and qualifica-
tions for market regulatory staff will create a regulatory system in which States
have the confidence to rely on each other’s regulatory efforts. This reliance will cre-
ate a market regulatory system of greater domestic deference, thus allowing indi-
vidual States to concentrate their market regulatory efforts on issues that are
unique to their individual market place conditions.

Update: To help minimize variations in market conduct examinations so that
States can rely on each other’s findings, the NAIC adopted the Market Conduct Uni-
form Examination Outline. This outline, which was developed in 2002, focuses on
the following four areas: (1) exam scheduling, (2) pre-exam planning, (3) core exam-
ination procedures and (4) exam reports. Forty-one States and the District of Colum-
bia have self-certified compliance with all four uniform examination areas. To en-
sure public accountability, the NAIC adopted a process for resolving complaints
about State noncompliance with Uniform Examination Procedures.

In 2005, the NAIC adopted uniform core competencies, which each State is en-
couraged to implement, for the following areas: (1) resources, (2) market analysis,
(3) continuum of regulatory responses and (4) interstate collaboration. In 2006, the
NAIC Market Regulation and Consumer Affairs Committee will focus on consumer
complaint handling procedures and enhancing the continuity of regulatory re-
sponses.

(1) Each State will monitor its “nationally significant” domestic companies on an
on-going basis, including market analysis and appropriate follow up to address any
identified problems; Update: As referenced above, NAIC staff has provided company
profiles to each State for initial baseline monitoring of company activity. The Mar-
ket Analysis Handbook contains a spectrum of regulatory responses that might be
initiated. For example, the handbook identifies responses that could range from con-
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sumer outreach and education to a desk audit to an onsite examination. The NAIC
is also creating a list of regulatory actions that can be taken before an exam is
called. Through the release of the Market Initiative Tracking System (MITS) in
June of 2006, States now have the ability to track a broader continuum of market
regulatory actions by entering these actions into a centralized, electronic data base.

(2) Market conduct examinations of “nationally significant” companies performed
by a nondomestic State will be eliminated unless there is a specific reason that re-
quires a targeted market conduct examination; and

Update: States continue to move toward targeted examinations based upon mar-
ket analysis, and are coordinating their efforts through MAWG. The NAIC Exam-
ination Tracking System shows that the number of comprehensive examinations
conducted by non-domiciliary States has dropped almost in half in the last 3 years
(from 427 in 2003 to 226 in 2005). At the same time, the number of desk examina-
tions and targeted examinations has increased substantially (from 3 desk examina-
tions )in 2003 to 30 in 2005 and from 230 targeted examinations in 2003 to 346 in
2005.

(3) The Market Analysis Working Group will assist States to identify market ac-
tivities that have a national impact and provide guidance to ensure that appropriate
regulatory action is being taken against insurance companies and producers and
that general market issues are being adequately addressed. This peer review proc-
ess will become a fundamental and essential part of the NAIC’s market regulatory
system.

Update: The NAIC adopted Market Analysis Working Group (MAWG) procedures,
which set forth guidelines for interstate collaboration and centralized coordination
through MAWG. Through MAWG, States are made aware of analysis that points
to potential market issues that could have a national impact. In addition, MAWG
ensures that participants receive guidance and updates on on-going collaborative ef-
forts. For example, MAWG oversaw the coordination of two recent settlements in-
volving military personnel. Another key aspect is the development of a referral proc-
ess for States to use when referring potentially troubled companies to MAWG. This
process is being successfully used by States. After referral, MAWG collaboratively
decides on a recommended course of action.

“Speed to Market” for Insurance Products

Interstate collaboration and filing operational efficiency reforms . . . State insur-
ance commissioners will continue to improve the timeliness and quality of the reviews
given to insurers’ filings of insurance products and their corresponding advertising
and rating systems.

Insurance regulators have embarked on an ambitious ‘Speed to Market Initiative’
that covers the following four main areas:

1. Integration of multi-State regulatory procedures with individual State regu-
latory requirements;

2. Encouraging States to adopt regulatory environments that place greater reli-
ance on competition for commercial lines insurance products;

3. Full availability of a proactively evolving System for Electronic Rate and Form
Filing (known as ‘SERFF’) that includes integration with operational effi-
ciencies (best practices) developed for the achievement of speed to market
goals; and

4. Development and implementation of an interstate compact to develop uniform
national product standards and provide a central point of filing.

Update: To demonstrate that States are up to the challenge of providing speed to
market for insurance products without sacrificing adequate consumer protection, a
system of measurement is needed. NAIC has developed a set of uniform metrics that
rely on the four operational efficiencies listed above. The Action Plan establishes
2008 as the goal for universal use; however, those working on the project believe
most jurisdictions will implement filing metrics long before that date. SERFF has
the necessary counting and reporting framework for both paper and electronic prod-
uct filings, and has been implemented in all States.

Integration of Multi-State Regulatory Procedures

It is the goal that all State insurance departments will be using the following reg-
ulatory tools by December 31, 2008:

(1) Review standards checklists for insurance companies to verify the filing re-
quirements of a State before making a rate or policy form filing;

Update: The review standards checklists provide a means for insurance companies
to verify the filing requirements of a State before making a rate or policy form fil-
ing. The checklists contain information regarding specific State statutes, regula-
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tions, bulletins or case law that pertain to insurance issues. Currently, most States
have developed and posted Review Standards Checklists to their State Web sites.
All insurers may access the information for all States via the NAIC Web site.

States report that insurers taking advantage of this regulatory modernization
have found the likelihood for successfully submitting a filing increases dramatically,
vastly improving speed to market for insurers.

(2) Product requirements locator tool, which is already in use, will be available
to assist insurers to locate the necessary requirements of the various States to use
when developing their insurance products or programs for one or multiple-State
markets;

Update: The product requirements locator tool is available to assist insurers in
locating the necessary requirements of various States, which must be used when de-
veloping insurance products for one or more States. This program allows someone
to query a searchable NAIC data base by product (i.e., auto insurance), requirement
(i.e., cancellation statute), or State to determine what is needed to develop an insur-
ance product or make a filing in one specific State or many States, for one type of
insurance or for many types of insurance. Thirty States have populated the property
and casualty product requirements locator tool, and eight States are in the process
of populating the tool. The life and health product requirements locator tool is being
re-tooled for greater efficiency, and should be considered under development. The
Action Plan establishes a goal of 2008 for universal use; however, those working on
the project believe most jurisdictions will implement this long before that date.

(3) Uniform product coding matrices, already developed, will allow uniform prod-
uct coding so that insurers across the country can code their policy filings using a
set of universal codes without regard for where the filing is made; and

Update: Product coding matrices have been developed to provide a uniform prod-
uct naming convention and corresponding product coding, so that insurers across
the country can seamlessly communicate with insurance regulators regarding prod-
uct filings. This key feature forms the basis for counting and measuring speed to
market for insurance products. The Action Plan establishes a goal of 2008 for uni-
versal use. To date, 42 States have implemented the Uniform Product Coding ma-
trix within SERFF and other States are in progress.

(4) Uniform transmittal documents to facilitate the submission of insurance prod-
ucts for regulatory review. The uniform transmittal document contains information
that is necessary to track the filing through the review process and other necessary
information. The goal is that all States adopt it for use on all filings and data bases
related to filings by December 31, 2003.

Update: Uniform transmittal documents were developed to permit uniform prod-
uct coding, so that insurers across the country can code their policy filings using
a set of universal codes without regard for where the filing is made. Instead of using
the numerous codes developed historically by each individual State for its own lines
of insurance, a set of common codes have been developed, using the annual state-
ment blanks as a guideline, in an effort to eliminate the need for insurance compa-
nies to keep separate lists of codes for each State insurance department’s lines of
insurance. To date, 18 States have fully implemented use of the Uniform Trans-
mittal Documents in SERFF, and others are in varying states of progress. The Ac-
tion Plan establishes a goal of 2008 for universal use; however, those working on
the project believe most jurisdictions will implement this long before that date.

It is important to note that the SERFF system is being modified to model the
adopted uniform transmittal documents. When version 5 of SERFF is released later
in 2006, the Uniform Transmittal Documents will effectively be in use by all States
by virtue of the system design.

Adoption of Regulatory Frameworks That Place Greater Reliance on Competition

States will continue to ensure that the rates charged for products are actuarially
sound and are not excessive, inadequate or unfairly discriminatory. To the extent
feasible, for most markets, States recognize that competition can be an effective ele-
ment of regulation. While recognizing that State regulation is best for insurance
consumers, it also recognizes that State regulation must evolve as insurance mar-
kets change.

Update: The NAIC has adopted a model law that places greater reliance on com-
petition for commercial lines insurance products. It is actively encouraging States
to consider it; however, hard market conditions in the property and casualty insur-
ance markets in many States make it difficult for State legislators to support a re-
laxing of rate regulatory requirements in a time when prices are dramatically rising
for businesses seeking coverage. The NAIC’s Personal Lines Market Regulatory
Framework Working Group has discussed whether an appropriate regulatory frame-
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work can be agreed upon by NAIC members. Its work should be completed by the
end of the year.

Full availability of a proactively evolving System for Electronic Rate and Form Fil-
ing (SERFF)

SERFF is a one-stop, single point of electronic filing system for insurance prod-
ucts. It is the goal of State insurance departments to be able to receive product fil-
ings through SERFF for all major lines and product types by December 2003. We
will integrate all operational efficiencies and tools with the SERFF application in
a manner consistent with our Speed to Market Initiatives and the recommendations
of the NAIC’s automation committee.

Update: SERFF is the ultimate answer to speed to market concerns of insurers.
All 50 States, the District of Columbia, and Puerto Rico are SERFF-ready. Insurers
that have chosen to use SERFF are experiencing an average 23-day turn-around
time for the entire filing submission and review cycle. SERFF offers functionality
that can enable all regulatory jurisdictions to accept electronic rate and form filings
from insurance companies for all lines of insurance and product types. There are
51 jurisdictions accepting filings for the property/casualty line of business, 47 of
which are accepting all major lines. There are 49 States accepting life filings, 43
of which are accepting all major lines, and 46 States are currently accepting health
filings via SERFF, 38 of which are accepting all major lines. SERFF enables States
to include all operational efficiency tools such as the review standards checklists,
requirements included in the product requirements locator, and uniform transmittal
documents to facilitate an efficient electronic filing process. There are over 1,800 in-
surance companies licensed to use SERFF and nearly 184,000 filings were sub-
mitted via SERFF thus in 2005. Thus far in 2006 (as of June 30), nearly 132,000
filings have been submitted, averaging over 1,000 per day. The NAIC estimates that
the total universe in an average year is approximately 750,000 total filings.

Implementation of an Interstate Compact

Many products sold by life insurers have evolved to become investment-like prod-
ucts. Consequently, insurers increasingly face direct competition from products of-
fered by depository institutions and securities firms. Because these competitors are
able to sell their products nationally, often without any prior regulatory review, they
are able to bring new products to market more quickly and without the expense of
meeting different State requirements. Since policyholders may hold life insurance
policies for many years, the increasing mobility in society means that States have
many consumers who have purchased policies in other States. This reality raises
questions about the logic of having different regulatory standards among the States.

The Interstate Insurance Product Regulation Compact will establish a mechanism
for developing uniform national product standards for life insurance, annuities, dis-
ability income insurance, and long-term care insurance products. It will also create
a single point to file products for regulatory review and approval. In the event of
approval, an insurer would then be able to sell its products in multiple States with-
out separate filings in each State. This will help form the basis for greater regu-
latory efficiencies while allowing State insurance regulators to continue providing
a high degree of consumer protection for the insurance buying public.

State insurance regulators will work with State law and policymakers with the
intent of having the Compact operational in at least 30 States or States rep-
resenting 60 percent of the premium volume for life insurance, annuities, disability
income insurance and long-term care insurance products entered into the Compact
by year-end 2008.

Update: The NAIC adopted draft model legislation for the Interstate Insurance
Product Regulation Compact (the “Compact”) in December 2002. Working with the
National Conference of State Legislatures (NCSL), the National Conference of In-
surance Legislators (NCOIL), the National Association of Attorneys General
(NAAG), as well as the American Council of Life Insurers (ACLI) and consumers,
the NAIC adopted technical amendments to the model legislation in July 2003. The
NCSL and NCOIL endorsed the Compact in July 2003.

Beginning with Colorado in March 2004, the Governors and legislatures of 27
States adopted the Compact legislation in 27 months. These 27 States include: Alas-
ka, Colorado, Georgia, Hawaii, Idaho, Indiana, Iowa, Kansas, Kentucky, Maine,
Maryland, Minnesota, Nebraska, New Hampshire, North Carolina, Oklahoma, Ohio,
Pennsylvania, Puerto Rico, Rhode Island, Texas, Utah, Vermont, Virginia, Wash-
ington, West Virginia and Wyoming. These 27 States represent approximately 42
percent of the premium volume, and the Compact legislation remains under consid-
eration this year in the District of Columbia, Massachusetts, Michigan, and New
Jersey.
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The Compact legislation set the high bar of 26 States or States representing 40
percent of the Nation’s premium volume to become operational. After surpassing
both triggers in the spring 2006, the Compact Commission held its inaugural meet-
ing on June 13, 2006, in Washington, DC, and initiated an action plan to make the
Compact fully operational in early 2007. At the meeting, the Commission formed an
Interim Management Committee, elected Pennsylvania Insurance Commissioner
Diane Koken as the Interim Management Committee Chair, began the process to
adopt Commission Bylaws by September 2006, and established an Interim Legisla-
tive Committee, consumer and industry advisory committees, and a number of oper-
ational committees to coordinate important elements of the startup process. These
critical steps will prepare the Compact to be ready to begin receiving and making
regulatory decision on product filings during the first part of 2007.

Producer Licensing Requirements

Uniformity of forms and process . . . the NAIC’s broad, long-term goal is the im-
plementation of a uniform, electronic licensing system for individuals and business
entities that sell, solicit or negotiate insurance.

The States have satisfied GLBA’s licensing reciprocity mandates and continue to
view licensing reciprocity as an interim step. Our goal is uniformity.

Building upon the regulatory framework established by the NAIC in December of
2002, the NAIC’s members will continue the implementation of a uniform, electronic
licensing system for individuals and business entities that sell, solicit or negotiate
insurance. While preserving necessary consumer protections, the members of the
NAIC will achieve this goal by focusing on the following five initiatives:

(1) Development of a single uniform application;

Update: The NAIC adopted a Uniform Producer Licensing Application that can be
used for both resident and non-resident licensing. Every State accepts the Uniform
Producer Licensing Applications for non-resident licensing. Thirty-four States accept
the Uniform Producer Licensing Applications for resident licensing.

(2) Implementation of a process whereby applicants and producers are required
to satisfy only their home State pre-licensing education and continuing education
(CE) requirements;

Update: This system of CE reciprocity is already established and working. The
NAIC continues to monitor this system to ensure CE reciprocity remains in place.
In addition, States are streamlining the CE course approval process for CE pro-
viders. Forty-eight States and the District of Columbia have signed the Uniform
Declaration Regarding CE Course Approval Guidelines.

(3) Consolidation of all limited lines licenses into either the core limited lines or
the major lines;

Update: The NAIC has adopted definitions for the following core limited lines, and
has included these limited lines as part of the uniform applications: Car Rental,
Credit, Crop, Travel and Surety. Thirty States have adopted the NAIC definitions.
The remaining States continue to pursue legislative changes to consolidate all their
limited lines into these core categories. This process will continue through the 2006
State legislative sessions.

(4) Full implementation of an electronic filing/appointment system; and

Update: Forty States and the District of Columbia have implemented an electronic
filing/appointment system. In addition, five States are processing electronic appoint-
ment renewals. Nine States do not require appointments. The NAIC and its affil-
iate, the National Insurance Producer Registry, continue to work with the remain-
ing States to implement an electronic filing/appointment system.

(5) Implementation of an electronic fingerprint system. In accomplishing these
goals, the NAIC recognizes the important and timely role that State and Federal
legislatures must play in enacting necessary legislation.

Update: The NAIC successfully implemented a fingerprint pilot program with the
States of Alaska, California, Idaho and Pennsylvania submitting fingerprints to the
NAIC’s centralized fingerprint repository during 2005 and 2006. California and
Pennsylvania have since suspended their submissions to the repository. In addition,
the NAIC adopted an Authorization for Criminal History Record Check Model Act,
which provides States with the necessary language to obtain clear authority to col-
lect fingerprints and obtain criminal history record information from the FBI. While
States are currently able to obtain access to the FBI data base through the adoption
of proper legislative authority, Federal law prohibits States from sharing criminal
history record information with each other. The NAIC continues to seek solutions
to enhance States access to the FBI data base and resolve the prohibition against
the sharing of such information among the States.
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National Insurance Producer Registry (NIPR)

Through the efforts of NIPR, major steps have been taken to streamline the proc-
ess of licensing non-residents and appointing producers, including the implementa-
tion of programs that allow electronic appointments and terminations. Other NIPR
de\iel((i)pments helping to facilitate the producer licensing and appointment process
include:

Update: There are 41 States and the District of Columbia accepting electronic
non-resident licensing applications through NIPR with the goal of all States and ter-
ritories by December 31, 2006. There are 17 States on electronic non-resident re-
newals. In addition, three States are processing electronic resident licensing applica-
tions, and five States are processing electronic resident renewals.

(1) Use of a National Producer Number (NPN), which is designed to eliminate sole
dependence on using social security numbers as a unique identifier;

Update: There are 42 States and the District of Columbia currently using the
NPN as the unique identifier on the data base.

(2) Acceptance of electronic appointments and terminations or registrations from
insurers;

Update: There are 40 States and the District of Columbia accepting electronic ap-
pointments and terminations through NIPR’s Gateway. Nine States do not require
appointments. In addition, five States are processing electronic appointment renew-
als. The NAIC and its affiliate, the National Insurance Producer Registry, continue
to work with the remaining States to implement an electronic filing/appointment
system.

(3) Use of Electronic Funds Transfer for payment of fees. The goal is to have full
State implementation of the services provided by NIPR by December of 2006.

Update: There are 32 States using Electronic Funds Transfer for payment of fees.

Insurance Company Licensing

Standardized filing and baseline review procedures . . . the NAIC will continue
to work to make the insurance company licensing process for expanding licensure as
uniform as appropriate to support a competitive insurance market.

Except under certain limited circumstances, insurance companies must obtain a
license from each State in which they plan to conduct business. In considering licen-
sure, State regulators typically assess the fitness and competency of owners, boards
of directors, and executive management, in addition to the business plan, capitaliza-
tion, lines of business, market conduct, etc. The filing requirements for licensure
vary from State to State, and companies wishing to be licensed in a number of
States have to determine and comply with each State’s requirements. In the past
3 years, the NAIC has developed, and all States have agreed to participate in, a
Uniform Certificate of Authority Application process that provides significant stand-
ardization to the filing requirements that non-domestic States use in considering the
licensure of an insurance company.

Update: Presently, all 50 States and the District of Columbia accept the NAIC’s
Uniform Certificate of Authority Application (UCAA) from insurers desiring to do
business in their State. The UCAA has been under development for sometime and
work continues to eliminate a few remaining State-specific filing requirements.
However, many of these additional requirements result from State statute or regula-
tion in a small number of States.

In its commitment to upgrade and improve the State-based system of insurance
regulation in the area of company licensing, the NAIC will:

(1) Maximize the use of technology and pre-population of data needed for the re-
view of application filings;

Update: NAIC Information Systems staff, with assistance from an outside consult-
ant, has completed a comprehensive business analysis of the UCAA system. As a
result, numerous modifications to improve the application’s automation and user-
friendliness were recommended and approved by the National Treatment and Co-
ordination Working Group. Two of the more significant recommendations were: con-
vert the system to a data input driven system versus a form-based system, and mod-
ify the applications to interface with the Financial Data Repository (FDR) to extract
all possible application elements in order to complete the UCAA more efficiently.
These changes were implemented for both the expansion and corporate amendment
applications, and are currently in production in the electronic UCAA tool.

(2) Develop a Company Licensing Model Act to establish standardized filing re-
quilrements for a license application and to establish uniform licensing standards;
an

Update: The National Treatment and Coordination Working Group is in the proc-
ess of developing this model act. The Working Group reviewed areas of the company
licensing process that cause the most problems and additional work for insurer ap-
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plicants due to non-uniformity amongst the States. As a result of that review, the
Working Group dedicated itself to first addressing uniformity in the definitions of
lines of business and in capital and surplus requirements, two very complicated
areas with wide-ranging implications to various regulatory processes. The Working
Group is currently considering two primary proposals regarding definitions of lines
of business: using the lines of business from the statutory financial statement or
using broader categories of business that incorporate multiple lines of business from
the statutory financial statement within each category. The Working Group is also
discussing ways to synchronize these definitions with those used in the product li-
censing area, to achieve even greater uniformity and synergy.

(3) Develop baseline licensing review procedures that ensure a fair and consistent
approach to admitting insurers to the market place and that provide for appropriate
reliance on the work performed by the domestic State in licensing and subsequently
monitoring an insurer’s business activity.

Update: Through the efforts of a consultant and the National Treatment and Co-
ordination Working Group, the Company Licensing Best Practices Handbook was
completed and adopted by the NAIC. This publication provides a wealth of best
practices for the entire company licensing review process that occurs in each State.
The most significant areas addressed in the publication are the use of a
prioritization system for allocating review resources to various applications, commu-
nication between the domiciliary and expansion States, and review considerations
that should be stressed for the various application types. These best practices estab-
lish a consistent approach for reviewing company licensing applications, and encour-
age efficiency in review procedures to help ensure timely company licensing deci-
sions occur.

As company licensing is adjunct to a solvency assessment, the members of the
NAIC will consider expanding the Financial Regulation and Accreditation Standards
Program to incorporate the licensing and review requirements as appropriate. This
action will assure appropriate uniformity in company licensing and facilitate reci-
procity among the States. As much of this work is well underway, the NAIC will
implement the technology and uniform review initiatives, and draft the model act
by December 2004.

Update: Once the Company Licensing Model Act has been completed and the
NAIC sees States conforming, the model and Company Licensing Best Practices
Handbook will be presented to the Financial Regulation Standards and Accredita-
tion (F) Committee for consideration.

Solvency Regulation

Deference to lead States . . . State insurance regulators have recognized a need to
more fully coordinate their regulatory efforts to share information proactively, maxi-
mize technological tools, and realize efficiencies in the conduct of solvency moni-
toring.

Deference to “Lead States”

Relying on the concept of “lead State” and recognizing insurance companies by
group, when appropriate, the NAIC will implement procedures for the relevant do-
mestic States of affiliated insurers to plan, conduct and report on each insurer’s fi-
nancial condition.

Update: The NAIC’s Insurance Holding Company Working Group adopted the Ex-
amination Coordination Initiative during the 2005 Spring National Meeting. This
initiative requires additional actions by the designated ‘lead States’ to proactively
improve examination coordination, and requires communicating those coordination
efforts to the NAIC on select groups.

In accordance with the Examination Coordination Initiative, each group has been
classified into one of three categories to represent the coordination efforts expected
for their upcoming exams. Within two categories, (Currently Coordinated Exams
and Focused Coordination Efforts) States are required to coordinate exams in ac-
cordance with the lead States designated examination schedule. If coordination can-
not be achieved, the non-lead must provide notification to the NAIC on the elements
that hindered exam coordination and the efforts that will be taken to ensure coordi-
nation during the lead State’s next planned examination date. For examinations
within the third category (Other Exams to Coordinate), all States are requested to
adhere to the lead State’s planned examination schedule. However, as these groups
are comprised of several companies domiciled in multiple States with various exam-
ination schedules, further time will be needed for complete coordination. As such,
no notification requirement has been established for the groups within these cat-
egories.
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In order to assist States in complying with the Examination Coordination Initia-
tive, a new application is being developed within the Exam Tracking System (Exam-
ination Calendar) that will serve as a forum to collect information and notify other
States about the lead State’s planned examination schedules, and also to provide re-
ports on the groups/companies that have been successful in coordinating with the
lead State. In addition, this application will provide a forum for non-lead States to
communicate regarding problems preventing exam coordination, as well as their ef-
forts toward future coordination. This Examination Calendar application is expected
to be available in 2006.

Additionally, in order to ensure that State coordination efforts are improving com-
munication and examination efficiencies, the lead State and non-lead States will be
requested to document in the examination work papers how they communicated and
coordinated their efforts to improve examination efficiencies.

Financial Examinations

In regard to financial examinations, many insurers are members of a group or
holding company system that has multiple insurers and that may have multiple
States of domicile. These affiliated insurers often share common management along
with claims, policy and accounting systems, and participate in the same reinsurance
arrangements. Requirements for coordination of financial examinations will be set
forth in the NAIC Financial Condition Examiners Handbook. To allow time for the
States to adjust examination schedules and resources, such coordination will be
phased in over the next 5 years, with the goal of full adherence to the Handbook’s
guidance for examinations conducted as of December 2008.

Update: The Financial Examiners Handbook (E) Technical Group revised the
NAIC Financial Condition Examiners Handbook in the summer of 2005. The revi-
sions provide guidance on the responsibilities common to the role of the lead State
and non-lead States. These revisions also include the key elements of the Examina-
tion Coordination Initiative and the responsibilities of the States. As this Handbook
is an NAIC Accreditation Standard, the Financial Regulation Standards and Accred-
itation (F) Committee will consider these changes in 2006.

In addition to the Examiners Handbook, the Financial Analysis Handbooks have
also been revised. These revisions stress the need to maintain confidentiality of in-
formation, and refer to current confidentiality arrangements in place between each
State and Federal banking agencies, State banking supervisors, and other functional
regulators. Part of the lead State’s role is to perform a review of the consolidated
group, including analysis of the group’s financial results and overall business strat-
egy.

As previously mentioned, there are proposals to provide a new application so that
the Exam Tracking System can serve as a forum to collect planned examination
schedules and report on the groups/companies that are planned to be examined in
accordance with ‘as of dates in order to improve coordination of exams. This ‘exam-
ination calendar’ became available in June 2006.

Insolvency Model Act

The NAIC will promote uniformity by reviewing the Insolvency Model Act, maxi-
mizing use of technology, and developing procedures for State coordination of immi-
nent insolvencies and guaranty fund coverage. The Financial Regulation Standards
and Accreditation (F) Committee will consider the requirements no later than Janu-
ary 1, 2008.

Update: In 2005, the NAIC adopted the Insurer Receivership Model Act (IRMA)
as the foundation of modernization in the receivership area. IRMA is intended to
comprehensively address the administration of an impaired or insolvent insurer
from conservation and rehabilitation to liquidation and winding up of an estate. The
Financial Condition (E) Committee and its working groups are developing and con-
sidering changes to the Property & Casualty Insurance Guaranty Assoc