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MESSAGE FROM THE OFFICERS

by Vice President Kathleen Sebelius
Consumer Privacy a Priority for State Regulators

The passage last fall of the Gramm-Leach-Bliley financial services modernization act has generated a great deal of speculation about how the brave new world of one-stop financial institutions will affect consumers. No part of GLB has drawn as much attention as Title V, which requires financial institutions, including insurers, to protect their consumers’ financial privacy. Title V requires state insurance authorities to establish appropriate consumer privacy standards for insurance providers and federal regulators to establish standards for banks and other financial institutions, and allows states to develop privacy standards more restrictive than the federal standards. The federal regulations were finalized in May.
The debate about privacy protection was one of the final issues to be resolved in the debate over GLB, and many key congressional leaders argued that the consumer protections in the new law were inadequate. Although President Clinton signed the GLB bill into law, he promised to introduce a separate bill on consumer privacy and issued a new privacy proposal in early May. Numerous congressional efforts are under way to revisit privacy standards. Meanwhile, dozens of bills dealing with enhanced privacy regulations are being debated in 30 state legislatures.

The delegation of authority to the states and the recent release of final regulations by the federal agencies have focused the attention of interested parties on the states’ response. Those in the insurance industry have advocated standards similar to the federal standards for financial institutions other than insurers. Their thinking is that insurers should not be placed at a competitive disadvantage by having to follow more restrictive standards than their financial competitors.  

Consumer groups, on the other hand, have urged state regulators to strengthen the privacy protections because they feel the federal standards do not go far enough.  Achieving the proper balance between these two camps will be a challenging and complicated task.

One of the most challenging issues before the states is how to deal with health information. The federal regulators included health information in the definition of “personally identifiable financial information.”  Although this gives health information as much protection as possible under the GLB federal regulations, lumping health information together with other financial information and giving it the same meager privacy protection GLB affords is unacceptable to many state regulators.

The NAIC, in our model law on health information privacy, advocated a single, uniform national standard for consumer protection.  This standard would require that personally identifiable health information not be released without specific authorization from consumers. 
Unfortunately, Congress has thus far failed to enact any privacy standards specifically for health information. Further, the GLB privacy regulations are inconsistent with the draft health regulations issued by the U.S. Department of Health and Human Services. State regulators on the NAIC Privacy Working Group also agree that the standards set by GLB for financial information – no restrictions for information sharing with affiliates and “opt out” for consumers with non-affiliates – are inadequate protections for health information.

Many comments from health and life insurers to the federal regulators agreed that health information should be treated differently than other financial records. So the challenge for insurance regulators, who will  draft model privacy regulations for insurers, is how to stay as uniform as possible with the federal regulators, while ensuring adequate consumer protection for identifiable health information. Since the new federal law does not afford adequate safeguards for sensitive health information, state regulators need to take a leadership role in adopting appropriate consumer standards.

NAIC Alters Meeting Schedule to Focus on Gramm-Leach-Bliley Issues

National Association of Insurance Commissioners (NAIC) President and Kentucky Insurance Commissioner George Nichols III has announced the association is changing the Summer National Meeting agenda in Orlando to allow more meeting time for the Gramm-Leach-Bliley working groups.  

“I am very pleased with the progress made at the recent interim meetings in Kansas City on a broad range of issues associated with the implementation of the Gramm-Leach-Bliley Act.  We want to continue that momentum and focus as we head to Orlando.  To accomplish that, the membership has decided to alter the normal meeting schedule to spend the majority of our time on those nine working group priorities,” Nichols said.

Nichols said that Sunday from 10 a.m. to 5 p.m., Monday from 10 a.m. to 5 p.m. and Tuesday from 7:30 a.m. to 12:30 p.m. will devoted exclusively to the nine working groups.  In addition to other meetings, the Commissioners Roundtable on Sunday and Executive and Plenary Sessions on Monday afternoon have been cancelled.

“These two and half days were chosen due to the fact that these are the days when the majority of NAIC members attend the quarterly meetings and full participation by the membership is critical to our progress on these important issues.

Committees that normally are run by staff will remain on the schedule with commissioner participation focused on the nine working groups,” Nichols said.

Interested parties are urged to download the revised schedule from the NAIC Web site. Following is a list of the GLBA Working Group meetings.

Sunday, June 11:
· The National Treatment of Companies Working Group will meet from 10 to 11 a.m.

· The Speed to Market Working Group will meet from 11 a.m. to 2 p.m. 

· The Privacy Issues Working Group will meet from 2 to 4 p.m.

· The Market Conduct Issues Working Group will meet from 4 to 5 p.m.

Monday, June 12:
· The National Treatment of Companies Working Group will meet from 10 a.m. to noon.

· The Privacy Issues Working Group will meet from 1 to 3 p.m.

· The NARAB Working Group will meet from 3 to 5 p.m.

· The Consumer Protections Working Group will meet from 5 to 6 p.m.

Tuesday,  June 13:
· The Definition of Insurance Working Group will meet from 7:30 to 9 a.m.

· The Coordinating with Federal Regulators Working Group will meet from 9 to 11 a.m.

· The Financial Services Holding Company Analysis/Examination/Review Working Group will meet from 11 a.m. to 12:30 p.m.

· The Market Conduct Issues Working Group will meet from 11 a.m. to noon.

Rev. Jesse Jackson to Speak at Opening Session 

National Association of Insurance Commissioners (NAIC) President and Kentucky Insurance Commissioner George Nichols III has announced that Rev. Jesse L. Jackson, Sr. will be the keynote speaker during Opening Session of the association’s Summer National Meeting in Orlando, Florida June 12. 

“It is an honor to have Reverend Jackson attend our Opening Session as keynote speaker. He is an articulate spokesman for equity and fairness for all members of our society, whether in the political arena as a candidate, in the international arena as an advocate for peace and justice, or in the domestic social arena,” Nichols said. 

Jackson is the President and Chief Executive Officer of the Rainbow/PUSH Coalition, Inc. and will discuss the The Rainbow/PUSH Coalition’s Wall Street Project that is headquartered in New York City. The Wall Street Project was launched on January 15, 1999, to challenge corporate America to end the multi-billion dollar trade deficit with minority vendors and consumers.  The Wall Street Project uses research, education and negotiations to persuade companies to close the gap by hiring and promoting more minorities to corporate boards and awarding more contracts to minority businesses.

Goals of The Wall Street Project include hiring and promoting more minority employees, increasing minority membership on corporate boards, and increasing business of minority companies.

NAIC Holds Open House in New Headquarters

The NAIC Headquarters staff hosted an Open House on Tuesday, May 16, to showcase the new headquarters building at 2301 McGee, Kansas City, Missouri.  The open house was held in conjunction with the Gramm-Leach-Bliley Working Group Sessions and provided an opportunity for state regulators and industry representatives to tour the new facility.  Approximately 350 people attended the event.  
“We are proud of our state-of-the-art facility and want our members to feel at home here,” said Catherine Weatherford, NAIC Executive Vice President.  “Our move to this location provides improved working conditions for our employees and our connection to the Crown Center complex provides us with additional resources for meetings and conferences.  We have been very pleased with the success of our move.”

The move by the NAIC to the premier office park in Kansas City was completed in mid-February, but the open house was scheduled to coincide with the GLBA working group meetings.  The new facility allowed the NAIC the space to consolidate the Financial Analysis Division from the Washington, D.C. office to Kansas City.
Insurance Regulatory Information Network Changes to National Insurance Producer Registry

The Board of Directors of the Insurance Regulatory Information Network (IRIN) announced this week the group has changed its name to the National Insurance Producer Registry  (NIPR) to reflect the accelerated effort to establish national producer licensing for the insurance industry.

“State insurance regulators have been working to streamline licensing through a series of technology based initiatives for the last four years.  The new financial services marketplace has led us to intensify our efforts,” North Dakota Insurance Commissioner and NIPR Board President Glenn Pomeroy said.

“State regulators and NIPR are dedicated to creating uniformity in producer licensing and will work to implement effective uniform producer licensing standards.  NIPR staff are working diligently to develop and implement recommendations for a streamlined, national producer licensing process that will reduce the cost and complexity of regulatory compliance related to the current multi-state process,” Pomeroy added.

By using NIPR as a central clearinghouse for non-resident licensing information, efficiencies will be realized that exceed expectations outlined in the National Association of Registered Agents and Brokers (NARAB) provisions of the Gramm-Leach-Bliley Act.  Through non-resident licensing, the states have agreed to license non-resident producers, who are in good standing in their states, without imposing additional restrictions or qualifications not required of resident producers.  Via the NIPR gateway, this process will become electronic, currently scheduled for third quarter 2000.

“The development of the National Insurance Producer Registry is yet another example of the flexibility and adaptability of state insurance regulation.  It will allow state insurance regulators and the insurance industry to protect insurance consumers in the more competitive global marketplace in an efficient and effective manner,” Pomeroy said.

NIPR will continue to operate from its offices in Kansas City, Missouri. Pending the release of NIPR’s new Web site, NIPR information and services, including the Producer Database and the Producer Information Network, will remain available at www.irin.org.  Interested parties may also contact the NIPR offices by calling (816)783-8468.

Fourteen States Sign Historic Information Sharing Agreements With Office of Thrift Supervision

Insurance regulators from 14 states recently signed historic information sharing agreements with the Office of Thrift Supervision (OTS). Previously, Iowa and Kentucky signed agreements with OTS.

States recently completing agreements with the OTS include: Arizona, Arkansas, Connecticut, Delaware, District of Columbia, Indiana, Kansas, Louisiana, Michigan, Mississippi, Nebraska, North Dakota, Oklahoma, and Utah.

Members of the National Association of Insurance Commissioners’ (NAIC) Financial Services Modernization Task Force approved an information sharing agreement framework with the OTS during the association’s Spring National Meeting in Chicago in March. 

“State regulators in these 14 states have taken another step in implementing the functional regulation envisioned in the Gramm-Leach-Bliley Act. The agreements signed today are a historic milestone in the relationship between state and federal regulators that will strengthen our relationship in this new arena of financial services modernization,” NAIC President and Kentucky Insurance Commissioner George Nichols III said.

“State regulators have been working with the Office of the Comptroller of the Currency (OCC) to sign consumer complaint information sharing agreements. The new agreements with the OTS are broader regulatory cooperation agreements,” Nichols added. 

The agreement outlines guidelines for sharing information on the financial solvency, the insurance activities and the thrift activities of a regulated entity.  In addition, the agreement calls for sharing complaint and consumer-inquiry information of regulated entities and enforcement actions. The agreement also calls for strict confidentiality of information. Nothing in the agreement restricts, enlarges or otherwise modifies the respective jurisdiction of the respective state department of insurance or the OTS.

Chuck Cohen is the Director of Insurance for the State of Arizona, Mike Pickens is the Commissioner of Insurance for the State of Arkansas, William J. Gilligan is the Acting Commissioner of Insurance for the State of Connecticut, Donna Lee Williams is the Commissioner of Insurance for the State of Delaware, Larry Mirel is the Commissioner of Insurance for the District of Columbia, Sally McCarty is the Commissioner of Insurance for the State of Indiana, Kathleen Sebelius is the Commissioner of Insurance for the State of Kansas, Jim Brown is the Commissioner of Insurance for the State of Louisiana, Frank Fitzgerald is the Commissioner of Insurance for the State of Michigan, George Dale is the Commissioner of Insurance for the State of Mississippi, Tim Wagner is the Director of Insurance for the State of Nebraska, Glenn Pomeroy is the Commissioner of Insurance for the State of North Dakota, Carroll Fisher is the Commissioner of Insurance for the State of Oklahoma, and Merwin Stewart is the Commissioner of Insurance for the State of Utah.

TechEx 2000 Conference Held in Kansas City

The new annual NAIC Technology Exchange & Conference, TechEx 2000, was held on May 1-3, 2000, at the Hyatt Regency Crown Center and the NAIC Executive Headquarters offices in Kansas City, Missouri.  This is the first year for this annual conference that is a revamped replacement for the previous semi-annual Regulators Information Systems Conference.  The TechEx conference continues to focus on technology solutions and promotes the exchange of information between states, the industry, vendors and the NAIC.  TechEx 2000 set attendance records with over 120 attendees, representing 44 states and territories. In addition to state Information Technology staff, many regulatory business area representatives also attended and 12 vendors participated.

Sessions covered a variety of technology topics, including electronic funds transfer, document management and imaging, microfilm replacement, e-commerce initiatives, web-enabled on-line applications, information and knowledge management, project management, application use of NAIC databases, automation of interfaces with external organizations, and personal digital assistants.   

New to the conference this year were the Vendor Tradeshow exhibits.  The exhibits provided an opportunity for attendees to learn about vendor technology offerings and discuss implementation opportunities.

Regulating the Insurance Marketplace Program

The annual “Regulating the Marketplace” program was held May 1-4 at the new Executive Headquarters in Kansas City. This program for state regulators is co-sponsored by the Insurance Regulatory Examiners Society (IRES).

Throughout the session regulators were able to share experiences and ask questions about issues they are facing in market regulation.

The program had good participation with 19 member departments and a representative from the Central Bank of Malaysia.

“Regulating the Marketplace” is intended to provide an integrated picture of the different facets of market regulation. The 36 participants helped achieve the program’s purpose as they represented consumer services, market conduct, rates and forms, compliance, enforcement and licensing, and so were able to share experiences from their areas. Participants worked on a five-part case study in different teams throughout the program.

Presenters for the program included Arkansas Commissioner Mike Pickens, Angela K. Ford, Alice Knapp, Mary Beth Senkewicz, Cecil W. Thomas, Chlora Lindley-Myers, Rosanne Mead, Fred Nepple, Gregory D. Saaco, Jan Guth, Louise Neugebauer, Michael A. Bownes, Daniel Finnegan and Caroline Scott.

Commissioner Pickens, NAIC Executive Vice President Cathy Weatherford and North Carolina Senior Deputy Commissioner Angela Ford participated in a Market Regulation roundtable the last morning of the program.

For more information , contact the Education and Training Department at (816)783-8200.

Interim GLBA Working Group Meetings Held

Twenty-five commissioners and 38 states were represented recently at a series of interim working group public hearings in Kansas City to allow insurance industry representatives, consumers and other interested parties to comment on a broad range of issues associated with the nine working groups established to implement the Gramm-Leach-Bliley (GLB) act and the NAIC’s Statement of Intent.  More than 200 industry representatives and consumer advocates attended the two days of hearings.
The meetings addressed concerns ranging from speed to market issues, to the national treatment of insurance companies by state regulators, to the creation of privacy regulations in the wake of GLB.  Representatives from health insurers, property-casualty insurers, and life insurers attended the meeting to express their views.

The hearings allowed regulators to betters understand the position of insurers and to discuss the next step in moving each working group to conclusion by the end of this year.

Spring Issue of JIR Focuses on Fraternal Insurance

Fraternal insurance is eroding in size and efficiency according to the results of a five-year study by David Brummond, the General Counsel of the National Fraternal Congress of America (NFCA), published in the spring issue of the Journal of Insurance Regulation.

Fraternal insurance is a curiosity in today’s financially sophisticated and dynamic life insurance industry. “Many fraternal insurers face a dismal future if they do not modernize,” Brummond said. His paper is a wake up call to an industry segment that has eroded in size and efficiency over the past 100 years.  Brummond has done a careful analysis of 90 members.  He finds approximately two-thirds of NFCA member fraternals have mixed operating results, and 12 percent have been declining sharply during his five-year study period. 

The paper, entitled “Purchasing Efficiency with Excess Surplus: A Prescription for Revitalizing the Fraternal Benefit System,” is based on financial analysis of the NAIC Annual Statement operating results of 90 fraternals for the period 1994 to 1998.  They are all members of the NFCA. 

Rather than merely document this decline and identify the poorly performing segments of the fraternal industry, Brummond also offers sound advice on how the industry can rejuvenate itself.  His core advice is that many fraternals need to invest in efficiency with the excess surplus they have accumulated over the years before focusing on strategies that promote growth.  Listed in the paper are many examples of how fraternals-acting individually and collectively-can reduce their operating costs and modernize their products and services.  

Among his recommendations are:

· Pooling arrangements for centralizing administrative functions

· Indemnity reinsurance/co-insurance agreements to provide efficient access to new products 

· Third party  service agreements for day to day operating functions

· Group discounts for professional services (e.g., actuaries and accountants)

Brummond’s recommendations for change are born out of best practices of leading fraternal organizations and the advice of management consultants, accountants and actuaries.  

The Journal of Insurance Regulation is a publication of the NAIC. For more information, contact Gregory Krohm at (608)277-1479.

