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MESSAGE FROM THE OFFICERS

by Secretary-Treasurer Terri Vaughan
Harry Potter, Globalization and the NAIC

When you’ve finished the latest Harry Potter book, consider the phenomenon from a new angle. What began as a group of fictional characters jotted down by an unemployed mother has become a hugely successful series of books, translated into countless languages.  In fact, the most recent book’s release was scheduled to occur simultaneously around the world to ensure that no one would have an unfair advantage obtaining the book first. Ten years ago, how long would it have taken a popular children’s book in England to come to the attention of readers in the U.S., much less rise to the top of the best-seller list? And would any thought have been given to when precisely to offer the book to the public, or what effect an uneven global release would have on purchases of the book?

The trend in the world’s economy that helps to explain the magnitude of the success of this new book is something known as “globalization,” and it is affecting the world of insurance in ever-increasing ways.

The NAIC is currently going through a revolutionary phase in response to the dramatic changes underway in the insurance marketplace, where the lines that have clearly separated the business of banking and securities from insurance are disappearing. However, convergence among financial services providers can only be understood fully in the context of globalization. Convergence among financial services providers represents the efforts of many companies to make the best use of their capital in order to derive the most benefit from business opportunities in a larger “financial market,” rather than remaining within the confines of one line of business.  

Globalization is this same drive toward diversification of risk and pursuit of growth in new business opportunities, but instead we look at it in terms of the new locations where capital can best be employed.  The multinational corporation of the 1970s was the first of the new breed of companies that sought both to bring together different lines of business and to pursue these lines of business around the world.  In many cases, the parameters of a “local” market now encompass business that crosses geographical boundaries.

While perhaps not as revolutionary, the NAIC is nevertheless equally well-positioned to address globalization in insurance markets and the challenges this trend presents.  Through participation in several international institutions, NAIC members meet with supervisors of the European reinsurance companies that provide capacity to the U.S. insurance market; with regulators from offshore jurisdictions where captive and “special purpose vehicle” companies are domiciled; and with regulators from central banks and securities commissions to discuss issues arising from company mergers across financial sectors, and the development of new financial products.

One of these groups, the Joint Forum, is comprised of the major global supervisory associations – the Basel Committee on Banking Supervision, the International Organization of Securities Commissions (IOSCO) and the International Association of Insurance Supervisors (IAIS). The Forum has already drafted standards papers on the supervision of financial conglomerates and is currently exploring cross-sectoral issues, including definitions of capital and risk assessment, corporate governance and transparency, and the different approaches to defining core principles of supervision.

At the IAIS – the “international NAIC” – members craft “best practices” for regulator education on the merits of the different approaches to insurance regulation and to raise the bar on  insurance supervision globally.

Through technical assistance activities, the NAIC brings lessons on insurance regulation to countries with the greatest need – and to the countries that represent the greatest growth opportunities for U.S. insurers.

Working with regulators around the world, NAIC members can participate in, and in many cases lead, the global spread of sensible regulatory practices in financial services. Working with industry, consumers and lawmakers, regulators around the world ensure that all parties understand the full impact of changes in the market and new financial products, that new markets develop reasonably and competitively, and that consumers continue to receive the protections they need.

NAIC Provides Testimony on Implementation of the Gramm-Leach-Bliley Act
Taking the NAIC’s regulatory reform agenda before the Congress,  NAIC President and Kentucky Insurance Commissioner George Nichols made clear in Congressional testimony today that state insurance regulators are currently on track to implement and surpass the requirements of the Gramm-Leach-Bliley Act (GLBA).
Testifying before the U.S. House of Representatives Commerce Subcommittee on Finance and Hazardous Materials Committee, Nichols underscored the commitment of NAIC members to improving the current system of state insurance regulation, “State regulators are committed to uniform insurance regulation by eradicating outdated procedures that overly favor home-state autonomy at the expense of efficient interstate commerce. Our ultimate goal of a national regulatory system based upon existing state authority goes well beyond the requirements of GLBA.”

Explaining the NAIC’s reform initiatives, Nichols stated, “The NAIC is spearheading a bold set of national initiatives that will move state insurance regulation far beyond the minimum requirements of GLBA in order to satisfy larger goals of regulatory uniformity and efficiency in such areas as agent licensing, national treatment of companies, speed-to-market for insurance products and market conduct reviews.” 

“Meeting the requirements of this act and the larger goals of regulatory uniformity will demand prompt action by several interested groups in addition to state insurance regulators, including state legislators and governors, Congress and insurance industry participants,” Nichols continued.

The Gramm-Leach-Bliley Act recognizes general state authority over insurance while mandating specific state regulatory action in three areas: 

·Coordinating with federal functional regulatory agencies for banks and securities firms; 

·Issuing privacy rules to protect the non-public financial information given by consumers to insurance providers; and

·Establishing a national licensing system for insurance agents and brokers in order to avoid the creation of the National Association of Registered Agents and Brokers (NARAB).

“NAIC members signed the Statement of Intent in March to show that we are jointly committed to achieving the same specific objectives of regulatory modernization on a set schedule. We will continue to work to preserve consumer protection through state regulation and look forward to working with Congress and other interested parties as we continue to develop and implement our modernized programs,” Nichols stated.

State insurance commissioners are the public officials responsible for regulating the business of insurance and protecting the interests of consumers.  In 1998, states nationwide employed 12,500 regulatory personnel and spent $853 million on regulatory and consumer protection activities.  State insurance departments presently handle approximately 4 million consumer complaints and inquiries each year.

NAIC Adopts Consumer Complaints White Paper

 The National Association of Insurance Commissioners (NAIC) has adopted a white paper regarding the handling of consumer complaints by insurance departments. The action came during a plenary conference call in late June. 

The white paper is the result of a charge by the Market Conduct and Consumer Affairs (D) Committee to the Consumer Complaints White Paper Working Group to prepare a paper regarding the handling of consumer complaints by insurance departments, including recommendations for features of an effective complaint-handling process. The white paper provides an accumulation of ideas, guidelines and best practices that can be used by states to evaluate or enhance their current procedures. 

“One of the most important roles of state insurance departments is to serve and protect consumers by handling their complaints,” said NAIC President and Kentucky Insurance Commissioner George Nichols III. 

“The consumer services divisions are often the initial and sometimes the only contact that a consumer has with a department of insurance, so this paper will be a helpful resource guide in those divisions,” said Steve Larsen, Maryland Insurance Commissioner and Chair of the Consumer Complaints White Paper Working Group.

The white paper provides an overview of the concepts and procedures currently in place for resolution of consumer complaints and is intended to promote dialogue within insurance departments. The paper focuses on the “best practices” for handling complaints and addresses issues such as confidentiality, electronic submission of complaints, complaint-trend analysis and education and training for consumer representatives. The NAIC Education Division has scheduled a CAT Program (Consumer Assistance Training Program) based on the best practices identified in the paper. The CAT is tentatively scheduled for November 5-6, 2001.
Commissioners Forum a Success

At a forum designed especially for commissioners and senior-level staff, participants explored and discussed issues confronting insurance regulation in the 21st century.

The two-and-a-half day Commissioners Forum began with a program devoted to working with the media and testifying before Congress led by Michael Sheehan, president of Sheehan Associates, Inc., a firm which specializes in message development, media training and government testimony preparation.

The program continued with panels on Federal Financial Services, Solvency Monitoring, Federal and State Health Issues, Consumer Services, and International Trade Issues.

Included among the panelists and presenters were NAIC Vice President Kathleen Sebelius, Commissioner, Kansas Insurance Department; Lee Covington, Director, Ohio Department of Insurance; Ernest Csiszar, Director, South Carolina Department of Insurance; Alessandro Iuppa, Superintendent, Maine Bureau of Insurance; and Tim Wagner, Director, Nebraska Department of Insurance.

Representatives from the Office of Thrift Supervision, Federal Reserve, Office of the Comptroller of the Currency, Securities and Exchange Commission, Health Care Financing Administration, U.S. Department of Labor, Health Insurance Association of America, American Association of Health Plans, International Insurance Council, and Microsoft joined regulators and NAIC staff as panelists and presenters. 

The twenty-three participants included regulators from 12 states and six NAIC staff. The program was held July 17-19 at NAIC Executive Headquarters.

State Farm’s “Paper Review” Focus of Nationally Coordinated Exam

NAIC President George Nichols III has confirmed that a nationally coordinated, multi-state market conduct exam is underway involving State Farm and its use of approximately 500 utilization or “paper review” companies.
Nichols, who also serves as Kentucky’s insurance commissioner, confirmed the nationally coordinated exam during the July 25th broadcast of Dateline NBC.

Nichols was asked to comment regarding an earlier, June 23, broadcast in which a Dateline NBC investigation revealed potential unfair claims practices involving two utilization review companies previously used by State Farm.

“Dateline provided a valuable public service in its 15-month investigation,” Nichols said. “After viewing the broadcast, regulators from a number of the states convened a conference call to express their concern on behalf of consumers and to call for an expanded market conduct exam of State Farm.”

Nichols noted that several states already had inquiries of State Farm in progress and that the multi-state exams will take advantage of information already gathered. The exams will focus specifically on how State Farm uses independent medical exams and utilization or paper reviews.

A market conduct exam is a thorough audit of the business or claims practices of a company.

“Until the states can complete their nationally coordinated exam, we cannot pass judgment on State Farm or their contractors, and we cannot go into details of the extent or nature of these exams,” Nichols said. 

“Auto, home, life, health and all other insurance touch every aspect of our lives. Consumers need their insurance when they are most vulnerable, after an auto accident, severe storm damage, serious illness or injury,” Nichols said. “For those reasons, we take our responsibilities seriously as regulators and encourage consumers or members of the insurance industry to come forward when they have evidence of deceptive or unfair business practices.”

NBC’s broadcast also has sparked an important national discussion on whether the states should consider adopting new consumer protections regarding utilization review of auto injury medical claims, similar to the laws of Colorado and Pennsylvania, Nichols said.

Insurance directors or commissioners in at least five other states have said current laws and regulations governing health insurance appear to be broad enough to include auto medical claims. Additionally every state has unfair claims settlement practices laws that provide consumer protections.

State regulators handle more than 4 million consumer complaints each year.

“The key reason commissioners come together through the National Association of Insurance Commissioners is to assure we have the latest and best tools to protect consumers and assure that the industry is able to meet its financial obligations,” Nichols said.

A recent example of state regulators working together on major consumer issues was exemplified just last month. Florida Insurance Commissioner Bill Nelson initiated the action to recover more than $200 million in compensation for blacks who were charged higher premiums than whites for certain forms of life or burial insurance. The other states’ regulators came together through NAIC to endorse Commissioner Nelson’s efforts and to win compensation for victims nationwide.
New Program on Medicare Supplement Insurance

Thanks to funding from the Care Financing Administration (HCFA), state regulators were able to attend a new education program free of charge. “The Regulation of Medicare Supplement Insurance” was offered for the first time May 11-12 at NAIC Executive Headquarters in Kansas City. Regulators from 25 departments attended the May offering along with three HCFA staff and one NAIC staff.

The program, which will be offered again in August in Chicago, is of special importance to regulators who review Medicare Supplement (or Medigap) insurance premium rates. With the passage of the Balanced Budget Act, changes have occurred in the law with respect to Medicare Supplement Insurance. These changes may sometimes result in inconsistent regulatory practices at both the federal and state levels. In order to promote consistency in the overall regulation of Medicare Supplement insurance, this program was developed to help state regulators and HCFA staff better understand Medicare Supplement Insurance actuarial concepts.


Included in the program were an overview of Medicare Supplement Insurance regulation, rate filings and refund calculations, guarantee issues,  open enrollment issues and current developments.

To receive a brochure about this program, call the Education & Training Department at 816-783-8200.

Financial Examiners Program Held in June

The Education and Training Department’s second Financial Examiners program was held at Executive Headquarters June 19-22.This program is co-sponsored with the Society of Financial Examiners and is designed for new financial examiners.

The session had 38 participants with 27 regulators from 16 states, three staff from the Office of Thrift Supervision, five from the Federal Reserve Bank, and three from the NAIC headquarters. 

“Financial Examiners” is intended for those who have been in financial regulation less than two years. In this program, 55% of the state regulators indicated they have worked in regulation less than one year, with 45% of the overall class being in their positions less than one year.

The program provides an overview of financial regulation in areas such as life and property casualty annual statements, types of assets and liabilities, the examination process, reinsurance, and the differences between statutory accounting principles and generally accepted accounting principles. A review of the Financial Examiners program was done last fall and revisions included adding a session on Risk-Based Capital.

The 3-½ day program will be offered again August 7-10 in Kansas City, MO. For more information, contact the Education and Training Department at 816-783-8200.

Examination of Interconnected Networks

“Introduction to Examination of Interconnected Networks” program, May 22-24 at the new Executive Headquarters in Kansas City for state regulators. Throughout the sessions, from the opening “Issues, Issues” to the closing discussion, participants were able to share experiences and ask questions about issues they are facing in field examinations.  Nine NAIC member departments were represented.
“Introduction to Examination of Interconnected Networks” offered examiners and automated examination specialists an opportunity to explore the issues involved in examination of interconnected networks, learn methods of auditing companies’ network security and connectivity and discuss ways to address solvency concerns.

The following NAIC staff were presenters:  Roger Graves, Project Manager; Jim Hurst, Data Architect; Brian Kettering, Computer Audit Specialist; Louise Neugebauer, Sr. Computer Audit Specialist; Robert “Rocky” Rum, Sr. Security Administrator; JoAnn Sherar, Systems Programmer II; and Ray Spudeck, Sr. Research Associate. Mark Miltenberger, Systems Engineer of Novell, Inc. was also a presenter.

State Lines

Cooperation is the Key to Efficient and Effective Enforcement

By working together, insurance and securities regulators can better protect consumers with coordinated responses to potentially illegal investments schemes sold by licensed insurance agents.

Wisconsin’s Office of the Commissioner of Insurance (OCI) and Department of Financial Institutions’ (DFI) Division of Securities recently joined in the investigation and prosecution of insurance agents who sold millions of dollars worth of worthless “short-term corporate promissory notes.”  Promoters of fraudulent investment programs have discovered that insurance agents represent a ready and effective marketing tool for sales of unregistered securities.  Most of these agents are not licensed to sell securities and have little knowledge of securities law, little understanding of the investment and no employing securities broker dealer to monitor their financial transactions. 

A successful prosecution required contacting the many investors and interviewing all the agents. While both the OCI and DFI have the authority to subpoena the agents or otherwise attempt to obtain information from them, only the OCI was able to sanction agents for refusal to cooperate. At the same time, the DFI had the expertise in contacting large numbers of investors and determining securities jurisdiction and violations, and had access to data collected by a national task force of securities regulators investigating the corporate note program. 

Using the task force information and investor complaints lodged with both agencies, staff from each agency interviewed insurance agents to obtain details of each note program. Because one master agent, who refused to cooperate with the investigation, possessed important records of the sales of numerous agents, the OCI and DFI enlisted the cooperation of local law enforcement to prepare and execute a search warrant for records. The knowledge of both agencies aided in the description of the records to be seized and the probable cause supporting the warrant and the complaint. The DFI investigator participated in the execution of the search warrant, and both agencies obtained access to the information seized. Both attorney and examiner expect to be witnesses in criminal proceedings.

During the investigation, joint press releases and agency bulletins were used to make the public and other agents aware of the problem and to solicit additional information through calls and referrals from agents and the public. 

By sharing information and expertise, the OCI and DFI sought to avoid the bureaucratic “pigeonholing” that sometimes happens when violations of law cross-jurisdictional lines. The public is better served by speedy and efficient action on the part of regulators. If the agencies had separately investigated the allegations, twice the staff time would have been expended, and the investors would have been required to respond to two agencies. In addition, cooperation between the agencies allows staff at either agency to respond to public inquiries. 

Unfortunately, there appears to be little or no hope for investor recovery. However, cooperation between insurance and securities regulators has resulted in numerous convictions in Wisconsin.  Timely and cooperative release of public information by the agencies also prevented more agents from becoming involved in possibly illegal activities and protected more consumers from harm.

By Connie L. O’Connell

Commissioner, Wisconsin Insurance Department
