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MESSAGE FROM THE OFFICERS

by Secretary-Treasurer Terri Vaughan
Financial Database Reengineering Nears Completion

As all observers of insurance regulation are now aware, last March the NAIC adopted the Statement of Intent on the Future of Insurance Regulation, laying out an ambitious blueprint for improving our system of state insurance regulation.  The vision articulated in the Statement of Intent calls for drawing upon our collective strength, increasing coordination and uniformity, and using technology to create a more efficient and effective system for protecting U.S. insurance consumers. Since March, much progress has been made in these initiatives, including producer licensing, speed to market, privacy, national treatment, and market conduct.  Regulators have proposed creative, concrete solutions, and implementation efforts are underway in three areas (producer licensing, speed to market, and privacy).

With all of the attention to the recent NAIC modernization efforts, it is easy to miss another important effort that has been underway for several years and is now reaching completion – the financial database reengineering project. The NAIC began providing insurer financial information to the states in the early 1970s. Over the years, the NAIC’s financial database and its associated analytical tools have been enhanced, and today it is an indispensable tool in state solvency oversight.  Virtually all active U.S. insurance companies file their annual financial statements with the NAIC.  The comprehensive data allow state regulators to do independent analysis of an insurer’s investment portfolio, reinsurance arrangements, trends in losses and expenses across business lines, and many other areas.

In 1997 the NAIC began an effort to reengineer the database, with the goal of making it easier for states to access and use the data and to communicate with each other, and easier for companies to comply with filing requirements. For example, the system now permits insurers to file their annual statements via the internet, with data-quality checks occurring simultaneously with the filing. This provides immediate feedback to the insurer, reduces costly and time-consuming quality-assurance efforts at the NAIC, and increases both data quality and timeliness. Data are now available on the NAIC’s database within minutes of the insurer clicking “submit,” and to the states within 24 hours of capture. The reengineered systems represent a significant improvement in flexibility, efficiency and cost effectiveness.  

The NAIC is in the final stages of implementing the reengineering effort.  Fraternal, Title, HMDI and HMO statements have been migrated to the new system.  Property and Life annual statements will be added in March of 2001, followed by Property, Life  and the new Health quarterly statements in May of 2001.  The project is on time and on budget, noteworthy for an IT project of this magnitude.  

Simultaneous to the reengineering effort, we have engaged in an effort to eliminate state-specific filing requirements, such as unique state supplements and diskette filing requirements. Paper filings of most supplements and exhibits by nondomestic insurers have been eliminated in all but a couple of states, and there has been steady progress in eliminating unique state reports. This is an area where we 

reminder of how the states can work together, drawing upon our collective strength, using technology, and increasing coordination to create a stronger, more efficient and effective system of state insurance regulation.     

NAIC Adopts Amendments to Producer Licensing Model Act

Members of the National Association of Insurance Commissioners (NAIC) have adopted by unanimous vote amendments to the NAIC Producer Licensing Model Act.  In addition to adopting changes to ensure compliance with the reciprocity requirements mandated by the Gramm-Leach-Bliley Act (GLBA), members agreed to clarify provisions dealing with the licensing of customer service representatives.

“Members of our NARAB Working Group have devoted a great deal of time and energy to this Model Act, particularly with respect to the customer services representatives provisions in  Section 4(B)8,” stated George Nichols, Kentucky Insurance Commissioner and NAIC President. “We determined that the Section 4(B)8 provision was creating an impasse within the industry and would endanger the ability of states to pass the model, potentially triggering NARAB.

“Given this provision was not necessary to satisfy the NARAB mandate, our members decided it should be deleted to avoid continued industry opposition in the state legislatures,” Nichols added.  

With the deletion of Section 4(B)8 and the technical amendment to set out Personal Lines as a separate category of licensure, members of the NAIC believe they have drafted legislation that can be supported in virtually every state by the major interest groups, agents and companies. Commenting on this action, Nichols observed that the Model Law already has been adopted  in four states (Kentucky, Missouri, New Hampshire and North Carolina) and will be considered in 31 states in upcoming legislative sessions.  

“Passage of this legislation will move the states well beyond the requirements of NARAB,” Nichols continued. “We continue to make strides in meeting and exceeding the requirements of GLBA and to improving state insurance regulation.”

NAIC Submits Legislative Proposal to Combat Insurance Fraud

Members of the National Association of Insurance Commissioners (NAIC)  submitted to Congressional leaders proposed legislation to grant state insurance regulators access to the FBI’s National Crime Information Center database. The NAIC made this request in response to discussions held last month during a hearing before the Subcommittee on Finance and Hazardous Materials on the status of nationwide insurance regulatory reforms.  
“At present, state insurance departments are the only government regulators not having clear federal authority to obtain criminal background histories from the FBI regarding persons who seek or hold positions of trust in companies providing financial services to the public,” stated Kentucky Insurance Commissioner and NAIC President George Nichols III.  

The NAIC has made this request of Congress previously, most recently in testimony delivered in April before the Senate Securities Subcommittee regarding state implementation of the National Association of Registered Agents and Brokers (NARAB) provisions of the Gramm-Leach-Bliley Act.  The General Accounting Office specifically recommended granting state regulatory access to FBI criminal data in its report on the Martin Frankel matter.

“Banking and securities regulators have long had this necessary tool to help them meet their official responsibilities,” continued Nichols.  “More recently, nursing home operators and other groups have been granted statutory authority to check personal background information of service providers against the national data maintained by the FBI. We believe Congress should enact legislation immediately to help protect insurance consumers and industry participants from fraud, mismanagement and wrongdoing.”

The NAIC’s suggested bill language is patterned after federal statutes granting FBI database access to existing organizations.  This language would accomplish the following essential objectives:

·Access gives state insurance regulators the ability to enforce the provisions of the 1994 crime bill’s Insurance Fraud Prevention Act.  Specifically, it gives regulators the ability to identify and remove from the industry those individuals convicted of felonies involving dishonesty or breach of trust.

·Access gives regulators the ability to thoroughly research the backgrounds of insurance company officers, directors, employees and agents, as well as persons proposing to purchase insurance companies or handle their assets, thus giving regulators a tool to make sound decisions. Access also gives state fraud bureaus a valuable tool to identify, prevent and assist in the prosecution of insurance fraud of all types. 

·Access by the NAIC on behalf of state insurance regulators allows for tremendous efficiency in the administration of such access.  The NAIC already runs several databases on behalf of the nation’s insurance commissioners, including a National Insurance Producer Registry with licensing information on 2.6 million of the nation’s 3 million agents and producers.  It also maintains a sophisticated computer network that connects all insurance departments.

Nichols continued by saying that while state regulator access to FBI criminal data is the first priority, NAIC language permits the sharing of this information with companies and producers under limited circumstances and only when given prior permission by the agent, employee, or prospective agent, employee or applicant.

“We feel this provision offers greater assurances that the intent and spirit of the Violent Crime and Law Enforcement Act of 1994 (USC 1033 and 1034) is implemented and enforced as Congress intended,” Nichols stated.

NAIC Members Adopt Model Consumer Privacy Regulation at Fall National Meeting

Members of the National Association of Insurance Commissioners (NAIC) have adopted standards for the regulation of Consumer Financial and Health Information.  This action will guide the individual states in their efforts to comply with the consumer privacy protections outlined in the Gramm-Leach-Bliley Act (GLBA).
“We believe a national standard for the privacy of personal health and financial information is critical for both consumers and financial institutions,” said Kathleen Sebelius, Kansas Commissioner of Insurance and NAIC Vice President. “This NAIC action will enhance the ability of states to enact uniform standards and protect sensitive consumer information across the country.  This uniform standard will assure consumers that their personal information will be protected regardless of where they live and regardless of which financial entity collects the information.”

The NAIC’s model privacy regulation is a direct response to the requirements set forth by the Congress under GLBA.  “We tailored our model to reflect the provisions of GLBA and to provide insurers with a workable national uniform standard,” Sebelius explained.  

“The goal of the working group was to maintain as much uniformity with the federal rules as possible to ensure a level playing field between insurers and their competitors in the financial services sector.  The working group also recognized that some changes and additions to the federal rules would be necessary because insurance is different from banking and securities,” Sebelius said. 

Explaining the NAIC process, Sebelius stated, “We have worked closely with consumer and industry representatives to craft a regulation that protects consumers but does not inhibit the business of insurance. The input we received during the drafting process helped us create what we believe is a model that provides a necessary level of privacy protection.”

Sebelius further commented that the insurance regulators took additional steps to protect the most sensitive consumer information, their health information, “We made clear that companies wishing to share, sell, market or give away health information, except for specific business exceptions, must receive explicit consumer permission.”

The NAIC model comes as the U.S. Department of Health and Human Services continues to draft privacy regulations for health information.  It is expected these regulations will go into effect two years after they are finalized.  In the meantime, Sebelius noted, “Consumers are worried about what will happen to their personal health information from now until the HHS regulation goes into effect; our regulation will give consumers protection until then.”

 Members of the NAIC have been discussing and addressing the privacy of personal information, including health information, for more than 20 years.  In 1980, the association adopted the Insurance Information and Privacy Protection Model Act, which generally requires insurers to receive authorization from individuals (“opt-in”) to disclose personal information.  In September 1998, the association adopted the Health Information Privacy Model Act because of the special issues surrounding health information. This model treats personal health information as a different type of information that receives a higher level of privacy protection.  The model uses an “opt-in” standard and establishes exceptions that allow insurers to carry on business functions without obtaining consumer consent.

Surplus Lines Program Offered Again in 2000

After a one-year hiatus, the Surplus Lines Education Program returned to the schedule of courses offered by the NAIC Education & Training Department. Regulators from 18 state departments, one international regulator from the Papua New Guinea Office of the Insurance Commissioner, and NAIC staff attended the program held at the NAIC headquarters in Kansas City, October 2-4. Enrollment was 32. 
Offered with assistance from the National Association of Professional Surplus Lines Offices, Ltd. (NAPSLO), “Surplus Lines” provides an overview of the surplus lines industry including the market, its evolution, surplus lines products, regulation of the marketplace, fraud, and NAIC activity regarding surplus lines and international insurers.

The 2½-day program included speakers from the industry provided by NAPSLO. They presented an overview of the market, the kinds of risks taken by surplus lines companies, and the role these companies play in the insurance arena. One program participant commented that the industry representatives provided a good balance to the program.

Presenting the regulatory perspective were Betty Patterson, senior associate commissioner, financial, Texas Department of Insurance; Mark Presser, assistant deputy superintendent and chief of the Property Bureau, New York Department of Insurance; and Philip Ballinger, Jr., general manager, Surplus Lines Stamping Office of Texas. 

The program ended with a panel on current issues in surplus lines. Panelists included Ms. Patterson; Mr. Presser; Marcus Payne, executive consultant, Crump Insurance Services, Inc.; and Joseph Timmons, president, Agency Management Corporation. Richard Bouhan, executive director of NAPSLO, served as moderator. 

Second Offering of “Automating the Examination Process” Held in September

Thirty-two regulators from 15 states attended “Automating the Examination Process,” September 18-20, at the NAIC Executive Headquarters in Kansas City.
This program is for financial, market conduct and information systems (IS) examiners, as well as IS coordinators in the insurance departments. It provides a forum for regulators to learn about software and methods that are available in automating the examination processes in the both financial and market conduct arenas. The program began with opportunities for regulators to share and discuss challenges they face in automating examinations and to suggest improvements. 

Direction for “Automating the Examination Process” is provided by the NAIC Audit Software Subgroup. Some of the topics covered were an overview of I-SITE and ACL, Special Risk Assessment Download and Use, and Planning the EDP Audit. New to the September program were sessions on “TeamMate 2000” and “E-Commerce – What Examiners Should Know.”

Don Gaskill, chair of the Subgroup and chief examiner in the Kansas Insurance Department, gave a presentation along with Richard Conover, financial examiner, Kansas Insurance Department. Other presenters included Tom Farrell, IS auditor, Illinois Department of Insurance; Marlin Kroenke, supervising financial examiner, Kansas Insurance Department; and Lee McLean, chief examiner, Insurance Division, Minnesota Department of Commerce. Several NAIC staff members also gave presentations.
Risk Based Capital (RBC)
Starting year-end 2000, the National Association of Insurance Commissioners will no longer produce the risk-based-capital filing software. This filing software will be developed and provided as an integrated or stand-alone product by the annual statement software vendors who choose to participate.

The forecasting spreadsheet and risk-based-capital overview and instructions can still be purchased from the NAIC Publications Department. However, the forecasting spreadsheet cannot be used to fulfill a requirement to file an electronic copy 

of the RBC report.

The RBC Forecasting Kit allows analysis of RBC data continuously and includes the Forecasting Diskette, Overview and Instructions and Newsletter.  The RBC Overview and Instructions explains the RBC Formula. 

The Risk-Based Capital Forecasting Kit is ready.  

Order your kit today at 

www.naic.org/1pubcat or call (816)783-8300.

State Lines

Turning State-Regulation Lemons into Lemonade

As the top business regulator in our state, I know that the Department of Commerce and Insurance touches the lives of almost every Tennessee consumer. The Department’s $59 million budget and almost 700 employees operate seven divisions and rank as Tennessee’s second-largest collector of revenue behind the Department of Revenue. From insurance and securities to consumer affairs, the Fire Marshal’s office, TennCare Oversight and 24 individual regulatory boards that include professions from cosmetology and boxing to accounting and pharmacy, Commerce and Insurance provides a myriad of services to business and consumers every day.
With the first year anniversary of my term as commissioner approaching in just a few days, my staff and I have been reflecting on the challenges faced, successes made and opportunities that are still ahead. I knew in November 1999 coming into office that our Department was under enhanced scrutiny because of Franklin American Life Insurance Company. My goals were to identify the issues, cooperate with the appropriate agencies and make any necessary changes or improvements. The circumstances that led to our accreditation loss were unfortunate but provided an opportunity to closely examine policies and procedures. The Department staff pulled together, and with the help and advice of my fellow NAIC commissioners, particularly Commissioner Costel, the Financial Regulation Standards and Accreditation (F) Committee, and Commissioners Nichols and Sebelius, we were able to make improvements that ultimately led to regaining our accreditation. None of our efforts, though, could have produced such results without the unwavering and continued support of our Governor, Don Sundquist. Because of the enhancements we made, I believe Tennessee has some of the strongest fraud-detection procedures today. I am proud to say we took lemons and made lemonade.

We have taken a good insurance division and made it better. Strengthening our fraud detection, investment confirmation, company analysis, documentation and communication processes strained our already thin resources, and there is more to do. Tennessee’s staffing levels and budget allotment have remained generally the same for several years even as the Department provides more services and oversight than ever before.  We are doing more with less.  Even with the resource challenges facing Tennessee, we are committed to being the most responsive, efficient and effective Department possible. 

In keeping with that strategy, the Department completed one of the most productive legislative sessions in recent memory. For example, a viatical settlements act was signed into law that created a dual framework for regulating viatical companies through both our insurance and securities divisions. Additionally, comprehensive changes to HMO regulation were passed by the legislature and signed into law.  

I am looking ahead to next year and the challenges that face our Department. For our Insurance Division, the focus will be on issues relating to uniformity and privacy regulation as we continue to actively participate in NAIC working groups to improve and streamline processes. Coming from a business background, I am fascinated by the rapidly developing demands being placed on our industries in the post-Gramm-Leach-Bliley marketplace.  Regulators must become multifaceted and learn to understand not only the in-depth entities we functionally regulate but  also the issues and processes of sister industries. Given the GLB provisions and the ever-changing marketplace, including consolidation and technological advancements, clearly established lines of communication between insurance, securities and banking are more important than ever. As regulators, we must be sensitive to the changes facing us today and act accordingly. This is an exciting time and has been one of the most rewarding experiences in my career.  I do want to sincerely thank everyone for their help, including my NAIC colleagues and the great state of Tennessee. 

By Commissioner Anne Pope

Tennessee Department of Commerce and Insurance
