NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

FINANCIAL SERVICES & INVESTMENT PRODUCTS COMMITTEE

NAPA VALLEY, CALIFORNIA
NOVEMBER 9, 2006
DRAFT MINUTES
The National Conference of Insurance Legislators (NCOIL) Financial Services & Investment Products Committee met at the Marriott Napa Valley Hotel & Spa in Napa Valley, California, on Thursday, November 9, 2006, at 1:30 p.m.
Rep. Rich Golick of Georgia, Vice Chair of the Committee, presided.

Other members of the Committee present were:
Rep. Debbie McCune Davis, AZ

Rep. Terry Parke, IL

Sen. Ruth Teichman, KS

Rep. Jerry Kooiman, MI

Rep. Jim Marleau, MI

Rep. Fulton Sheen, MI

Sen. Carroll Leavell, NM

Sen. James Seward, NY
Rep. George Keiser, ND

Rep. Francis Wald, ND
Rep. Brian Kennedy, RI

Del. Harvey Morgan, VA
Other legislators present were:  
            Rep. Mike Ripley, IN

Sen. Chris Steineger, KS          

Sen. Alan Sanborn, MI

Rep. Daniel Foley, NM

Rep. Eric Youngberg, NM

Sen. Jerry Klein, ND

Rep. Robert Godshall, PA

Sen. Ann Cummings, VT



Rep. Virginia Milkey, VT

Others present were:

            Susan Nolan, Nolan Associates, NCOIL Executive Director


Kevin Horan, NCOIL Director of State-Federal Affairs
MINUTES

The Committee voted unanimously to approve the minutes of its July 21, 2006, meeting in Boston, Massachusetts.
APPLICATION OF SARBANES-OXLEY TO PRIVATELY HELD COMPANIES      Mr. Horan reported that, as per a Committee vote at its Summer Meeting, NCOIL sent a letter to legislative leadership in all states regarding NCOIL’s opposition to a new NAIC model audit rule that would apply SOX-like corporate governance standards to privately held companies.   
Mr. Horan also reported that the House of Representatives Financial Services Committee held a hearing on SOX on September 19.  Mr. Horan reported that during the hearing members of Congress gave their thoughts on SOX four years after its enactment.  Among the comments, he said, were that smaller public companies have struggled with unnecessary costs as they have tried to implement Section 404 compliance; companies will spend $6 billion this year to comply with SOX; the legislation has limited capital in the United States by forcing some companies to list overseas; and auditing costs have skyrocketed due to the demise of four of the big eight auditing firms.

Neil Alldredge, representing the National Association of Mutual Insurance Companies (NAMIC), reported that many states will not act legislatively on the NAIC model audit rule but, in states where it is allowed regulators may try administrative routes to enact these changes.  Mr. Alldredge credited NCOIL for opposing the new model audit rule.
NAIC SECURITIES VALUATION OFFICE (SVO)
Commissioner Jim Poolman (ND) representing the NAIC and Chair of the NAIC Life Insurance and Annuities (A) Committee, reported that prior to 2006 insurance companies reported hybrid securities as bonds or preferred stock.   Commissioner Poolman stated that the New York State Insurance Department requested last year that the SVO perform a classification analysis of the hybrid securities of some domestic companies.  
Commissioner Poolman said that as a result the SVO classified the hybrid securities as common stock, which required companies to take risk capital charges on their annual statements.  He said this caused uproar in the industry.   In response, Commissioner Poolman reported, the NAIC created a Hybrid Risk-Based Capital Working Group to investigate the issue.   He said the NAIC working group offered a short-term proposal creating a common definition of hybrid securities and a reporting treatment for the risk-based capital charge companies have to take on their annual statement.  Commissioner Poolman stated that the NAIC Working Group will work towards offering a long-term solution in the coming months.
John Gerni, representing the American Council of Life Insurers (ACLI), reported that the industry and the NAIC are moving forward with permanent fixes to the problem and are also working on transparency issues in the way hybrid securities are classified.
CONGRESSIONAL INVESTIGATIONS INTO TITLE INSURANCE 

Mr. Horan reported that recent investigations by Washington State regulators found that several Seattle-area title insurers provided gifts, including trips, meals, and tickets to sporting events, to real estate agents and brokers in exchange for directing business their way.  Mr. Horan stated that the investigation noted that some of the violations were minor but that the industry is “rife with practices that have gone haywire.”

Mr. Horan stated that consumers may buy insurance from any title insurer they choose but most rely on the recommendations of their real estate representatives.  Mr. Horan reported that Iowa is the only state in the country that bans title insurance.  He stated that under the Iowa Title Guaranty Program, the state charges $110 for up to $500,000 in title insurance coverage.  He said with the addition of other associated costs, the total cost to the home buyer is around $400.  Mr. Horan reported that this results in a savings of around $1,000.
Lastly, Mr. Horan reported that the House Financial Services Subcommittee on Housing and Community Opportunity held a hearing on April 26, 2006, to look into title insurance abuses.  Mr. Horan stated that it is likely, with the recent takeover of Congress by the Democrats, that the new Financial Services Committee Chairman, Barney Frank, will look further into the issue and may consider legislation. 
Brett Palmer, representing the NAIC, reported that the NAIC Title Insurance Working Group is updating the organization’s title insurance model act and its title agents’ model act to address current concerns and that changes to those models may be approved at the December NAIC meeting.
PAYDAY LENDING
Mr. Horan reported that a Payday Lending Subcommittee, created by the Financial Services and Investment Products Committee at the February NCOIL meeting, had discussed items for inclusion in a possible NCOIL payday lending model act.  He said recommendations in a discussion draft submitted by Committee Chair Rep. Joe Hune (MI) after the 30-day deadline for the November meeting would:
· establish loan terms of between 15 and 45 days

· institute a $1,000 maximum loan cap

· use the term “finance charge” instead of “interest rate”
· cap insufficient funds fees at $25 and require that a borrower’s check be presented to his or her bank no more than two times

· prohibit collateral requirements
· allow payments in increments as low as $5

· require a database to verify the number and size of a consumer’s outstanding loan(s)
· require disclosure of the consumer’s payment obligations, the loan terms, and the date a consumer’s check will be presented

· require a prohibition against taking criminal action for failure to pay

· require consumer notification that payday loans are not intended to meet long-term financial needs and that borrowers may cancel a loan up until the second day after the loan is made
· require loan companies to collect and maintain information that is consistent with the banking requirements of the state in which it is doing business
Lenore Marema, representing The Surety & Fidelity Association of America, urged NCOIL to include a licensing and bonding provision in any model act it may approve. 

Uriah King, representing The Center for Responsible Lending, stated that the federal government recently capped all charges for payday loans at no more than 36 percent of the loan for military personnel.  He also stated that many states have chosen not to allow payday lending.  Mr. King stated that passage of an NCOIL model may open the door to more states allowing payday lending.

Rep. Keiser stated that there were inherent problems with the draft from Rep. Hune.  He stated that if NCOIL were to consider a model act it should include a provision that would create a database so that lenders could see how much outstanding debt a consumer has.  Rep. Keiser also stated that he supports NCOIL moving forward with a model as a way of providing guidance to states that do not have, but may want to pass, laws regarding payday lending.
Del. Morgan stated that he opposes passing a model act.  He further stated that ever since Virginia approved payday lending he has seen debt soar in his state.  Del. Morgan said that he sees no redeeming value in payday lending, having studied it for more than five years.

Rep. Foley said that payday loan companies serve a need in the community.  He said that if legislatures put them out of business, then they had better be willing to advocate to credit unions and banks that they must service the payday lending population.  Rep. Foley stated that those institutions have said they want nothing to do with that type of client.
Rep. McCune Davis stated that model acts are helpful and there is reason to move forward with the discussion.
Rep. Youngberg stated that he supports NCOIL passing a model act to provide guidance to states.

Rep. Kennedy offered a motion to table indefinitely all further discussion on payday lending.  The motion was seconded by Del. Morgan.  The motion failed by a vote of six to three.  Those voting in favor of indefinitely tabling the issue were Rep. Kennedy, Sen. Leavell, and Del. Morgan.  Those voting against tabling were Rep. McCune Davis, Sen. Teichman, Rep. Kooiman, Rep. Sheen, Sen. Seward and Rep. Keiser.
OTHER BUSINESS

REVIEW OF NCOIL MODEL LAWS, AS PER BYLAWS

Rep. Kennedy reported that the Identity Theft Protection Model Act was scheduled for review.  This model was first adopted by NCOIL on November 21, 2003.  Rep. Kennedy stated that the model would protect consumers from misuse of their personal financial information by those with the intent to defraud another person or with intent to commit any violation of federal, State, or local law and would make such offenses felonies.
Following discussion, the Committee readopted the model act unanimously. 
PROPOSED 2007 COMMITTEE CHARGES

Mr. Horan said the proposed Committee charges for 2007 were as follows:
· further consideration of proposed model legislation regarding payday loans

· examine regulatory issues relating to title insurance, and take a position as appropriate

· investigate issues regarding the proposed entry of the banking industry into real estate and take a position, if appropriate

· examine regulatory and jurisdictional issues regarding annuities
· monitor NAIC attempts to introduce elements of Sarbanes-Oxley into the Model Audit Rule, as well as NAIC Securities Valuation Office (SVO) activity
Rep. Keiser moved to remove the charge relating to the banking industry moving into real estate.  The Committee removed the charge via voice vote.
The Committee adopted the amended charges via voice vote. 
ADJOURNMENT
There being no further business, the meeting adjourned at 2:45 p.m.
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