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E-commerce revolution has yet | In this issue.
tO take |nsurance market by Storm Insurance regulators can't

quite come to terms with

electronic commerce. We
By Scott Hoober

ReEcuLATOR staff writer recognize its value in today’s

If you keep up with the business media, you know that e- marketplace, but shudder at

commerce is the coming thing, a whole new paradigm that's set to the thought of supervising it.
sweep aside the tired old economy. In this issue, we take a long

Butin the insurance field, in particular, the response has been
distinctly underwhelming,

o

look at e-commerce and its

with relatively few impact on the regulatory
companies actually environment. In particular, we
selling insurance explore the role of quoting
products in
cyberspace. agents (a.k.a., aggregators, e-

Is the industry malls, or cybermalls) in help-
missing something? 48B98D 1 2F ing consumers navigate
Or is the e-commerce .

. . through dangerous electronic

revolution passing
regulators by? And if IRES members: stop shudder-

it is, should we be
worrying about it?

First a little perspective. Last fall, or so the TV news programs
told us, everyone stayed home from the mall and shopped on the Web.— Wayne Cotter, Editor
In reality, only about 2% of all Christmas gifts and other fourth-
quarter purchases were consummated online. And Amazon.com, te_—
most highly visible of all the Web merchants, still isn’t profitable. =_I|\/|AY 2000

So e-commerce has yet to kill off the old bricks-and-mortar mpd

ing and begin reading. You
won'’t be sorry.

of selling products to consumers any time soon. But it is likely to Remembering Paul 9
change it. Continuing Ed News 7
1% or 60%? Aggregators and the Web .............eeeeeeseess

Take buying a car. Those widely publicized shop-by-Web car| | Acall for restraint
sites can take credit for a grand total of 1% of all cars sold last yegrHRegulators, inSurers and e-Commer ..............
And yet fully 60% of all car buyers used the Internet to compare | | Re-tefining insurance on the Internet
features and prices before driving over to the dealership. Regulatory RoundUp

If the same sort of thing happens to insurance — consumers | | Scénes from San iego SCHOO ....uvcwrvvee
Register for New Orlgans CDS ...............cceeeeees

continued on page 4
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The Regulator’ From the President

Wayne Cotter, Editor

quépasa@sprintmail.com Remembering our

IRES PUBLICATIONS COMMITTEE

Paul J. Bicica, CIE, Vermont, CHAIR f . d P l
Wayne Cotter, CIE, New York e Frank Seidel, CIE, Pennsylvania "en ) au
Scott Laird, Texas ® Kathleen McQueen, New York
¢ Jann Goodpaster, CIE, Oregon ® Gerald A. Milsky, CIE, Virginia For those of you who have not
IRES Officers & Board of Directors heard, we lost a dear friend of ours.
Executive Committee Since we knew him well, it is only
President ................ Angela K. Ford, NC.............. 919-733-4935

President-elect ........ Stephen Martuscello, NY ....... 518-474-9838 hﬂmg that we speak of him.
Vice President ......... Jann Goodpaster, OR .. 503-246-3715 Paul DeAngelo served as the Assistant Commis-

Secretary ... . Paul J. Bicica, VT ...... 802-828-4884 . f Enf d .
Treasurer ..... . R. Weldon Hazlewood . 804-371-9150 sioner of Enforcement and Consumer Protection
Past president ......... Gary W. Meyer, MO ........... 816-889-6207 Division of the New Jersey Department of Banking

Atlarge......ccoee.... Christel Szczesniak, CO ........ 303-894-7499

and Insurance. His responsibilities included con-
Board of Directors

- Ed Mailen, CIE, Kansas H H H
Po . i Vemont - Sl CE Ko sumer complaints, producer licensing, company and
Gary L. Domer, CIE, unofflited Gy W. Meyer, CIE, Missour producer enforcement as well as market conduct
Pamela Donnewald, CIE, lllinois ﬁ?"ﬁl‘ﬂ AMMAJI\SI('YLGEI, \gllglrl‘\llqb }
ichelle M. Muirhead, CIE, Nebraska H H . H _
gféfeyDé l.EvE?;ID::E:NAc;EryIQnd B Ronge O, e examinations. Paul began his career with the Depart
. ohn H. Reimer, CIE, Kansas . . .
pngeink Ford, CIE Norh Coroine (e A Roberson, AF, Nevads ment in actuarial services and served the Department
tter ( Cynthia E. Smith-Campbell, CIE, Missouri
Jkérujsgfzc:;z‘ﬁfé Ocliggc\’/?rginic Christel L. Szczesniak, CIE, Colorado some 20+ )’eG rs.

" Do N S.Th , CIE, Dell M 1
Sichord T, Kelly. OF, Neveda Tommy Thompson, CIE, Oklchora Paul served as chair of the NAIC’s Multi-State
Howard L Magil, O, Tennesses  SireyF. Willams, G, Norh Carclna Life Insurance Task Force and coordinated the Multi-

CommiTTee CHARS State Market Conduct Examination of Prudential Life
EXeCUtiVe -oooocooerreee Angela Ford, NC, chair Insurance Company. He additionally served as the
Accreditation & Ethics .......... Jann Goodpaster, OR, chair chair for the NAIC's Rep|acement Issues SUng’OUp
Meetings & Elections ............ Stephen Martuscello, NY, chair and was serving as the chair for the Suitqbi“ty
Publications ........c.ccceveeuenn.. Paul Bicica, VT, chair Working Group.

Education ....ccceeevveeeeeeeeann. Christel Szczesniak, CO, chair | met Paul while he was coordina’ring the Multi-
MEMbrShip ...ooocvrrecron Gary W. Meyer, MO, chair State examination on Prudential. My first impression
FinaNCe ...ooveeeeeeeeeeeeen. R. Weldon Hazlewood, VA, chair

|//

of Paul was that he must be a pretty “cool” guy
because he had a ponytail (like you didn’t make the
IRES Section Chairs same assumption!). | found out much more about

Marker Conpuct

LecaL CounseL: Craft-Fridkin-Rhyne, Kansas City

. Rates & Forms: ProperTY-CasuALTY
Kirk Yeager, CIE, Colorado Polly Chan, CIE, California PGUI. .
Fruancat Rees & Fouws: L Heat Paul established a roadmap for regulators. The
Donald Carbone, CIE, New York Marvelln Bakor. AJE. OHO
aryellen Baker, AIE, Ot . H . . . .
Consumen Seaves & Conman Havouns o™ 0 " 00 Prudential situation was the first of its kind. Paul kept
Pool Bicica, C, Vermont Susan Ezalarab, CIE, Wisconsin everyone in the loop. No one participating could
Propucer LicensiNG & ContinuiNG Ep . . ' . .
Laurna Landphier, Wisconsin claim a lack of information relative to the matter.
Year 2000 CDS Chair Paul worked tirelessly by calling us; advising us;
Michelle Muirhead, CIE, Nebraska ] . . Y y g us, g us,
faxing information; setting up teleconference callls;
T Recuron i published every ofher month by . ) : :
oo spovec ey shermenh 7 e www.gorires.org etc. The most important thing that Paul did for us

I:|=_ |NSURANCE REGULATORY Opinions expressed in this publication are the

=4 Eypviners SOCETY eubert onddo et ety werrithe | wis o keep s on the right path. In these matters,
130 N, Cherry, Suite 202 Olathe, KS 66061 el o) Paul exuded an air of calmness and assured us all
913-768-4700 FAX 913-768-4900 that we were on the right path.

IRES Continuing Education Line: 913-768-NICE .

David V. Charirand, executive secretary e-mail us at AHer the Prudenhql mCIﬂ'er wdas Ovel’, PC]Ul re-
e P ctor ireshq@swbell.net

continued on next page
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Paul DeAngelo

Regulator extraordinaire

began that Paul’s seat was empty. | asked Gene,
“Where's Paul2”

Gene indicated that Paul was going to catch
an ecr|y flight so that he could get home to his
family. | jokingly said, “... and he left us here to
face this crowd!” Gene replied with a smiling
yes. | smiled too. | guess we both knew that Paul
had already left us a

roadmap. -,

jééq({q

RES PRESIDENT

minded us that our job was not done. We as regula-
tors needed to take definitive action to prevent
churning and twisting. He reminded us all in a
variety of ways. Paul cornered me at a NAIC meet-
ing and advised me of the Replacement Issues
Subgroup and emphasized how we all needed to
participate. He went on to say that North Carolina
was not represented on the subgroup. As Paul was
not the type of guy that you could turn down, suffice
it to say that North Carolina (as well as quite a few
other states) participated on the subgroup. This
group was successful in its work as evidenced by the
current model law on replacements.

Just when we thought the matter finished, Paul
indicated we had not addressed this matter fully as
one of the concerns noted in the Prudential matter
was suitability. Again, Paul took charge and re-
minded us of our responsibilities.

| saw Paul a few weeks ago at the IRES
Foundation’s “Market Conduct Regulation Program.”
He was doing his usual, making us look good. We
had all participated in morning sessions; had lunch
and were preparing for the last session. There were
five of us seated at one of the tables. Janet Glover
and Mary Kreuter represented the New York Depart-
ment; Gene Gery and Paul were slated to represent
New Jersey; and | was the representative from North
Carolina. | noticed some minutes before the session

Paul L. DeAngelo
1953 - 2000

Paul L. DeAngelo, 46, CIE, FLM,
served as Assi stant Conmi ssi oner
for the New Jersey Departnent of
Banki ng and | nsurance. Paul died
April 5 as he was returning froma
speaki ng engagenent at the |RES
Foundati on sem nar in San D ego.

He was born in Trenton, and
lived in New Egypt, New Jersey, for
18 years.

Paul was a devoted father of
three wonderful children, ages 10,
15 and 17. He was al ways very
concerned that they have the
opportunity to continue their
education and follow their dreans.
Friends of the fam |y have
establ i shed an education fund for
t he DeAngel o chil dren: The
DeAngel o Education Fund, P.QO Box
39, New Egypt, New Jersey, 08533.

Son of the late Louis DeAngel o,
he is survived by his wife, Tina
Duritt DeAngel o; a son, Jereny of
New Egypt; two daughters, Rita and
Cl ara DeAngel o of New Egypt; a
brother, Louis of Hamilton; and his
not her, Irene DeAngel o of Trenton.
He was a menber of the Church of
the Assunpti on.

Paul will be sorely m ssed by
all | RES nmenbers.
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Waiting for the e-commerce revolution

passed the UETA in what you might call a clean

continued from page 1

comparison-shop online and then buy through
traditional channels — then the Web becomes just
another marketing medium, and little or no regulatory

response is needed.

But if companies start to sell policies directly
through consumers’ personal computers, the threat of
fraud and abuse begins to grow. Not from traditiona

companies, in all
likelihood, but from
scammers in the Czech
Republic or Mali
pretending to be U.S.-
based insurance
companies.

That's when state
regulators will be asked
why they didn't anticipate
change and adapt to it
before consumers were
defrauded, companies
disappeared and claims
went unpaid.

As a matter of fact,
selling insurance over the
Internet is far from
theoretical. Several sites

— eCoverage.com and annuity.net, to name but two —
already sell insurance products online. eCoverage.co
is based in San Francisco, which makes it a Californi
domestic insurer. But how do you sign up for

version: exactly as it was written,” said Ray Spudeck,
senior research associate with the National Association
of Insurance Commissioners.

“But California exempted something like 28

ee

An active consumer who

can cheaply and easily com-
pare prices can systematically
undermine actuarial science

in a fundamental way.

99

Yet those who remember how long it took to get
microfilmed signatures accepted in court may feel a
éeal need for UETA — especially since digitized
signatures are a whole lot easier to forge than pen-and-

sections of their insurance code,” Spudeck added.
“The NAIC position was not to recommend any
| others that ought to be added.”

Some people, including
Kansas City attorney Art
Chartrand, say the entire
electronic signature issue is
moot.

“The laws out there don't
say electronic signature, but they
don’t say pen and paper
signature either,” Chartrand told
a LOMA Emerging Technology
Conference. “They say signature.

“I've seen no signature
statutes that specify you have to
use a Bic pen versus a pheasant
quill either, but we don’t draft
legislation about those. |
guestion whether we need all this
enabling legislation for
electronic commerce.”

coverage? Is an electronic signature valid? And how ¢ O microfiche images.

you pay for it?

One part of the answer is UETA — pronounced
you-Ee-ta and short for the Uniform Electronic

Channel problems
The fact is, though, that with or without UETA,
most insurers haven’t begun to rely on e-commerce

Transactions Act — a model code adopted by a numb@ry heavily at all. And according to a survey

of states, including California. UETA gives legal

conducted last year by Booz-Allen & Hamilton, that

standing to electronic signatures, a new concept but &&s little to do with regulatory issues.

essential one if e-commerce is to get anywhere.

Instead, insurers listed their agent networks as one

Yet in eCoverage.com’s home state, the Legislatu@ktheir top concerns about E-commerce.
added so many exemptions — areas in which electronic As of last February, the Booz-Allen study found
signatures are not in fact valid — as to make the bill that although advanced Web-based applications could

useless for many applications. In some states that ha@ét distribution costs by “upwards of 60%,” only about

passed a version of UETA, insurance has been

exempted altogether.

sales.

“Some states, Pennsylvania and some others, have

4 The Regulator”

1% of the insurance Web sites surveyed featured online

continued on next page



Waiting for the e-commerce revolution

continued from previous page [in some markets]. But no agencies | know are closing
Fully 50% had some marketing content, 22%  as low as 1%.

offered basic customer support and product Overall costs for a Web site may seem low when

information, 7% offered online quotes and 1% offereddivided by the number of people who visit it, but the

interactive customer service or online sales. cost per sale can be higher than through the agents.
What's more, said Gil Irwin, the Booz-Allen “Where people thought this would be the cheapest

officer who supervised the study, “Nearly all distribution channel, it could be the most expensive,”

participants said they don’t expect the Internet to altefaid Finnegan. Which may explain why only one of the
their business practices materially or immediately, nomajor insurers, Progressive, sells directly on the Web.

affect the industry’s cost structure. The situation may be quite analogous to auto sales
“Insurance companies are inconsistent in their ~ on the Web. Few buy but many get price and product
approach to the Internet,” Irwin information. Yet even when
added. armed with competitive
“On the one hand, they information, auto buyers still
recognize the Internet's end up buying from a
implications for pricing, products traditional dealership, and
and service. At the same time, th the same manufacturers
industry is far from embracing the still get the business at
interactive potential of the a price they can live
Internet to serve customers in the 48B 98D ' 2F with.
same way that banks and In the case of
brokerage firms are striving to / insurance, though, Web-
do.” based price comparisons
Several insurers have begun are leading to what
moving claims services to their Finnegan has called an
Web sites, saving significant time “auto insurance pricing
and money for themselves and their customers. crisis.”

But until they resolve what are known as channel ~ Let’s look at the numbers. According to a survey
issues — their interest in selling via the Web vs. theirFinnegan’s firm recently conducted, the average
need to keep agents and brokers happy — companiegonsumer can save 40% on auto insurance by compari-
seem unlikely to jump into e-commerce with both feetson-shopping online. The industry’s average profit
Daniel Finnegan, president of Quality Planning margins are 3-5%.
Corp., a consulting firm that advises insurers on “If you can get a 40% discount on the Web, and it's
underwriting issues, says there are some other strong 3% business, where do you think that other 37%

business reasons to avoid selling insurance on the We@nes from?” he asked. “The business is not over-
at least for now. priced 40%. Even the Ralph Naders aren’t saying that.”
Stealth attack So where are those big savings coming from?

First, comparative shopping on the Web can be In Flnneganfshwell/y, It sfa tot'zlallly.ll.nad\f/gr;ent .
very expensive for companies, Finnegan said. If a ;?0”5?191@’;]‘39 0 tb? ind o av(;;u ability o 'T_ orma;tjlodq
company goes so far as to pay for a credit report and or which the Web is renowned. Insurers slice and dice

claim history, the cost could run to $5-6 per quote — the market differently, only now, for the first time,

and the overall conversion rate for Web shoppers is jﬁgpsumgrs are in a position to take advantage of 'F'
1%, way lower than what it is for people who call or For instance, one company may have a cut point
visit agents. for young drivers at 24, and somebody else might have
“It varies, but sales agents can close 60% of the continued on next page
people they talk to,” he said. “It can go down to 10%
The RegulatoP 5



Still awaiting the e-commerce revolution

continued from previous page may have read about in the press about buying

it at 22. So a 23-year-old who gets quotes from 30 insurance over the Web.
companies will find one that's cheaper. Meanwhile, a  Like the insurers, there are areas of electronic
big company may slice up their territories more ﬁne|ytransactions that departments have jumped on with both
than the competitor with 1% of market — who perhapfeet. SERFF is probably the best example: a way to
considers the entire county as the same territory. ~ automate a function, but something that doesn’t

So a 23-year-old living in a high-risk neighborhoothreaten to upset the regulatory applecart.
may come across a policy If regulators should be encouraging e-commerce,
that will save him big bucks. whether because it's a popular idea or because it can
Or someone who drives her reduce transaction costs, they certainly don’t seem to
own car 90,000 miles a year be doing it. And if the proper role is one of caution, of
" would luck into a company Warning consumers of the risks inherent in buying
that doesn’t keep tabs on its insurance without sitting down with an agent, well, that

customers’ mileage. seems to be lacking as well.
“You don't know that Meanwhile, whether or not a lot of insurance is
you did that,” Finnegan says. being sold on the Web, the area is a highly volatile one.
“All you did was put in your And if Finnegan is right, out of that turmoil could
information, get 30 quotes  come some significant changes for the entire industry.
back and pick the low one.” “I've seen internal studies from four different
Finnegan: prices are But the really scary part companies,” he said, “and all reached the same conclu-
‘crashing’ on the web of it all is that actuaries, as  sion: Increasingly, the the market's been bimodal.
they currently work, can’t “There are consumers who just expect good service
handle this possibility. — that’s what they buy, they assume it, and they're

“Actuarial science essentially pulls a bunch of ~ shopping generically for price. And then there’s
people together and says, ‘We assume the future’s another group of consumers who tend to be older, who
going to be like the past,” Finnegan explains are loyal to companies. . .who tend to have personal

“We might trend it or one thing or another, but ~ contact with their sales agent. Those are two very
people with these characteristics on the average will different markets.”
cost us $100, so we’'ll put in our overhead and so on It's hard to know whether that’s a transition thing,
and charge them $130 for insurance. But actuarial ~ Or whether we're in for long-term changes in the way
models essentially assume an inert consumer. insurance products are sold, Finnegan said.

“An active consumer who can cheaply and easily ~ “Increasingly insurance is a commodity, and |
compare prices can systematically undermine actuariéPn’t know how far that goes. I don’t think anybody
science in a fundamental way. It's a stealth attack ondoes know. | know we have a split market, and
profitability.” everybody's seeing it. We know the trend is toward
commoditization, but how far that trend can go is

If insurers aren’t sure what to make of e-com- ~ @nYone’s guess, | think.” _ _ _
merce, to all appearances, state regulators are no moreThfa car.s-on-the-web example might F’e Instructive,
aggressive when it comes to talking about it in public.he said, with the Web knogklng down prices.

At least that's the conclusion that seems logical  COnSUMer information is spreading around, and
after a review of state Web sites. Only one state talkettgl]a“t IS po_tenUaIIy F:ausmg a sea change,” Flnpegan said.
about UETA, and even with some digging, we were We did an estimate recently where we said that for
unable to come up with any discussion of privacy every 1% of the market that shops on the Internet,

issues, fraud or any of the other topics that consumel@ere’s an 8% drop in industry profitability. The
problem is really fundamental Il

Where the states are

6 The Regulator”



C.E. News

NI CE transcripts for the cur-
rent conpliance period, Sept.
1, 1999 — Sept. 1, 2000, wll
be sent out in May. Watch for
themto arrive in your mail box!

Have you paid your | RES nenbership
dues and CE fee? Don't risk the
suspensi on of your designation.

How about publishing an article
for CE credit? — One credit is
granted for each 500 words (with a
maxi mum of 5 credit hours for
2,500 words) of an article pub-

i shed by professional insurance
organi zations. Qualifying ar-
ticles are those that have been
publ i shed in recogni zed nmagazi nes,
journals and wi dely distributed

i ndustry newsletters. No partial
credit is granted for increnents

| ess than 500 words.

Has your address changed? |f so,
you may e-mail your new i nforma-
tion to ireshg@wbell.net or com
pl ete the “Address Change Notifi -
cation Forni (page 16; N CE
Manual ) and fax to 913-768-4900.

More questions? Call us
at 913-768-NICE

N-T1-C-*-E

Welcome, new
IRES Members

Joshua F. Allotey, Sr., IL
Kathi Arnstrong, IL
Russel |l S. Burke, GA

Paul L. dark, GA

Delton W Daughtry, NC
Sarah J. Fore, IL

Martha C. Gannon, Feder al
M chael C. G vens, NC
Randol ph L. Gay, FL
Ronald E. Green, LA
Paricia S. Hahn, IL

Craig A. Hillyer, IL
Joyce B. Johnson, NC
Berhane G Kristos, IL

Di anne Lancaster, NC
Wanda M LaPrath, Milti-State
Terry L. Lowery, NC

Janes Mat heson, AIE, NY
Sheryl A Morrissey, FL
Debra Mae Myers-Hutchins, DE
Janmes Nichol son, CA

Lee Noren, AlE, FL
Timothy L. Peedin, NC
Leslie C. Ransey, DE
Bonnie E. Ribble, IL

Ri chard S. Robi son, LA
Kashyap C. Saraiya, AE, NY
Jeffey W Vandider, W
Mary E. Vanl andi ngham LA
Percy L. WIlkerson, IL

J. Preston Wnn, VA

Attention Regulators : What innovative
approaches is your state using to attract
qualified examiners? If you think your state
has a story worth sharing with other regula-
tors, please contact Wayne Cotter, via

quepasa@sprintmail.com
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The role of "aggregators’ in internet insurance sales

By Ron Kuhnel and Eric Loewe
There are a variety of approaches to this, but the
common theme is to provide the consumer a way to
fulfillment channel for insurance, and consumers compare prices by filling out a single quote form and
clearly are interested.” then provide a list of insurers interested in the business
The major aggregators such as InsWeb and and their prices. In the last few years, the major
Insuremarket have had great success in attracting aggregators have generated web traffic rivaling the
shoppers to their web sites. In addition, these sites angation’s largest insurers.
successful in accomplishing their objectives. A
recent survey by one aggregator indicated
that 44% of customers that completed a
shopping session had switched insur-
ance carriers. This indicates the con-
sumer is benefiting from the Internet in
a major way.
Traditional insurance companies
with strong balance sheets and good
brand equity have recognized the need
to leverage the Internet. However, many 4 8 B 98 D ' 2F
are constrained, by a variety of reasons
from rapidly establishing a major
presence directly. A good solution for
these companies is to partner with an
aggregator.

The Internet is an attractive distribution and

Driven then by market pressures and
consumer demand, such aggregators are
enjoying major growth as consumers learn
the benefits to be derived from online shopping. These
aggregators, which function like an on-line agencies/ Not all insurers are enamored by these develop-
shopping malls are also sometimes called “insurancements since they intensify the pressure to compete
cybermalls”. The basic principle of such an e-com- more actively on price. Nevertheless, this is a trend that
merce intermediary is to provide the consumer with anan be expected to continue

unbiased marketplace to compare insurance products |t is also typical of such insurance aggregators to
and prices, and if the consumer is interested in possilpJovide access to both general and specific insurance
purchase to provide a capability to connect with an  information. This is a particular strength of the Internet,
agent or possibly purchase the product directly from and can be accomplished through the use of frequently
the web site. asked questions (FAQ’s) and other means such as
insurance analyzer software. This way it is possible to
give a consumer a very large amount of information
such as suggested amounts of insurance coverage to fit
specific situations or recommend particular forms of
coverage.

Mr. Kuhnel is an e-commerce consultant for
InsWeb, which is based in Redwood, Calif. He is
the former Chief of Information Management for
the California Department of Insurance. Eric
Loewe is Associate General Counsel for InsWeb.

8 The Regulator”



‘Aggregators’ and insurance sales over the Internet

continued from previous page sumer service to attract and retain customers.

A glossary of insurance terms and access to articles So while the expectation is that major insurers will
by experts and consumer groups can all add greatly toontinue to enhance their own web sites this trend will
the ability of the consumer to make educated choicesonly reinforce the principle of comparison shopping for
Unlike price comparisons, nearly all insurers embraceénsurance, the aggregators particular strength.

this, as an educated consumer is probably more likely  |n summary, e-business is most certainty with us
to purchase coverage than an uneducated one. and the aggregator will continue to provide an impor-
The more successful aggregators have a numbertaht role. While most conventional insurance compa-
characteristics that separate them from the competitiories will continue to grow their on-line business, and
Many have a large number of different insurance on-line binding allowing direct sales will become a
products — property and casualty as well as life and reality in the near future, an increasingly well educated
health. In addition, they’ll be offering products from a consumer will continue to look for ways to compare
large number of well-known and respected insurers. prices, get unbiased advice, and complete the sale on-
Finally, the web site itself will be well designed, of  line. The aggregator is uniquely positioned to accom-
high performance with little or no delays in returning plish this successfullyu
pages, and protective of the consumer’s privacy and
security. Not all such web sites meet these criteria, but
the competitive marketplace and vigilant regulators
will tend to weed out the ones that come up short.

One of the major advantages to be gained by the| DON'T he left out in the New Orleans
aggregator is aggregation of data, such as customer heat Get your room IIUW"

files and preferences. This, however, may not be
readily available to the aggregator. Major concerns

. ) . = G @t -~ 8 = 3 € O
about both privacy and unfair competitive advantage |[j. = . - e C e =
are already being raised by regulators in all areas, eV fuwms fee free fon e Sois Sro
in the case of merged companies, and any attempt byjj| - HYATT
=T T e

third party to do the same may well meet with substa
tial regulatory resistance. Nevertheless, with care tak P T
to ensure that aggregation is kept at a high enough R &

level, such as integrated advertising, click-throughs tq
related markets, and the like, there is no reason why T
this cannot become a viable role for some aggregatofs| g T ey e

@ b —)

There has been some concern that the aggregatac Sy -
would fall under the influence of the major insurers, 1)
reducing their independence and therefore consumer
confidence. Thus far this has failed to materialize, an ) i
the major aggregators have continued to provide good web site for those wanting fo start
independent and accurate quotes. In fact some insurgrshow to plan their trip to the IRES Career
have begun to offer quoting systems on their own wep Development Seminar in August. The site
sites, even showing competing insurers with lower is at: http://www .hyatt.com/usa/neworleans
prices, and relying on other factors such as strength ¢f
assets, claims paying performance, and overall con-

s

, The New Orleans Hyatt Regency has a
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A Call

u r created by the internet?
R E ST R AI NT One observer thinks everyone

should relax a little.

Are we over-reacting to

insurance regulatory issues

by Wayne Cotter
RecuLaTorREditor

, _ cal infractions, boosting fines to astronomical levels
Eormor's Note Arthur J. Chartrand, a national without thinking whether these infractions really have
insurance regulatory legal consultant, has been 9 ., ) y
following insurance and e-commerce issues since hurt the consumer.” Companies fear, Chartrand says,

the emergence of the World Wide Web. The that this same mindset is likely to pervade the elec-
following reflect his thoughts on what regulators tronic marketplace should insurers choose to make a
should be doing to help insurers embrace the new full-fledged commitment.

technology. They envision insurance department examiners

seeking out traditional paper trails, including handwrit-
Very few insurance transactions are being fully  ten signatures, in a market

consummated on the Web, says Art Chartrand, a place that does not readily
former NAIC counsel. “I've done no empirical studiegend itself to such an
on the matter,” he acknowledges, “but my strong approach. Insurers also
suspicion is that most consumers are obtaining quotegyestion, he says, whether |
and seeking advice through the Internet, but the deal isakes sense to totally
invariably closed through a human intermediary—an revamp their methods of
agent calls or an application is mailed.” conducting business if only
He dismisses suggestions that perhaps consumetg nandful of states will
are a bit leery of transmitting large sums of money to sypport such efforts. Chartrand on technology:
insurers via their computers noting their willingness to  « ynderstand regulators 70" it- don'tfight it
shell out big bucks for home electronics, computers, can’t condone an ‘anything

and even automobiles over the Internet. It's a good goes’ policy,” says Chartrand, “but when certain states
point, but it begs the question: Why not insurance? are having serious discussions on whether all insurer
Chartrand places much of the blame for the web sites should conform to one standard, | think
industry’s lackluster presence in the new market with\ye've gone over the edge on regulatory control of e-
regulators who are failing to send the right message tgommerce.”
insurers. “Regulators should be embracing the new  “Restraint is the key word,” Chartrand stresses. He
technology,” says Chartrand, “but instead many are points to lliinois, North Carolina, Kansas and Nebraska
sending signals that tend to stifle innovation.” as states that are models of restraint when it comes to
“We have been blessed with a ten-year period in |etting insurers test the market in new and innovative
which liquidations and rehabilitations have been ways. “Texas and New Jersey will also work with you

many states have shifted their focus to various techni-
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Chartrand on technology

continued from previous page develop whole new rounds of statutes and regulations

Arkansas Commissioner Mike Pickens’ approach anaIO replace the ones now being implemented.

notes that New York is far more open to innovation
than in past years and also boasts a “seasoned staff
that truly understands industry problems. On the other When it comes to agents and brokers, Chartrand
hand, California continues to be a challenge for thoseStill pleads “restraint.” So-called “quoting agents”

seeking innovative solutions to complex problems. ~ (Chartrand prefers the term “e-malis”), such as InsWeb,
are not really agents in Chartrand’s view, and should

Laws and Regulations not be required to be licensed. “When you think about

What then should regulators be doing to monitor it, e-malls function much more like a
newspaper ad or@nsumer

the e-commerce market? In Chartrand’s opinion: Get N
out of the way and see where the train is headed. ‘I‘?eportsartlf:le,. Says Chartrand.
Chartrand suggests that what we don't need is a They prov:de mformgtlon for the
“flurry of new laws and regulations” to deal with any consumer.” There wil b(.e.tlmes,
perceived problems associated with e-commerce. howgver, when _sucl_w entltlc_es crosg
“Most of the current laws are sufficient,” he says, the line apd begin dispensing advi
“provided they are interpreted broadly.” He thinks theﬁ‘t that point, says Chartrand, they
people who spend inordinate amounts of time thinkin ould be functioning as agents an
about where a cyberspace transaction actually takes
place “probably have too much time on their hands.”
Current laws require that insurers must be licens

» Agents & Brokers

) “Get out of the
hould be licensed as such. way and see

With respect to commissions, | where train is
<ghartrand believes e-malls deserve headed.

compensation if they are generating business for

to transact business within a state. Thus it's _ dl t whether thev h q ,
Chartrand’s position the appropriate situs of an indi- |_nsurers regar .es;.:, ot whether they have a producers
icense. Commissions for e-malls would only encour-

vidual insurance transaction is the purchaser’s primallg . . . .
residence. “It's just common sense,” says Chartrand ge more quoting services and ultimately more infor-
“since individuals can’t have multiple primary resi- mation for consumers to comparison shop.
dences, the issue really is a no-brainer.” time for Uniformit

“If too many laws and regulations are drafted in thglo Ime for niiormity
wake of e-commerce,” warns Chartrand, “we may Contrary to recent NAIC pronouncements, this is
freeze ourselves in time.” His contention is that not the time, Chartrand believes, for more uniformity
today’s technology may become obsolete long beforeVhen it comes to e-commerce. “The last thing we want
most of us imagine. New forms of electronic com-  t0 do with e-commerce is stifle growth by imposing

merce will be here and regulators will be compelled t@n€ monolithic set of rules and standards,” says
Chartrand. “We need to encourage experimentation,

creativity and entrepreneurship in any way we can.”
Regulators, Chartrand believes, should be unified
!Q with respect to embracing the new technology, but that
should not spill over to a unified set of standards to
If too many laws are drafted in deal with it. “After all,” he asks, “why have 50 regula-
o e 6 ExEaTTEES, e tors if we're just going to adopt one approac!iil

may freeze overselves in time.
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A look at how the Internet can help insurers
Improve their relationships with regulators

by Steve Feldman, InSystems relationship, and these relationships need to meet the
o , _ demands for immediacy and customization.
Now that Y2K is just a distant memory, insurers . .
. . o Leveraging the Internet to accelerate and improve
are making e-commerce a high priority. Industry L . L : .
communications will provide insurance companies with

executives are demanding that e-commerce strategieﬁ,1 . . :
: . _ e forms and information they need to comply with
be implemented as quickly as possible to address the

L . : regulations in a more cost-efficient manner. By filing
changing insurance business environment. . o ,
. N on-line, paperwork is eliminated and return on invest-
The Internet’s impact on sales is significant. But

S L : _ ment is more quickly realized.
equally significant is its impact on the vital carrier-to- . .
_ _ Internet-based solutions can facili-
regulator relationship. As a result,

. ! . tate communication and collaboration
insurers need to redefine their

_ _ between regulators and insurers
regulatory compliance strategies to .
. . through a central location where
remain competitive.

) products can be monitored and
The typical process for launch-

_ , tracked in real time.
ing an insurance product takes

months to reach the marketplace. Insurance compliance via

At the end of the day, it is critical the Internet

to ensure that what has been George Nichols, President of
approved by the DOI is indeed NAIC has said, “Only the fleet
what is being sold, underwritten footed will survive in the new
and serviced. As many insurers world created by the Gramm-
have discovered, the cost of non-compliance — from_each-Bliley Act.”

market introduction delays to financial penalties Compliance is higher on the agenda of insurance
resulting from market conduct exams — can be stag-companies as evidenced by the increase in higher-
gering. profile market conduct fines and more companies

Internet-based technology solutions (whether  introducing the role of a Chief Compliance Officer
portals or Application Service Providers/ASPs) are  (CCO). As compliance professionals migrate to the
playing an increasingly pivotal role in facilitating the |nternet, they should be looking for solutions that
carrier-to-regulator relationship that affects an insurerggntribute to stronger relationship with regulators,
ability to get product to market quickly. decrease the time it takes to get a product to the market,

More and more new insurance products are flowirgcrease costs and increase productivity. These solu-
into the marketplace ata rapid rate. This means evVelibns must offer Comp|ete|y secure, 24-hour access.
more frequent contact between carrier and regulator in - Compliance solutions like customized web portals
the effort to win approval of new or changed productsgan offer a number of benefits, in both life-health and
This, in turn will encourage the adoption of e-businesgroperty-casualty products. They facilitate relationships
processes and stimulate increases in technology speRg-creating a community between insurers and regula-
ing. tors where the ‘portal’ acts as the access door. In

From ‘Document-Centered’ addition, they:

to ‘Internet-Centered’ Relationships
¢ Enable senior management to consolidate and track

their product development information while
providing the ability to manage projects, filings and
activities related to product development across

Traditionally, relationships in the insurance indus-
try have been defined by the delivery of documents —
the ‘product.’ In the new economy, the product is the
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Using the web to improve insurer-regulator relations

continued from previous page ration by providing compliance information and an

easy-to-navigate interface.
multiple business units

+ Offer direct interaction with regulators over the
Internet
+ Dramatically decrease the research and develop-

A Compliance Portal needs to be the source of up-
to-date regulatory filing forms and industry news while
providing ways to collaborate. The National Associa-

. _ tion of Insurance Commissioners has formed a task
ment times for new product offerings o ) .
+ Eacilitat line fil force with insurance regulators to examine electronic
actirtate on-iine fiings compliance filing, which would be facilitated through a

N Enaple faster product launches . Compliance Portal. Where SERFF is designed to

¢ Provide access to expert help, up-to-date informa;_ .. . . .
, L facilitate filings from a carrier to the insurance depart-
tion on the topical issues of the day, access to

. . _ ment, it requires the use of Lotus Notes for its infra-
industry and State links and third-party resources . . .
) structure, which can be expensive for both parties.
¢ Reduce the risk of market conduct exams and

penalties A Compliance Portal is less costly. It uses the

Internet to serve as an oline virtual meeting center
where topical issues can be discussed between the
industry and regulators without anyone needing to

An Application Service Provider (ASP) is a leave their office. Since discussion is in real-time and
company that provides programs and services over jpmediate, users would have the benefit of being able

the Internet that might at one time have been residentq gshare and collaborate on issues with minimal cost.
on a personal computer or enterprise system.

ASPs provide remote access services, essentially
an off-premises Local Area Network (LAN) to which Insurers need to find the most effective means to
mobile or remote users can be connected. They speed up the filing process, reduce expenses and limit

provide access to specialized applications that would their exposure to regulatory penalties and disruptive
be expensive to install and maintain locally. These market conduct audits that can result from the sale of

Demystifying ASPs and Portals:

Revolutionary change

applications are provided on a pay-per-use or yearly Non-compliant products.

license fee basis. The Internet is changing expectations and demands
In the case of Compliance, an ASP could be while providing an opportunity for companies to

hosted by a technology vendor. Along with the basicupdate their business processes.

benefits of compliance automation, an ASP will allow  The emergence of the Internet as a globally

for lower capital costs for implementation/integration, accessible, interactive medium provides the impetus

minimizing the need for MIS involvement. Since  for insurers to respond to regulatory and market

this application is hosted and available remotely  ¢hajlenges. It also enables the creation of relationships

through the Internet, this provides for a significantly  petween compliance and the regulatory community in a

shortened implementation cycle and provides instant pysiness where products are becoming increasingly

real-time monitoring. regulated and time-to-market often determines winners
Portals, as defined by the Internet, serve as and losers Jil

gateways to the Web and as an anchor site. Portal
sites offer a directory of related sites to which the
user can link. They offer users a sense of community. Steve Feldman is a Product Manager with

Portals offer the ability to create a site that can be InSystems Technologies, an international
customized to reflect individual interests. A Compli- provider of relationship management solutions
ance Portal for insurance companies and regulators for the insurance industry. The firm is based in
would be customizable and would facilitate collabo- Toronto.
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Insurance on the internet forces regulators
to question old definitions, old concepts

different from advertising in the traditional media.
Insurance advertising laws and regulations are based on
the prohibition against false or misleading statements
about an insurer’s product or a competitor’s. There is

no reason, therefore, why the rules governing advertis-
ing in general would not apply to the Internet.

In its 1998 “White Paper,” the NAIC’s Internet
Marketing Subcommittee recog-
nized this, but correctly noted
that some changes in these
laws are may be needed to
address new situations. For
instance, it is difficult to
identify who has made

By Douglas A. Greer

hen insurance regulators first focused on
the Internet, many were skeptical of its
potential as a new medium for business.

Now, even in light of the recent ups and downs of the

stock market, no one seems to question that the Internet

has caused an explosion in

communications that has

permanently changed the

way in which business is

done. Although it has

been somewhat slower to

go on-line than other

businesses, the insurance statements on the
industry has made a Internet concerning an

significant commitment to 48B 98D 1 2F insurer’s products and

electronic commerce in a ier\_/lce, anﬂ whether
short time. the insurer has sus-

This has resulted in tained any damage.

: : Examples of such

new marketing practices P .
as well as consumer and statements are e-mail or

. . . comments made in chat
business relationships in the OUDS
insurance industry. As these groups. _
changes have occurred, issues have arisen that have | | ) ] Obviously, some
challenged the application of existing laws and call foF',tuat'OhS V_V'” remain ungffgcted. Brf’kers and.agents
new legislative and regulatory responses. The rapid Fjlssemlnatlng comparative mformatpn regarding
growth of the Internet has not permitted regulators thgsurance products are currently subject to state regula-
luxury of addressing such issues one by one. Insteadt,Ory oversight. The White Paper noted that the trans-

regulators have been forced to take on a significant mollssm'n _Of msr:J.r::‘n.ce mfolrmactjl%n over the Internetl IS
number of issues at one time. How are regulators advertising which is regulated by state insurance laws.

responding to these challenges? What concerns doegor instance, a life insurer’'s website should constitute
the industry presently have? an advertisement under the NAIC Model Rules Gov-

erning the Advertising of Life Insurance.

It is also possible that the on-line service provider
may share in potential liability or regulatory action.
However, the states that have brought actions against
advertisers on the Internet, notably Minnesota and

Internet Advertising
The content of advertising on the Internet is no

Mr. Greer is with the Los Angeles law firm of Pennsylvania, have focused on the individuals or
Cotkin, Collins, Ginsburg. His principal areas of businesses placing the advertisements and not the
practice include insurance litigation, business Internet service provider.

litigation and civil litigation. Importantly, the NAIC has recognized that the

14 The Regulatof Internet offers regulators their own opportunity to go



New definitions, new concepts on the Internet

continued from previous page in its entirety and some, like California, making

on-line and actively monitor market conduct. The papB¢merous exemptions. Some states have even ex-

recommended that regulators access company and €mpted insurance from the Act entirely. It is therefore

agent web sites to monitor advertising and marketinglikely that attempts to regulate Internet insurance

activity. The White Paper also recommended that statEgnsactions on a state-by-state basis will result in some

permit insurers and agents to file advertisements ~ confusion to the industry.

electronically for pre-approval. Virtually all depart- Another the NAIC has studied is providing a

ments of insurance now have their own web sites.  legally acceptable means for electronic payment of
Hopefully, regulators will approach these issues premium. The White Paper recommends that regulators

with uniformity in mind. Jurisdictional problems can €xamine and update their current laws and regulations

result in the application of regarding the use of credit
multiple and inconsistent law: cards so as not to impede
and regulations to a single e! the growth of electronic
advertisement or website. Is the solicitation made when the commerce. .

As the White Paper
Transactions on the Internet broker or insurer displays a rate states, regulators generally

believe that a sufficient
framework already exists
it made when the information is to address most potential
problems posed by the
insurance activities on the
solicitation made by simply register- Internet. However, due to
the various state regula-
tions, Internet insurance
sales cannot always be
conducted in a uniform manner.

Federal and State legisla-  page or rate comparison chart, or is
tors have grown increasingly
more aggressive in regulating
commerce on the Internet. Fc ~ viewed or downloaded? Is there a
example, a new Atrticle 2-B,
which will regulate the sale of
goods on the Internet, has ing a website? 99
been proposed as an amend-
ment to the Uniform Commer-
cial Code. Additionally, the Federal Telecommunica-
tions Act of 1996, 47 U.S.C. § 223(a)-(h), applies to
Internet transactions. The Federal Trade Commission/Vhose Laws Apply?
regulates unfair competition in the marketplace, As can be seen from the preceding paragraphs,
including unfair or deceptive acts or practices that ~some of the most important issues confronting regula-
injure customers. The Federal Trade Commission Actors are jurisdictional. One issue that must be resolved
15 U.S.C. § 45, grants the FTC the power to pursue ds whether the Internet is subject to regulation at the
variety of civil and criminal acts with respect to state or federal level, or both.
proscribed advertising practices. It is unclear, for instance, whether an insurance

Some state legislatures are also moving to regulateansaction on the Internet is an electronic transmission
Internet commerce. At least 12 states have enacted in commerce, to be regulated under the Commerce
provisions affording legal standing for electronic Clause by the Federal Government, or whether it is an
signatures, generally by adopting a version of the  insurance transaction, to be regulated under the
Uniform Electronic Transactions Act. The NAIC WhitéMcCarran-Ferguson Act (15 U.S.C. § 1012) by state
Paper particularly stressed the need for uniform stan+egulators. The NAIC’s White Paper notes that insur-
dards for the use of electronic or digital signatures to ance regulators believe that the business of insurance is
ensure the efficacy of transactions over the Internet. regulated by the states, regardless of the medium in

Unfortunately, the states have clearly not been

@ i " : S continued on page 21
uniform” in adopting the model code, some enacting it
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RecuiaTorY RounDpup

By
MICHIGAN — Misrepresentation in
L . p. . Stroock & Stroock
Submitting a Claim Will Not Invalidate
& Lavan

An Entire No-Fault Auto Policy
The Court of Appeals of Michigan affirmed a lower = - : .
Act”) to prohibit an appraiser from preparing an

court’s invalidation of a no-fault auto insurance policy. q dent ical of that is based on th
provision (the “policy voiding provision”) that declared" epe? ent appraisal o y amages tat IS based on the
the entire policy void if the insured intentionally use of “aftermarket parts.” The bill defines an aftermar-

concealed or misrepresented facts relating to claims ket part as "a part which has not been designed and

made under the policy. In this case, plaintiff Submitte@angf_actgred and which does not function to the
e specifications set forth by the manufacturer of a motor
a fraudulent wage-loss verification form and a letter

from her employer stating that she had been terminat\é%lhl(:l_e - Thus, the bill appears to resolvg the centrgl
uestion — whether aftermarket parts are in fact of like

from employment on a specific date. In accordance E d and lity to original . ¢ fact
with the policy voiding provision, the insurer rejected Ind and quaiity fo original equipment manutacturer

plaintiff's claim for uninsured motorist benefits. The ("OEM’) parts — by defining them differently than

court held that the policy voiding provision violated th;equwalent parts”.  In addition, the bill would prohibit

Michigan Financial Responsibility Act, which providesany appraiser or insurer from requiring an auto repair

in relevant part that an insurer’s liability becomes shop to use parts other than OEM parts while the

absolute after any injury or damage covered by the vehicle is under manufacturer warranty, or for five

policy occurs. While an insurer may rescind an entirﬁyears from the da.te of original purchage, whichever is
policy if the insured obtains the policy through inten- onger. Senate Bill 1207 would also direct the Secre-

tional misrepresentation of a material fact, it may not tary of the Cqmmonwealth to promulgate rules in

: . connection with the amended Act. The Insurance
do so where the insured allegedly filed fraudulent Commissioner Id remain r nsible for th
claims under a valid policy. The court did, however, “?j . |_s?|ot.e 1\,N0Ub te ?:h e“sp? stole Ot,, f
rule in favor of the insurer on the two other issues 2o ministration: — bt not the ‘entorcement” ot —

: . the Act. Full bill text is available on the Web at
raised on appeal. The court held that the insurer had legis. stat WUOL/LI/BIBT/1999/0/
successfully stated a claim of common-law fraud. www.legis.state.pa.us

Also, the court held that the trial court had erroneousl%BlZO?Plszg'HTM'

ordered to arbitration the insurer’s counterclaim for

fraud. SeeCohen v. Auto Club Ins. Ass®)6 N.W.2d TEXAS — Article 5.07-1(a) of the Insurance Code

664 (Mich. Ct. App. 1999). Does Not Preclude Insurers from Basing Claims
Reimbursement on the Cost of Non-OEM Parts of

PENNSYLVANIA — Proposed Legislation Would =€ Kind and Quality

Restrict An Insurer's Use of “Aftermarket Parts” The Court of Appeals of Texas, Third District, upheld a
trial court’s decision to grant summary judgment in
favor of an insurer sued for allegedly violating Article
5.07-1(a) of the Texas Insurance Code by refusing to
cover the full cost of original equipment manufacturer
The New York-based Stroock & Stroock & Lavan LLP (“OEM”) replacement parts under plaintiffs’ standard
Insurance Regulatory/Corporate Practice Group includes  Texas personal automobile insurance policies. The
Donald D. Gabay, Martin Minkowitz, William D. Llatza,  court held that Article 5.07-1(a), which prohibits an
and Vincent Laurenzano, an insurance finance consultant.  insurer from specifying the types of parts to be used in
They gratefully acknowledge the assistance of Todd the repair of a vehicle, does not require an insurer to
Zornik, a law clerk at Stroock. pay for new OEM parts to the exclusion of all other

Proposed Senate Bill 1207 would amend the Motor
Vehicle Physical Damage Appraiser Act of 1972 (the

16 The Regulatof



parts. The court concluded that the standard Texas insurers that seek to market life insurance policies and
automobile insurance policy’s provision of reimburse-annuities that provide long-term care insurance ben-
ment only for the cost of non-OEM parts of like kind  efits. Senate Bill 1996 amends Section 22A of chapter
and quality is not inconsistent with Article 5.07-1(a). 175 of the General Laws, which previously prohibited
While an insurer may not require a policyholder o the combinations set forth in the bill. Full bill text is

accept non-OEM parts, it may pay claims based on thgailable on the Web at www.state.ma.us/legis/laws/
cost of non-OEM parts which are of like kind and seslaw00/sl000033.htm.

quality relative to original manufacturer parts. See

Berry v. State Farm Mut. Auto. Ins. C6 S.W.3d 884 TEXA D £l Provid
(Tex CL. App. 2000). S — Department of Insurance Provides

Guidance on the Use of Electronic Commerce in the
Sale of Insurance

The Texas Department of Insurance issued a new
bulletin to provide guidance on the use of electronic
commerce in the marketing and delivery of insurance
The Supreme Court of Arizona rejected the opinion ofnd other regulated products to Texas residents. The
the Court of Appeals that an auto insurer’s poor bulletin states that, in the absence of laws and rules
practice and bad motives are irrelevant in a bad faith specifically governing the electronic sale of insurance
action where the insurer is alleged to have refused toto Texas residents, insurers utilizing electronic com-
pay the policy limits of an underinsured motorist claimmerce must comply with statutes and rules applicable
provided that the claim was fairly debatable. Instead.to standard insurance transactions. The bulletin sets
the Supreme Court ruled that in defending a fairly  forth a non-exhaustive list of regulatory issues that
debatable claim, an insurer must further show that it insurers should consider when engaging in electronic
exercised reasonable care and good faith. The courtcommerce. For example, any insurer or agent engaged
reasoned that there was sufficient evidence in this cagethe business of insurance in Texas in any form must
for the jury to conclude that the insurer knowingly  pe properly licensed in the state. Similarly, any

acted unreasonably in settling the plaintiff's claim. Th@ternet site marketing insurance to Texas residents
court alluded to evidence suggesting that the insurer myst comply with Texas advertising laws and rules.
had set arbitrary goals for the reduction of paid claimsrhe Department expects to provide additional guidance
and intentionally delayed settlement of plaintiff's in this area as electronic commerce and the laws

claim. Consequently, the court vacated the original governing it continue to evolve. For more information,

opinion of the Court of Appeals and remanded the cagge TX Bulletin B-0012-00 (available on the Web at
to that court for consideration of the other issues raisggvw.tdi.state.tx.us/commish/b-0012-0.html).

on appeal. Segilisch v. State Farm Mut. Auto. Ins.
Co. 2000 WL 236346 (Ariz.).

ARIZONA — The “Fairly Debatable” Value of A
Claim Does Not Itself Defeat A Bad Faith Claim
Against An Auto Insurer

MASSACHUSETTS — Governor Signs Bill Permit- IRES CDS: Next Up
ting the Sale of Combination Products

On February 18, 2000, Governor Paul Cellucci signeq
into law Senate Bill 1996, which permits insurers to
combine any form of accident and sickness insuranCquE Y,y [ . 15 oy Aug. 5-7 Hyatt
coverage with an annuity, life or endowment policy.
While the new law authorizes the combination of a
variety of coverages, Senate Bill 1996 received partiqiiCRvI VR W.N LN TN T Vv 2: BT Ve T
lar attention from legislators seeking ways to support Regency

the private long-term care insurance market. Itis
expected that the law initially will be utilized by

e 2000 — New Orleans. July 30-Aug. 1

Hyatt Regency

Regency Inner Harbor
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Insurance industry leaders reconvene on the ocean in San Diego

to be instructed in the current ways of market conduct examination

31/PD Severity
imped 1n 1980

Wiy e Bond g oy
TR e

FOUNDATION
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About 250 industry members attended
the 7th Annual IRES Foundation Market
Regulation School April 2-4, 2000 at the
Loew’s Coronado Hotel in San Diego.

This year’s theme was “Market Conduct
Regulation — Focus on the Future” could
not be more appropriate as we head into
year 2000. Along with the program
fundamentals of market conduct
regulation by each state, special sessions
focused on banking, privacy and
confidentiality, and electronic commerce.

The school brings insurance industry
executives and experts together with
insurance department staff from various
states to learn how each state enforces its
market conduct-related rules and
regulations.

The proceeds from all IRES Foundation
educational programs help raise funds for
insurance regulator education programs.

For more information on the
Foundation and its programs, call 913-
768-4700.

Top Lerr: Ken Cooley of State Farm reaches high to make a point
during a presentation on auto claims in California. Asove: Joel Ario
of the Oregon Insurance Department answers questions during the
state “roundfable” quesefion-answer sessions. At terr: IRES
Foundation President Bruce Foudree.



cLockwist rrom To: A panel of regulators responds to industry questions during the
schools final session. . . .Audience members are given lofs of opportunities fo pepper
the regulators with questions. . .lllinois Insurance Department staff meets with
industry officials during the Tuesday morning “State Roundtable” sessions. . .The
school's opening reception was set against a majestic ocean view. . .Pam Martin from
Washington State Insurance Department meets with a table-full of industry leaders. .
.Commedian Rex Havens tickles the audience with his lunch-time humor.
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A Nichols’ worth on market conduct

“The success of modernizing what we do will be the
result of a partnership — among regulators, companies,
agents and consumers.”

“Market conduct folks have to step up to the

plate. Companies should develop a self-

“The states need to develop a market F _ )
auditing system. Plain and simple. We expect

condyptRipatng, " the giinisiylavel you to have an effective, structured compliance

What are we going to go look at? When are program. You should not wait for me or any
we going to go look at it? | believe that regulator. You should be doing it yourself, if
states that do not have a formal program, you value your customers — to make sure
are going to have to develop one.” they're being treated right.”

Excerpts from
the keynote address

by NAIC President

George Nichols of Kentucky,

at the 7th annual
Market Conduct School
of the IRES Foundation

April 3, 2000

WISCON

WISCON | FOUNDATION
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E-commerce forces regulators to re-define insurance concepts

continued from page 15 must be determined quickly. Until they are, however, it
will continue to be difficult to determine what laws
which the transaction takes place. Regulators therefoggply to business conducted over the worldwide web.

feel that it is not necessary to drastically alter their From the perspective of the industry, this gives rise

structure in response to the Internet. to two important questions: How quickly will regula-
Another jurisdictional issue is the location or tors and legislators take steps to resolve these issues?

“situs” of an internet transaction. It is difficult to Will their approach be sufficiently uniform to permit

determine when and where an insurance solicitation the development of Internet marketing practices?

takes place on the Internet. Obviously, this must be Undoubtedly, the insurance industry, like other seg-

known in the event it is necessary to determine whichments of American business, will be driven to fully

state’s laws or regulations will apply. Is the solicitatiorexplore the possibilities of e-commerce.

made when the broker or insurer displays a rate page or This desire will be heightened by the new partici-

rate comparison chart, or is it made when the informapants in the insurance industry, who, wake of the 1999

tion is viewed or downloaded? Is there a solicitation Financial Reform Act, are already accustomed to doing

made by simply registering a website? Putting a web a business over the Internet. Regulators will need to be

page on a server is, of course, an invitation for every-sensitive to the changing methods of transacting

one to visit, read and react to the content of the site. insurance business and work closely with their state
The location of an actual sale of insurance can hdegislators to facilitate the transition to electronic

a wide-ranging impact on the rights and interests of tt@mmerce. gy

parties. Issues as diverse as premium taxation, the

applicability of guaranty funds, policy termination,

continuation of coverage, cancellation and

non-renewal, binding authority, commission sharing, “II‘N'I‘IT ]) [
and rebates can be strongly affected by the determing- Y [

tion of the location of the transaction, since the law —— “ < <
regarding these issues differs from state to state. h li“ Nll‘al‘l“]‘;l{b

The location of a transaction also impacts licens-

ing, because the transmission of insurance informatign .
over the Internet creates the possibility of a potential IRES welcomes all state insurance

sale in every state, regardless of whether the insurer pr regulamrs as general wewbers, Accredited
producer is licensed in the state where the consumer| Insurance Examiners (AIEs), or Certified
resides or does business. Insurance Examiners (CIEs).

Since there is no regulation of “cyberspace,” COrpora’re SPONSOYS can help support IRES

insurance regulators will have to decide the location ¢f th h a Sustaining Membershi
an Internet transaction. Given that a single advertise- rough a Sustaining iviembership.

ment or web site can lead to an insurance transactio] in  For wore information, see our website at
each of the 50 states, it seems critical that regulators| www.go-ires.org or call our office in Kansas
develop a uniform approach to these issues. City at 913-768-4700. Or send us an e-

il wmail at ireshqeswbell.net.
acilitating e-commerce ,, »
g . And remember: “The Regulator
These are among the numerous issues that are .
currently being addressed by legislators and regulatofs hewsletter is free fo all IRES members.

as the Internet becomes an increasingly larger part o
the commercial marketplace. Answers are needed, and
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Al Greer Achievement Award

Nomination Form

The Al Greer Award was conceived in 1997 and will annually honor an examiner who not only embodies the dedication,
knowledge and tenacity of a professional regulator, hut exceeds those standards.
Current members of IRES Board of Directors are not eligible for nomination.

A. Basic requirements for nominees include the following:

(1) Five (5) years as an IRES regulator member and a current membenr

(2) Ten (10) vears regulatory experience

B. Nomination procedure reguirements:
(1) Completed nomination form

(2) Validation of nomination must be signed hy at least three (3) current IRES regulatory members
(3) Attach a nomination letter of not fewer than 50 words or more than 100 words
(4) Please return completed form and nomination letter to: IRES (Al Greer Achievement Award),

130 N. Cherry, Suite 202, Olathe, KS 66061

NOMINEE INFORMATION:

Address:

Telephone: Work: Home:

FAX:

Education / Designations:

Insurance Regulatory Examination Experience:

Current Position and Employer:

(make note if nominee Is a contract examiner and give jurisdiction currently contracted with)

NOMINATION VALIDATION:
(signature/name of three current members making nomination)

Signature/Name

Signature/Name

Signature/Name
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Selection Process

The Al Greer Achievement Award Sub-committee will then
determine which nominees meet the nomination requirements.

Nominees making it through the sub-committee process will be
voted on by the members of the Membership and Benefits
Committee with the nominee receiving the most votes being the
recipient of the award. In case of a tie the entire Board of
Directors will vote to determine the winner. (In either instance,
only one vote per committee member or board member.)

The counting of votes will be conducted by the chair and vice-
chair of the Membership and Benefits Committee along with the
executive secretary of IRES. The winner will be kept confidential
until announced at the next CDS.



IRES 2000 Career Development Seminar

JULY 30-AUG. 1, 2000

NEW ORLEANS

Hyarr REGeENCY NEw ORLEANS

Official Registration Form

Seminar. My check payable to IRES is enclosed.

Yes! sign me up for the Year 2000 IRES Career Development

Fill out and mail to The Insurance Regulatory Examiners Society
130 N. Cherry, Suite 202, Olathe, KS 66061

Seminar Fees

(includes lunch, cont. breakfast
and snack breaks for both days)

Check box that applies

Name

(1 IRES Member (regulator) $§225

Title First name for Badge

L1 industry Sustaining Member ... $375

Insurance department or organization

Your mailing address Indicate: [JHome [1Business

[ ] Non-Member Regulator.......... $325
[] Retired IRES Member ................ $90
[] Industry. Non-Sustaining

Member ........ccocoeviriiviinnn $650
[ ] Spouse/guest meal fee............. $70

City, State, ZIP

Area code and phone

Hotel Rooms: You must book your hotel room
directly with the Hyatt Regency. The room rate for
IRES attendees is $120 per night for single-double
rooms. Please call group reservations at 800-233-
1234 or 504-561-1234. The IRES convention rate is
available until July 9, 2000 and on a space-
available basis thereafter.

CANCELLATIONS AND REFUNDS

Your registration fee can be refunded if we receive
written notice before July 1, 2000. No refunds will be
given after that date. However, your registration fee
may be transferred to another qualifying registrant.
Refund checks will be processed after Aug. 20, 2000.

the

No attendance certificates will be handed out until 2 pm
on final day of conference. There will be no exceptions
made! Please make your travel plans accordingly. Only
partial C.E. credit available for those who leave early.

Spouse/Guest name

Amount enclosed

If registering after July 1,
add $40.00. No registration
is guaranteed until pay-
ment is received by IRES.

SpeciaL Neebs: If you have special needs addressed by the
Americans with Disabilities Act, please notify us at 913-
768-4700 at least five working days before the seminar.
The CDS hotel’s facilities comply with all ADA require-
ments.

SpeciaL DieTs: If you have special dietary needs, please
circle:  Diabetic sheko Low salt Vegetarian

Seating for all events is limited. IRES reserves

right to decline registration for late regis-

trants due to seating limitations.

Call for more details:
913-768-4700. Or see IRES

web site: www.go-ires.org
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Coming in the July issue:

vV The Do’s and Don’t’s of Conducting a Market Con-

duct Exam (An Insurer’s Perspective)

Vv To be Resolved: “Do We Need a Federal

Homeowners Insurance Catastrophe Fund?”

vV An Up- Close Look at the West Virginia Insurance

Department

V Insurance Brain Teasers. . .and more!
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