2019 FALL CONFERENCE SUMMARY
Thursday, September 19, 2019

NALC President, Rob Hardy & Governor Jim Hodges

Commissioner Mike Conway, Colorado
Commissioner Conway has been with the Colorado Department of Insurance over twenty years. He described a
reinsurance plan for healthcare implemented in Colorado to provide more affordable coverage for all. General fund
dollars were used to help pay the costs necessary to subsidize insurance coverage for high-risk citizens, with premium
plans differing based on regional distinctions. The Commissioner also discussed insurance issues related to the Colorado
cannabis market. Federal banking issues have limited the insurance market for various types of insurance coverage
related to cannabis operations. The Commissioner is leading a task force at the NAIC focused on cannabis-related
insurance issues.
Commissioner Kent Sullivan, Texas
Commissioner Kent Sullivan was the following speaker. Commissioner Sullivan served for over a decade in various
types of public service- as an Assistant Attorney General, Court of Appeals judge, and now Insurance Commissioner. The
Commissioner also was in private legal practice for decades. His department has a $110 million dollar budget, and 1300
employees. The Texas insurance market is the 8th largest market in the world. His focus at Texas DOI has been as
follows: 1. Modernization of infrastructure and technology; and 2. Using clearer language in communications with the
public and insurance companies. He discussed the importance of allowing actuarially justified rate increases on long-term
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care policies to better stabilize that market.

Commissioners’ Mike Conway, Kent Sullivan, Glen Mulready, Vicki Schmidt & Bruce Ramge

Commissioner Bruce Ramge, Nebraska
Commissioner Bruce Ramge of Nebraska was the next speaker. He is one of the longest serving Insurance
Commissioners in the United States. Commissioner Ramge noted that Nebraska is a large insurance domicile, ranking 5th
in total assets and 12th in total premiums nationally. He then discussed health insurance issues. The Commissioner
indicated he was pleased to see an Association Health Plan option (that is now in the courts), and noted that short-term,
limited-duration medical plans are allowed in the state of Nebraska. He also emphasized Nebraska’s belief that suitability
standards for annuities should not be extended to traditional life insurance products. Finally, he discussed the importance
of innovation in insurance, and briefed NALC members on the upcoming “Insuretech on the Silicon Prairie” that will be
hosted by the Nebraska insurance industry in the near future.
Commissioner Vicki Schmidt, Kansas
Commissioner Vicki Schmidt of Kansas presented next. The Commissioner was elected in 2018, after serving fourteen
years in the Kansas legislature, including service on the Public Welfare and Insurance Committees. She is the only
practicing pharmacist to serve as a statewide elected official in the United States. The Commissioner distinguished
between her former role as a policy maker and her current role as a regulator. She noted that big issues in her state
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included surprise medical billing, air ambulance coverage, and long-term care coverage. She also stated that mental
health parity and the regulation of pharmacy benefits managers were big priorities at both the NAIC and in the state of
Kansas.
Commissioner Glen Mulready, Oklahoma
Commissioner Glen Mulready of Oklahoma presented to the NALC. The Commissioner was elected by the people of
Oklahoma in 2018 after serving as a state legislator from the Tulsa area for multiple terms. He was also active in NCOIL.
He is encouraging Department employees to focus on innovation in Oklahoma. He also supports short-term, limited
duration medical plans, and echoed the need for Association Health Plans in the insurance market. He noted that a group
of citizens was proposing a ballot initiative on Medicaid expansion in the state of Oklahoma. In terms of other issues,
surprise medical billings and cybersecurity are important issues, with the University of Tulsa soon hosting an important
conference on cybersecurity.
Commissioner Roger Sevigny, New Hampshire
Former New Hampshire Commissioner Roger Sevigny was the final speaker. The Commissioner is also the past
president of the NAIC. He described the NAIC as the glue that holds state regulation together. The big issues in front of
state insurance regulators are the following: 1. Health care coverage; 2. Cybersecurity/Data; 2. Long-term care reform; 4.
Annuity suitability (how do we define “best interests”?); and 5. The overall cost of healthcare.

Friday, September 20, 2019
Market Overview: Gordon Whittaker, Merrill Lynch

Gordon provided a market update focused on three main topics related to capital markets and the economy.
First off, he discussed recession fears and the escalation of the trade war. In summary, it is our position that despite the
August escalation in trade tensions between the United States and China, the economy does not seem positioned to a
recession in the short term. He discussed how PMI data from September may be a cause for concern but manufacturing
has played less and less of a role in the health of the US economy as we’ve transitioned to a services-based economy. He
talked about how the 2/10 yield curve inversion in August was short lived and also it typically occurs 1.5-2 years before a
recession actually begins. Finally, he talked about how initial jobless claims are the best predictor of an imminent
recession and we remain at or near all-time lows on this data point.
Gordon discussed interest rates. As fear of a trade war increased in August, interest rates have plunged, with the 30-year
treasury setting a historic low. Typically, when this occurs, we see a bounce in rates from an oversold condition and thus
far that has occurred. From a portfolio positioning perspective, it is our opinion that investors may be wise to use this
bounce as an opportunity to lock in relatively higher yields as it appears as though we have seen cycle highs for interest
rates. We also discussed how moving down in credit quality from Treasury bonds to Investment Grade Corporate Bonds
may make sense. We also discussed the unprecedented market value of global bonds currently trading at negative yields
and the challenges that presents for capital allocators.
Gordon discussed how equities may represent an attractive investment opportunity in an environment where the highest
ever percentage of S&P 500 companies trade at a dividend yield higher than the 10-year treasury yield. We also discussed
how short-term fundamentals may also favor equity investment in this environment as well. Finally, we discussed the
Merrill Proprietary Bull & Bear indicator and how that has demonstrated a buy signal in each of the last two readings. We
discussed how this has led to an average return of 6.3% our three months for equities and an average of a 50bps yield
increase in 30-year treasury.
Finally, he discussed challenges that Insurance Companies face in investing in non-correlated assets and how Gold as an
investment may provide both the liquidity and non-correlation that such institutions seek.
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Insurance Fraud: Richey Dugger, Vector One
The annual impact of insurance fraud is felt across the entire industry in a significant way. Companies can make a
difference by staying informed on current fraud trends and being proactive in countering them. Closing disclosure gaps
with the latest research on behavioral economics is a great first step. There are also multiple industry fraud conferences
that offer great insights into the best practices for fighting both unintentional and intentional fraud.
The best way for companies to detect their own weaknesses and vulnerabilities is to empower professional investigators
and fraud analysts to perform ‘Red Teaming’ operations against their own company. Continuously attacking yourself with
extensive controls in place will identify areas of weakness and allow companies to fill those gaps and help prevent fraud
from occurring. If agents, employees, and consumers know they are actively being monitored and checked, the likeliness
of fraud occurring will decrease significantly. Perform the available due diligence checks and be proactive in reducing the
impact insurance fraud has on your company.
Overcoming Challenges to Profitability: Joel Thomson, AuclairRe & Professor Nicos Scordis,
School of Risk Management, St. John’s University
Joel Thompson with Professor Nicos Scordis made a presentation on how to overcome challenges to profitability for
members of the NALC. They discussed how insurance organizations best focus its resources more efficiently in the
provision of insurance benefits, services, policyholders and capital solvency.
During this session they took large company and consulting experience (Met Life, Aon Benfield, CIGNA, and St. Paul
Reinsurance) and showed how to apply them to insurance organizations. The discussion began with a generic view of the
insurance business and its challenges to building capital & surplus. Statistics of insurance companies and NALC members
were discussed to highlight the challenges and opportunities of these organizations.
This was followed by real case situations that AuclairRe has experienced covering:
• Managers: matching responsibilities and roles
• Volatility of Earnings and Profits
• Large Claim Exposure & Litigation
• Large Exposed Blocks of Business
• Reinsurance Criteria
• Underwriting
• Capital Efficiency
Cannabis and the Insurance Industry: Greg Kaufman, Eversheds Sutherland
The business of cannabis in the United States is booming despite the conflicting legal treatment of cannabis under federal
and state laws. With thirty-three states and the District of Columbia having legal medical marijuana programs and eleven
states and the District of Columbia having legalized adult-use recreational marijuana, the industry has come a long way
since voters in Colorado and Washington passed ballot initiatives in 2012 legalizing recreational use in those states. The
expansion of legal cannabis has created unique problems for businesses seeking to provide services to cannabis businesses
and cannabis users, such as those in the insurance industry.
The insurance needs of cannabis-related businesses and cannabis users are being underserved due in large part to the
continued federal treatment of marijuana as a Schedule I drug under the Controlled Substances Act. Companies are
concerned about exposing their business to charges of money laundering by dealing in the proceeds of what is viewed
federally as criminal activity. The potential passage of the Secure and Fair Enforcement in Banking (SAFE) Act by
Congress could create needed incentives for insurance providers to do business with cannabis-related companies because
their monetary assets will be protected and can be invested without the risk of federal prosecution.
Coverage needs implicate all types of insurance, including life insurance. Life insurance coverage concerns exist because
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of the difficulty in pricing risk under the cloud of federal prohibition.
Contributing to the pricing difficulties are:
•
•
•
•

A lack of data regarding therapeutic effects and health risks associated with cannabis use;
A lack of clarity on treatment of heavy, moderate or occasional users of cannabis, including differences based on
the method of ingestion;
A lack of understanding of the differences between hemp and marijuana and the compounds derived from these
closely related plants; and
The potential for drug testing controversies associated with the growing use of cannabis-derived compounds.

The legal cannabis industry in the United States is worth more than $10 billion and is projected to grow exponentially in
the coming years. The insurance needs for the industry are great and increasing acceptance of cannabis use is creating
new challenges for insurance providers. Life insurance providers, and others, should develop a deep understanding of the
cannabis industry to better inform their assessment of risk and, at the same time, put themselves in a position to influence
the development of a regulated cannabis industry in a way that allows them of effectively serve the industry’s insurance
needs.
Data Privacy: Mandy Stanton, Mitchell, Williams, Selig, Gates & Woodyard
In today’s culture, information is a key component across the insurance value chain. It is collected, held and used at every
step of the process from prospecting to claims. An organization’s obligation to protect the information it holds is
changing in a rapidly evolving landscape. Historically, the United States has prioritized a business benefit approach to
privacy that has been largely focused on reactive measures once a breach occurs. However, recent developments have
shifted this reactive focus to true information management regardless of whether a breach has occurred. The European
Union’s General Data Protection Regulation, the California Consumer Privacy Act and the Insurance Data Security Model
Law have all provided new details organizations must be aware of as they move forward.
The General Data Protection Regulation (GDPR) aims to protect personal data of individuals (or “Data Subjects”) and
what the Regulation views as a fundamental right to privacy. It also expands the historical definition of personal data to
include online identifiers and location data, such as IP addresses, browsing history, social media posts, login credentials,
cell phone IDs. GDPR applies to organizations that are processing personal data of EU data subjects – regardless of
whether that information was collected through a monetary transaction. GDPR also has dual applicability in that it applies
to the organizations that are collecting personal data and the organizations that are processing personal data on the
collector’s behalf. Under GDPR it is a covered organization’s duty to provide secure processing by utilizing a “Privacy
by Design” or “Privacy by Default” approach. In implementing these approaches, a covered organization must consider
privacy while creating products and services and when making determinations regarding the processing of information.
GDPR permits organizations to consider: (1) state of the art and the costs of implementation; (2) nature, scope, context
and purposes of processing; and (3) risk of the likelihood and severity of impact to the rights and freedoms of natural
persons.
Unlike GDPR, the California Consumer Privacy Act (CCPA) only extends to govern the commercial arena. Similar to
GDPR, CCPA also includes geolocation data and internet activity of California residents (or “Consumers”), but also
introduces the concept of a “household” as a protected class. Household is currently not defined but could potentially
incorporate residences or connected devices of California residents that are not located in California. CCPA applies to
businesses that collect personal information of Consumers and meets one of the CCPA thresholds: the organization (1)
makes $25 million in revenue per year; (2) handles personal data for over 50,000 people, devices or households from
California per year; or (3) receives at least half of its revenue from selling information of California residents. Covered
organizations under the CCPA have a duty to provide reasonable security procedures, but this duty to implement security
measures in California predates CCPA. The California Attorney General’s Office has previously endorsed the Center for
Internet Security’s “Critical Security Controls” as a minimum level of information security, but this endorsement will
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probably evolve as CCPA comes into effect and is enforced.
Finally, the Insurance Data Security Model Law (Model Law) also controls in the commercial context. It expands the
scope of personal data to include business information that if affected by a breach could cause a material adverse impact
to a business. For example, a ransomware incident that cripples a company’s business but does not involve personal
information may still trigger an obligation to provide notice of the incident. Like CCPA, the Model Law refers to its
protected class as “Consumers” and includes individuals who are residents of the state adopting the law (including
applicants, policyholders, insureds, beneficiaries, claimants and certificate holders) and whose nonpublic information is in
an insuring entity’s possession, custody or control. The Model Law applies to any individual or non-governmental entity
that is licensed, authorized to operate, registered or required to be licensed, authorized or registered pursuant to the
insurance laws of the state (Licensees). However, the Model Law includes exclusions for: (1) purchasing or risk retention
groups chartered and licensed in another state and (2) Licensees acting as an assuming insurer that is domiciled in another
state or jurisdiction. The Model Law requires Licensees to maintain administrative, technical and physical safeguards for
nonpublic information and an organization’s information systems. The expected controls for implementing this duty are
outlined in the “Risk Management” section of the rule and will vary based on the final rule adopted by each individual
state.
Asset Liability Management: Larry White, AQS Asset Management
While much is written on the topic of asset liability management for life insurers, almost all current methodologies for life
insurance ALM have been modified from another portfolio management technique and like any “one-size fits all” solution
fall short of addressing the dynamics that exist on the life insurance balance sheet.
Life insurance companies must pay cash to settle claims. That cash can be obtained by several means: selling assets,
borrowing or cash flow. The financial crisis showed us that selling assets is not always possible, borrowing can be
equally limited during a time of systemic stress. Cash flow, which can be modeled relatively accurately on both sides of
the balance sheet, is the most reliable source of cash with which to pay claims. Further, cash flow accurately defines
duration – a secondary metric. If cash flows are matched, durations match but matching durations does not insure
matched cash flows. We investigated a case study by which a large insurer had fallen into the “duration-match trap”. In
spite of diligent duration matching, the business unit lost money. The AQS PALM system provided a solution that was
verified by company actuaries using a different system.
Methods other than dynamic cash flow matching have been embraced over the years because the computing power didn’t
exist. Commercially available actuarial software systems have limited real-time access to securities and most portfolio
systems service the mutual fund, ETF and total return marketplace. Life insurers, by way of statutes, mortality tables and
risk-based capital are forced into a cash flow solution.

