Vermont. . .

Departnient of Banking, Insurance, Securities.
and Health Care Administration

September 16, 2008

Senator Patrick Leahy
433 Russell Senate Office Building -
Washington, DC 20510

Re:  HR 5840, federal legislation relating to the Office of Insurance Information
Dear Senator Leahy:

I am writing to alert you to HR 5840, federal legislation relating to the Office of Insurance

Information, which may come before the House or Senate for action in the near future. The

. Vermont Department of Banking, Insurance, Securities and Health Care Administration has - ‘
serious concerns about the potential for this legislation to undermine Vermonters interests in
consumer protection, and in the financial solvency of insurance companies. I respectfully ask
that you oppose HR 5840 should you have an opportunity to vote on the measure. -

‘While sorhé positive changes have been made to the legislation, as reflected in the “Discussion
Draft” dated September 15, 2008, its essential problematic features remain unchanged. My
concerns with respect to the legislation include the following:

{ :

1. HR 5840 would create an Office of Insurance Information (the “Office”) with the
authority to preempt state insurance laws found by the Office to be "inconsistent with”
federal international insurance agreements (“covered agreements”). While the legislation
authorizes the Office to determine whether the covered agreement adequately protects
consumers in a general sense, it has been my experience that Vermont sets a higher bar

_than many other states and the federal government with respect to consumer protection
standards; for example; Vermont’s mental health parity and variable annuity regulations
are much stronger and more effective than those of many other jurisdictions.

2. The latest version of HR 5840 establishes an administrative and judicial appeal process
for.states to challenge a preemption decision by the Office, however the language of the
appeal provision could be interpreted narrowly to authorize only appeals relating to
whether the preempted state law is “inconsistent with” the covered agreement, not
whether the provisions of the covered agreement adequately protect consumers.

3. The current environment of economic crisis in the national financial system is not a
prudent time for Congress to consider expanding federal regulation by displacing the
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state-based system of insurance regulation. A strong case can be made that state
insurance regulators have performed better over the past decade in protecting consumers
and maintaining financial stability than federal regulators in their respective spheres of
respon51b111ty : :

The Department understands the need to modernize certain facets of how state regulators address
national and international insurance issues, for example the extent to which U.S. insurance
companies should be permitted to take an accounting credit for risk ceded to foreign reinsurance
companies who are not licensed in any state of this country. The Department is concerned,
‘however, that the preemption powers proposed to be granted by H.R. 5840 are unnecessarily
broad, might adversely affect Vermont consumers, and that there are betier solutions for
addressing these issues. In fact, Vermont is actively participating in the development of a model
law that would be applicable in all states, and which would establish appropriate accounting
standards for risks ceded to foreign reinsurance companies without undermmlng the interests of -
Vermont insurance consumers.

Please let me know if you have any other questions, or if you Would like to dlscuss this matter m
further detail. Thank you for the opportunity to share my views on this important matter. '

“Sincerely,

P.aulette I Thabau]t
Commissi_oner

cc Herbert W. Olson, General Counsel




Vermont .

Department of Banking, Insurance, Securities
‘and Health Care Administration -

Septefnber 16, 2008

Senator Bernard Sanders
332 Dirksen Building
U.S. Senate .
Washington, DC 20510

Re: - HR 5840, federal legislation relating to the Office of Insurance Information
Dear Senator Sanders:

I am writing to alert you to HR 5840, federal legislation relating to the Office of Insurance
Information, which may come before the House or Senate for action in the near future. The
Vermont Department of Banking, Insurance, Securities and Health Care Administration has
serious concerns about the potential for this legislation to undermine Vermonters interests in
consumer protection, and in the financial solvency of insurance companies. I respectfully ask
that you oppose HR 5840 should you have an opportunity to vote on the measure.

While some positive changes have been made to the legislation, as reflected in the “Discussion
Draft” dated September 15, 2008, its essential problematic features remain unchanged My
concerns with respect to the legislation include the following:

1. HR 5840 would create an Office of Insurance Information (the “Office”) with the
authority to preempt state insurance laws found by the Office to be "inconsistent with"
federal international insurance agreements (“covered agreements™).” While the legislation
authorizes the Office to determine whether the covered agreement adequately protects
consumers in a general sense, it has been my experience that Vermont sets a higher bar
than many other states and the federal government with respect to consumer protection
standards; for example, Vermont’s mental health parity and variable annuity regulations
are much stronger and more effective than those of many other jurisdictions.

2. The latest version of HR 5840 establishes an administrative and judicial appeal process
for states to challenge a preemption decision by the Office, however the language of the
appeal provision could be interpreted narrowly to authorize only appeals relating to
whether the preempted state law is “inconsistent with” the covered . agreement, not
whether the provisions of the covered agreement adequately protect consumers.
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3. The current environment of economic crisis in the national financial system is not a
_ prudent time for Congress to consider expanding federal regulation by displacing the
state-based system of insurance regulation. A strong case can be made that state
insurance regulators have performed better over the past decade in protecting consumers
and maintaining financial stablhty than federal regulators in their respective spheres of
responsibility.

The Department understands the need to modernize certain facets of how state regulators address
national and international insurance issues, for example the extent to which U.S. insurance
‘companies should be permitted to take an accounting credit for risk ceded to foreign reinsurance
companies who are not licensed in any state of this country. The Department is concerned,
however, that the preemption powers proposed to be granted by H.R. 5840 are unnecessarily
broad, might adversely affect Vermont consumers, and that there are better solutions for
addressing these issues. In fact, Vermont is actively participating in the development of a model
law that would be applicable in all states, and which would establish appropriate accounting
standards for risks ceded to foreign reinsurance companies without undermmlng the interests of
Vermont insurance consumers.

Please let me know if you have any other questions, or if you would like to discuss this matter in
further detail. Thank you for the opportunity to share my views on this important matter.

Sincerely,

Fadefs  Tonallmec 00—

Paulette J. Thabault
Commissioner

“cc Herbert W. Olson, General Counsel



Vermont . . .

Department of Banking, Insurance, Securities
and Health Care Administration

September 16, 2008

- Representative Peter Welch
1404 Longworth House Office Building
Washington, DC 20515

Re:© HR 5840, federal legislation relating to the Office of Insurance Information
Dear Congressman Welch:

I am writing to alert you to HR 5840, federal legislation relating to the Office of Insurance
Information, which may come before the House or Senate for action in the near future. The
Vermont Department of Banking, Insurance, Securities and Health Care Administration has -
serious concerns about-the potential for this législation to undermine Vermonters interests in
consumer protection, and in the financial solvency of insurance companies. I respectfully ask
that you oppose HR 5840 should you ] have an opportumty to vote on the measure.

Whlle some positive changes have been made to the legislation, as reflected in the “Discussion
Draft” dated September 15, 2008, its essential problematic features remain unchanged. My
concerns with respect to the legislation include the following: :

1.. HR 3840 would create an Office of Insurance Information (the “Office”) with the
authority to preempt state insurance laws found by the Office to be "inconsistent with™ _
federal international insurance agreements (“covered agreements™). While the legislation
authorizes the Office to determine whether the covered agreement adequately protects

‘consumers in a general sense, it has been my experience that Vermont sets a higher bar -
than many other states and the federal government with respect to consumer protection
standards; for example, Vermont’s mental health parity and variable annuity regulations
are much stronger and more effective than those of many other jurisdictions.

2. The latest version of HR 5840 establishes an administrative and judicial appeal process
for states to challenge a preemption decision by the Office, however the language of the
appeal provision could be interpreted narrowly to authorize only appeals relating to
whether the preempted state law is “inconsistent with” the covered agreement, not

- whether the provisions of the covered agreement adequately protect consumers.

3. The current environment of economic crisis in the national financial system is not a '
prudent time for Congress to consider expanding federal regulation by displacing the
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state-based system of insurance regulation. A strong case can be made that state

~ insurance regulators have performed better over the past decade in protecting consumers
and maintaining financial stability than federal regulators in their respective spheres of
responsibility.

The Department understands the need to modernize certain facets of how state regulators address
national and international insurance issues, for example the extent to which U.S. insurance
companies should be permitted to take an accounting credit for risk ceded to foreign reinsurance
companies who are not licensed in any state of this country. The Department is concerned,
however, that the preemption powers proposed to be granted by H.R. 5840 are unnecessarily
broad, might adversely affect Vermont consumers, and that there are better solutions for
addressing these issues. In fact, Vermont is actively participating in the development of a model
law that would be applicable in all states, and which would establish appropriate accounting
standards for risks ceded to foreign reinsurance companies without undermining the interests of
Vermont insurance CONSumers.

Please let me know if you have any other questions, .or if you would like to discuss this matter in
further detail. Thank you for the opportunity to share my views on this important matter.

Sincgrely,

2o ] ”%M

Paulette J. Thabault
anumssmner

cc Herbert W. Olson, General Counsel




