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As our culture con nues to evolve into one of instant gra fica on, entrepreneurs and fast‐
paced technology startups have now targeted the next business fron er—insurance—by
oﬀering new, innova ve products such as on‐demand insurance. With on‐demand insurance,
consumers can use their smartphone to ac vate, amend or pause insurance coverage for
very specific items or needs, such as: electronics, home sharing, renters, personal auto, and
drones. Previous ar cles in the CIPR Newsle er have explored emerging innova on and tech‐
nology in the insurance sector with ar ficial intelligence, blockchain and wearable devices.
This ar cle will explore another innova ve approach to insurance—on‐demand insurance—
and discuss how it’s reshaping the tradi onal insurance business model.
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By Julie Mix McPeak, NAIC President and Tennessee Com‐
missioner of Commerce and Insurance
I am looking forward to 2018 with mixed feelings. It is a
great honor to have been selected to serve as President of
the Na onal Associa on of Insurance Commissioners
(NAIC). I am in awe of the power of this posi on. I am
equally in awe of the challenges that we face and all that
must be accomplished for this to be a truly successful year.
With the support of NAIC members and their teams, the
industry, the consumers we all serve and the NAIC support
staﬀ, we can accomplish many posi ve things this year. So I
write this with the purpose of sharing my thoughts on some
very important issues we will face together in 2018 and
beyond.
The challenges we face are many and our resources are
precious. Let me start with no ng some recent accomplish‐
ments that will help shape our future:

 Work began on development of a strategic plan for the
NAIC members to provide guidance and direc on to
NAIC staﬀ. The plan was dra ed and ve ed during
2017 and was adopted on Feb. 3, 2018. It is a three‐
year plan covering 2018‐2020. The tle of State Ahead
was chosen to reflect the forward‐looking nature of the
plan. State Ahead will be discussed in more detail in the
sec on of this ar cle called Key Ini a ves for 2018.

 When natural disasters occur, it is me for the insur‐
ance industry and its regulators to step up. In 2017,
insurers and consumers faced heartbreaking and rec‐
ord‐se ng challenges as insured losses from flooding,
hurricanes and massive wildfires topped $134 billion. In
a perfect world, one would hope every family and busi‐
ness would have the foresight to fully insure their
homes and businesses against the perils they could
face.

 The reality is many carried no insurance or purchased
insuﬃcient limits, par cularly for the flood peril. Insur‐
ers sent in their catastrophe teams to help their policy‐
holders at their greatest me of need. State insurance
regulators banded together to provide mutual assis‐
tance to each other during this diﬃcult me. I am very
proud of those eﬀorts and the caring nature of the ded‐
icated state employees who volunteered when their
skills and assistance was sorely needed. Support con n‐
ues for Puerto Rico and the U.S. Virgin Islands as they
recover from the deadly hurricanes.
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 On March 9, 2017, then NAIC President and Wisconsin
Insurance Commissioner Ted Nickel announced the ap‐
pointment of an Innova on and Technology (EX) Task
Force and asked it to focus on cybersecurity, Big Data
and helping regulators stay in touch with new and inno‐
va ve products and services being oﬀered by start‐ups
and incumbent insurers.

 On May 16, 2017, the NAIC hosted the 11th annual In‐
terna onal Insurance Forum bringing together more
than 300 people from 20 jurisdic ons to discuss global
insurance markets and regula on. Topics covered in‐
cluded reinsurance, interna onal capital standards and
systemic risk.

 A er insurance regulators expressed concerns about the
U.S.‐EU Covered Agreement, the U.S. Treasury’s Federal
Insurance Oﬃce (FIO) and the United States Trade Rep‐
resenta ve (USTR) worked with us and representa ves
from the European Union to clarify the agreement.
Among the important improvements were recogni on
of the U.S. state‐based regulatory system as suﬃcient to
meet “equivalency” tests and agreeing to a meframe
for development of U.S. group capital standards.

 On October 11, 2017, the NAIC and the Stanford Cyber
Ini a ve hosted a joint cybersecurity forum providing
insight into the current cyber‐threat landscape and the
role of insurance in managing and mi ga ng these
risks. An inspira onal keynote speech from Richard A.
Clarke, former U.S. Na onal Coordinator for Security,
Infrastructure Protec on and Counter‐Terrorism, pro‐
vided a endees with some thought‐provoking insights
and sugges ons for ac on.

 On October 24, 2017 we adopted the NAIC Insurance
Data Security Model Law (#668) paving the way for its
introduc on in state legislatures. The model creates a
common regulatory framework for licensed en es to
responsibly manage their cybersecurity exposure. It
requires regulated en es to maintain a risk‐based in‐
forma on security program to assure the public sensi‐
ve personal informa on is being made as secure as
possible.

 On December 1, 2017, the NAIC hosted the Fourth An‐
nual Asia‐Pacific Forum oﬀering an opportunity for reg‐
ulators and industry representa ves to discuss common
issues facing the U.S. and the Asia‐Pacific region.
(Continued on page 3)
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Last year, NAIC leadership embarked on a mission to devel‐
op a comprehensive strategic plan to guide the eﬀorts of
the organiza on over the next few years. I am happy to
report the NAIC Strategic Plan: State Ahead was adopted
by the NAIC members on Feb. 3, 2018. It covers the years
2018 to 2020. State Ahead provides a blueprint for the
NAIC’s future. I would be pleased to provide you with an
overview of State Ahead in this ar cle. I do encourage you
to visit h p://www.naic.org/state_ahead.htm to read the
en re plan.
State Ahead relies on three founda onal pillars: data, tech‐
nology and talent. The NAIC hopes to expand upon its world
class data infrastructure to support the state insurance reg‐
ulators needs in the coming years. Data is useless unless it is
converted to meaningful and insigh ul informa on. That
leads to the second pillar—technology. We must evolve to
use modern technology for collec on, storing and analyzing
the data we receive. Finally, the NAIC and the states must
con nue to employ top‐notch talent to gather the data and
turn it into useful informa on.
State Ahead is organized around three themes. Each theme
is supported by one or more goals providing details on how
the theme will be addressed to execute the plan.
The three themes should be no surprise to long me follow‐
ers of the NAIC. They are:
1. Safe, Solvent and Stable Markets;
2. Consumer Protec on and Educa on; and
3. Superior Member Services and Resources.
The goals underpinning each theme might prove more in‐
struc ve.
Under Safe, Solvent and Stable Markets is the goal to
“provide insurance regulators with the data, training, and
tools required to support a collabora ve regulatory envi‐
ronment that fosters reliable and aﬀordable insurance
products.” There are two main objec ves being considered
to achieve this goal:
 To op mize data and informa on for regulator‐focused
analy cs, and
 To evaluate regulatory opportuni es arising from
macropruden al surveillance.
The plan calls for modernizing the way data is collected and
organized to make it more consumable for state insurance
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regulators, NAIC staﬀ, the industry and consumers. This will
empower users with self‐service business intelligence tools
to give greater insight into insurer financial condi on and
market prac ces. The second objec ve relates to analysis of
how the insurance sector is impacted by broader financial
markets, common risk exposures and the economy. Togeth‐
er these objec ves should lead us to be er organiza on and
analy cal repor ng on the financial health of the insurance
industry.
Some of the work product expected includes:
 Crea on of an enterprise data strategy and analy cs
data warehouse;
 Implementa on of business intelligence tools with self‐
service capabili es;
 Explora on of the use of advanced cloud compu ng
capabili es;
 Applica on of business intelligence tools to NAIC and
external data to improve macropruden al surveillance
capabili es; and
 Enhanced support for the NAIC Financial Stability (EX)
Task Force.
The second theme is Consumer Protec on and Educa on.
The goal underlying this theme is to “ensure consumer pro‐
tec on keeps pace with changes in the marketplace and
consumers have the informa on and educa on needed for
informed decision‐making.” Here are three objec ves:
 To op mize use of market data and regulatory process‐
es to enhance consumer protec ons;
 To provide eﬀec ve and accessible consumer educa on
and financial literacy tools; and
 To posi on the NAIC and its members as thought lead‐
ers in insurance regulatory innova on.
Consumers expect insurers to deal with them in ways com‐
parable to their experience with other products and ser‐
vices. They increasingly want to transact business over the
Internet or their smartphones, and they expect prompt ser‐
vice. State insurance regulators want to work with insurers
and innovators to ensure they are mindful of consumer pro‐
tec on obliga ons. Economists tell us compe on works
best when there is an informed buyer and seller. To improve
transparency in insurance markets we need to make sure
consumers are empowered by being financially literate and
educated on their insurance and risk management needs.
Some of the work product expected includes:

 Improvements to the Market Conduct Annual State‐
ment (MCAS) filing process for insurers;
(Continued on page 4)
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 Providing regulators with a solid, secure, cloud‐based











pla orm for storage and analysis of MCAS data;
Implemen ng business intelligence tools with self‐
service capabili es for market regulators;
Combining mul ple data sources to enhance market
regulatory oversight and insight to protect consumers;
Crea ng an enterprise market data strategy and ana‐
ly cs data warehouse;
Rebuilding the NAIC Consumer Informa on Source (CIS)
to provide an improved consumer‐driven experience
and enhanced educa onal materials;
Developing the NAIC InsureU website into a leading‐
edge resource for consumer educa on on insurance
related‐related topics;
Engaging regulators in educa onal events and forums
to stay abreast of rapidly evolving insurance products
and services;
Convening an Autonomous Vehicle Insurance Forum to
discuss insurance regulatory issues with automakers,
motor vehicle administrators, the U.S. Department of
Transporta on, safety advocates and others;
Using the NAIC Center for Insurance Policy & Research
(CIPR) to enhance focus on insurance regulatory inno‐
va on; and
Crea ng a Cybersecurity Insurance Ins tute.

The third major theme is Superior Members Services and
Resources. There are two goals underlying the theme:
 Provide op mal services to support state insurance
regulators, and equip them with the necessary talent
and resources; and
 Op mize the eﬃciency and eﬀec veness of the NAIC
structure to focus on member priori es and maximize
member engagement.
Some of the work product expected includes:
 Outreach by NAIC staﬀ to all members to iden fy train‐
ing needs;
 Keeping cybersecurity as a top priority and con nuing
to build out the NAIC cybersecurity framework;
 Improvements to the user experience of NAIC technol‐
ogy services;
 Transforma on of pla orm and development prac ces;
 Fostering a culture for innova on and con nuous im‐
provement;
 Addressing NAIC and state regulator talent and re‐
source needs;
 Conduc ng a review of the commi ee structure and
reducing the number of ac ve groups to be er focus
on priori es; and
4
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 Developing appropriate governance factors to ensure a
balance between eﬀec ve engagement and eﬃciency.
As you can see State Ahead is forward looking and innova‐
ve. It outlines broad themes, objec ves and goals to pave
the way toward our future success. I am proud of the eﬀorts
and dedica on of our members to implement this strategic
plan as we move forward.
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Ensuring consumers’ re rement plans are safe and secure is
an important duty for regulators. The interplay between
state and federal regulators over this subject ma er is as
complex as it is o en misunderstood. The U.S. Department
of Labor (DOL), the U.S. Securi es and Exchange Commis‐
sion (SEC) and the Financial Industry Regulatory Authority
(FINRA) each maintain regula ons on standards of conduct
for investment advice that were, for decades, in rela ve
harmony with state insurance and securi es laws. However,
once the DOL launched its fiduciary rule in April 2016, stand‐
ards were no longer consistent.
Remember that in 2010, the Dodd‐Frank Wall Street Reform
and Consumer Protec on Act gave the SEC, as the primary
regulator of the securi es industry, discre onary authority
to establish a uniform fiduciary duty for investment advice.
Once it was clear that the SEC commissioners could not
agree on specific language, the DOL went forward with its
own rule apart from the Dodd‐Frank mandate, for ERISA
re rement plans such as 401(k), defined benefit, profit shar‐
ing, ERISA 403(b) and other 401(a) plans.
The rule also covers all plans otherwise included in Internal
Revenue Code Sec on 4975, such as: tradi onal IRA ac‐
counts and annui es, Roth IRAs, Archer medical savings
accounts, health savings accounts, Coverdell educa on sav‐
ings accounts, simplified employee re rement (SEP) IRAs,
and all 401(a) plans, including church plans, governmental
plans and one‐par cipant 401(k) plans. Now, diﬀerent
standards of conduct exist for accounts subject to the DOL
rule and those that are not. While the DOL follows a fiduci‐
ary standard, state insurance regulators and FINRA have
long required those who sell annui es to comply with a suit‐
ability standard of care.
The DOL rule expands the “investment advice fiduciary”
defini on under ERISA to include any professional making a
recommenda on or solicita on—and not simply giving on‐
going advice. Under the rule, the scope of who is considered
a fiduciary to ERISA re rement plans and IRAs includes a
broader set of insurance agents, insurance brokers, and
(Continued on page 5)

March 2018| CIPR Newsle er

I

I

C

,I

insurers. Previously, apart from ERISA, the Investment Ad‐
visers Act of 1940 imposed a fiduciary duty only on advisors
who were charging a fee for service (either hourly or as a
percentage of account holdings) on re rement plans.
As part of the rulemaking, the NAIC submi ed a comment
le er in July 2015 and met with DOL oﬃcials to underscore
the importance of opera onalizing a number of the pro‐
posed rule provisions and seeking clarity in the rule to limit
the poten al for unintended consequences, confusion or
li ga on. Most sales of insurance and annuity products to
ERISA plans fall in the Prohibited Transac on Exemp on
(PTE 84‐24).
Under the DOL final rule, PTE 84‐24 would only apply to
advisors selling non‐annuity insurance contracts and annui‐
es that sa sfy the DOL’s defini on of a “Fixed Rate Annuity
Contract.” Advisors selling variable annui es and fixed in‐
dexed annui es would need to sa sfy the condi ons of the
Best Interest Contract (BIC) Exemp on rather than PTE 84‐
24 they were previously allowed to rely upon. The BIC ex‐
emp on requires advisers to adhere to impar al conduct
standards to give advice in the best interest of the client,
receive no more than reasonable compensa on, and make
appropriate disclosures, among other requirements.
The issuance of the DOL rule set oﬀ numerous eﬀorts to re‐
vise or repeal it in Congress and in the courts. The first phase
of implementa on of the DOL Rule was scheduled to apply in
April 2017. However, the Trump administra on issued a pres‐
iden al memorandum on February 3, 2017, ordering the DOL
to reevaluate the rule. The memo asked the Labor Depart‐
ment to study whether the fiduciary rule would reduce ac‐
cess to certain re rement oﬀerings, disrupt the re rement
advice industry in a way that may adversely aﬀect investors
or re rees or would be likely to increase li ga on and the
prices investors pay to access re rement services.
The NAIC weighed in with comments in August 2017 to a
DOL Request for Informa on which sought input on the
delay and ques ons on the poten al eﬀects of the rule. The
NAIC discussed the current regulatory oversight for annuity
products and sales and encouraged the DOL to coordinate
with state insurance regulators as it considers changes to
the fiduciary rule. While the DOL has shared jurisdic on
with the states over insurance products sold through ERISA
plans, states have regulatory responsibili es with respect to
the en re market for such products, including disclosure
requirements, professional standards of conduct for agents,
and supervisory controls.
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A robust system already exists to provide policyholder pro‐
tec ons through solvency and market conduct regula ons
designed to ensure that life insurance and annuity custom‐
ers are treated fairly. In addi on, the NAIC also submi ed
comments to the SEC in August 2017 on the issue. Because
some sales distribu on of insurance and re rement prod‐
ucts is shared with investment advisers, securi es agents
and dealers, an appropriate amount of regulatory consisten‐
cy and harmony with the SEC and FINRA is necessary. The
NAIC emphasized the need to work in a coordinated fashion
with them as well.
The DOL has now delayed the enforcement mechanisms for
the en re fiduciary duty regula on and all the remaining
provisions including those pertaining to PTE 84‐24 to July 1,
2019. During the transi on period, the DOL said it “will not
pursue claims against fiduciaries working diligently and in
good faith to comply” with the impar al conduct standards
that are already in place. The DOL said it needs the extra
me to conduct a reassessment of the rule’s impact on re‐
rement advice that was ordered by the presiden al memo.
Looking forward in 2018, the NAIC Annuity Suitability (A)
Working Group is considering updates to the Suitability in
Annuity Transac ons Model Regula on (#275). Our goal re‐
mains to provide robust consumer protec on, while limi ng
undue burdens on insurance producers, financial advisors,
and the companies they represent. NAIC members have also
been engaged on this issue with both the SEC and DOL to
seek as much consistency and compa bility as possible as we
collec vely look to update our respec ve regula ons.
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Cybersecurity is perhaps the most important topic for the
insurance sector today. It is incumbent on insurers and in‐
surance producers to protect the highly sensi ve consumer
financial and health informa on collected as part of the
underwri ng process and for evalua on and payment of
insurance claims. This Personally Iden fiable Informa on
(PII) is entrusted to the industry by the public. The public
has the right to demand it be protected to the maximum
extent possible.
The NAIC has completed several cybersecurity ac vi es in
recent years. Late last year a significant accomplishment
was the adop on of the Insurance Data Security Model Law.
State insurance regulators also par cipated in a joint forum
with Stanford University on cybersecurity ac vi es. In this
sec on I will discuss my views on the Model Law, the possi‐
bility of developing a Cybersecurity Ins tute and ac vi es
related to an ‐fraud eﬀorts.
(Continued on page 6)
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Implementa on of Insurance Data Security Model Law: In
October 2017, the Insurance Data Security Model Law was
adopted. The Model Law requires insurers and other en ‐
es licensed by state insurance departments to develop,
implement, and maintain an informa on security program;
inves gate any cybersecurity events; and no fy the state
insurance commissioner of such events. States are now
working to introduce the Model Law in their legislatures.
The state regulatory system allows us to be close to the
people and businesses opera ng in our jurisdic ons and
adjust laws and regula ons to protect insurance consumers
within our boundaries. I believe cybersecurity is an area
where we need to recognize diversity is not the answer. A
data breach is a data breach regardless of where it happens.
As a result, instead of diversity, cybersecurity ma ers call
for a uniform solu on. I am convinced we have a workable
uniform solu on for the insurance sector with the Insurance
Data Security Model Law.
In an extraordinary step forward, the development of the
Model Law was recognized by the U.S. Department of the
Treasury in its October 2017 report tled, A Financial Sys‐
tem That Creates Economic Opportuni es: Asset Manage‐
ment and Insurance. In the report, the Treasury states:
“Treasury recommends prompt adop on of the NAIC Insur‐
ance Data Security Model Law by the states. Treasury fur‐
ther recommends that that if adop on and implementa on
of the Insurance Data Security Model Law by the states do
not result in uniform data security regula ons within five
years, Congress pass a law se ng forth requirements for
insurer data security, but leaving supervision and enforce‐
ment with state insurance regulators.”1
Crea on of Cybersecurity Ins tute: In a remarkable speech
given at the NAIC/Stanford University Joint Cybersecurity
forum on October 11, 2017, Richard A. Clarke, a former U.S.
Na onal Coordinator for Security, Infrastructure Protec on
and Counter‐Terrorism, recommended a cybersecurity ins ‐
tute be formed in the insurance sector.
Crea on of a cybersecurity insurance ins tute would be
quite an undertaking. Among the things it might include
are:
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Collec on and cataloging of data on cyber breaches;
Studying cybersecurity breach events;
Providing informa on on cyber risk mi ga on;
Serving as the “Underwriters Laboratory” for cyber
risks;
Development of an educa onal component encom‐
passing the development of educa onal and instruc‐
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onal materials to provide students with a comprehen‐
sive educa on on cybersecurity ma ers;
Crea on of a mul level set of cer fica ons granted for
successful comple on of educa onal courses;
Provision of high quality con nuing educa on for those
with cer fica ons;
Crea on of a Federated Digital Iden ty to replace cur‐
rent use of PII for iden ty verifica on purposes, making
PII valueless to hackers; and
A process for con nuous tracking of cybersecurity risks.

I am hopeful we can consider the crea on of a cybersecurity
insurance ins tute this year and come to some agreement
on its scope. The scope might include some of the items
listed above and other innova ons and ideas not yet con‐
templated.
Development of An ‐Fraud Depository: One of my concerns
is the ease with which people with bad mo ves can take
advantage of unsuspec ng consumers. While the cybersecu‐
rity insurance ins tute would concentrate on those who
perpetrate fraud by iden ty the , ransomware and other
electronic means, it might also make sense for us to use a
suspected/confirmed fraud database to also collect infor‐
ma on on other types of fraud commi ed by more tradi‐
onal means.
Too o en it is easy for an unscrupulous person to prey on
the public. Insurance fraud comes in many forms—
perpetrated by many diﬀerent types of individuals. Fraud
can arise when the people stage fake accidents for financial
gain or when a person colludes to inflate the value of a
claim. While members of the public can defraud insurers,
fraud is a two‐way street. An insurer might be so ght‐fisted
during the claim se lement process that an individual does
not receive what they paid for. Further, ques onable indi‐
viduals might defraud consumers by collec ng premiums
and failing to remit them to the insurance underwriter or by
simply pretending to be a licensed insurance producer and
pocke ng the money.
In what it states as a conserva ve es mate, the Coali on
Against Insurance Fraud es mates over $80 billion is lost
each year.2 It further es mates roughly 10% of property and
casualty insurance losses are fraudulent.3 Clearly the cost of
fraud is passed to honest consumers who pay more than
(Continued on page 7)
1

U.S. Department of the Treasury. A Financial System That Creates Economic Oppor‐
tuni es: Asset Management and Insurance. October 2017.
h p://www.insurancefraud.org/sta s cs.htm. Accessed on January 18, 2018.
3
Ibid.
2

March 2018| CIPR Newsle er

I

I

C

,I

they should for insurance products. It is incumbent on state
insurance regulators to take ac on to prevent insurance
fraud. Ac ve monitoring is a helpful first step.

C
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Insurance regulators are statutorily charged with consumer
advocacy. Yet we are not the average consumer. For that
reason alone, seeking out advice and council from average
ci zens is important. State insurance laws exist to protect
consumers. The insurance commissioner’s oﬃce is charged
with enforcement of the insurance laws. It is important for
state insurance regulators to know if what they are doing is
eﬀec ve.
This year we are commi ed to ensuring consumer protec‐
on measures keep pace with the rapid changes in the mar‐
ketplace. Further, we must be sure consumers are empow‐
ered with the informa on and educa on they need to make
informed decisions about the insurance products they are
buying.
Technological evolu on has been the driving force around
changes in the way the public chooses to interact with in‐
surers. Business models are changing in response to the on‐
demand world. People expect to be able to do business
with insurers in the same on‐the‐go manner they do with
other segments of the economy. They want what they want
and they want it now. Insurers and insurance producers are
beginning to react to this change. All the while, there will be
consumers who do not want to use modern technology and
prefer to use more tradi onal methods. Insurers have to
serve both sectors of the market.
Yet our laws and regula ons, while well intended in another
me, might hinder progress. For example, a law devised to
protect consumers by requiring 10‐30 days advance no ce
of cancella on was needed when the no ces were deliv‐
ered by the U.S. Post Oﬃce. This assured the consumer
would receive knowledge of a cancella on in me to secure
replacement coverage before the policy was no longer
eﬀec ve. We may need to revisit this provision and others
to see if the laws allow for consumers and insurers to trans‐
act business by electronic means if they choose.
My pledge to you for 2018 is to begin the process of looking
at our consumer protec on framework to see if moderniza‐
on of the NAIC model laws is needed to reflect the chang‐
ing world we live in. To accomplish the goal we may receive
unan cipated help from social media. The collec ve voice
of insurance consumers can be a powerful agent of change.
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Our world is rapidly changing. Change is being driven by
consumer demand and expecta ons. People expect insurers
and insurance producers to meet their expecta ons in the
same ways they have experienced with other businesses.
They want to do business by electronic means at the me of
their choosing. As noted earlier, insurers and producers are
star ng to make changes to meet these changing consumer
expecta ons.
Consumers are voicing their concerns through social media.
It is likely consumers will demand insurers follow higher
standards than regulators could ever imagine imposing up‐
on them. One only needs to look at recent use of social me‐
dia to find examples of businesses that got it wrong. Take
for instance United Airlines where a video of armed oﬃcers
dragging a passenger oﬀ a plane resulted in public outcry. A
Twi er hashtag #Boyco United was used over 3 million
mes. This led to a serious and sudden drop in the value of
United’s stock.
State insurance regulators need to be informed about inno‐
va ons being implemented by start‐ups and incumbent in‐
surance opera ons. State insurance regulators need to sup‐
port innova on, but should not end up picking winners and
losers as things evolve. To learn about innova ons and dis‐
cuss public policy issues related to them, the NAIC created
the Innova on and Technology (EX) Task Force last year.
This group will con nue in 2018 and has been asked to pro‐
vide a forum for discussion of innova on and technology
developments in the insurance sector. They have the la ‐
tude to develop regulatory guidance, best prac ces or dra
white papers. They have a specific charge to study autono‐
mous vehicles and the impact they will have on the auto
insurance markets. One should look at the Task Force as the
hub of ac vity for anything related to innova on in the in‐
surance sector.
It is also incumbent on state insurance regulators to know
what data is being used by insurers and understand how the
data flows into insurer models. The development of credit‐
based insurance scores was perhaps the first example of
using non‐tradi onal data to assess insurance risk. Now in‐
surers are exploring the use of Big Data and Ar ficial Intelli‐
gence (AI) to uncover previously unknown rela onships re‐
lated to risk. They use this for pricing, underwri ng and
claim se lement.
(Continued on page 8)
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The NAIC is rapidly changing the way it does business. There
are ongoing and planned eﬀorts to rewrite and move some
of the NAIC databases to the Cloud. Applying machine
learning and human interpreta on, and the move to Cloud‐
based data collec on and storage, the NAIC is building the
tools to enhance our ability to transform data into high‐
quality informa on, useful for state insurance regulators
and insurers. The State Ahead strategic plan contains many
details about what is planned from 2018 to 2020.
Among the things within the purview of the Task Force are:
 Discussion about the concept of a regulatory sandbox;
 Mee ngs with accelerators and others suppor ng start
‐up innovators;
 Mee ngs with actual innovators to discuss the innova‐
on and iden fy any regulatory issues before a product
or process is rolled out to the public;
 A endance and par cipa on in na onal forums dis‐
cussing and showcasing innova ons;
 Iden fying the impact of the gradual introduc on of
the autonomous vehicle and evalua ng the need to
change current laws and regula ons to keep consumers
first;
 Listening to reports from its two Working Groups; The
Big Data Working Group and the Speed to Market
Working Group; and
 Addressing issues related to cybersecurity and imple‐
menta on of the Insurance Data Security Model Law.
As you can see, innova on and technology will be front and
center at many NAIC events.
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It is clear to everyone the U.S. system for delivery of
healthcare is not working op mally for all those seeking
care. According to the Centers for Disease Control and Pre‐
ven on (CDC), the per capita na onal health expenditures
are $9,990.4 Further, the total na onal health care expendi‐
tures were $3.2 trillion.5 The total na onal healthcare ex‐
penditures represent 17.8% of the Gross Domes c Product.6
These costs are clearly unsustainable for us as a na on.
Many misperceive the solu on lies in “fixing” health insur‐
ance. However, health insurance is simply the canary in the
coal mine. It exposes systemic costs by shining a light on
them when insurance renewals arrive. The insurance mech‐
anism simply passes along the underlying healthcare costs.
It is in these underlying costs where solu ons lie.
There are a number of significant sources of healthcare.
Some involve private insurance while others involve a varie‐
8
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ty of government programs, both state and federal. If we
listen to news reports, it is easy to misperceive the Aﬀorda‐
ble Care Act (Obamacare) is where most Americans receive
health insurance coverage. On the contrary, most people
s ll receive health insurance benefits from an employer‐
based plan. For those over age 65, Medicare provides most
coverage. For the economically disadvantaged there is Med‐
icaid and several flavors of assistance for specific groups
such as State Children’s Health Insurance Programs (SCHIP/
CHIP). The CDC has extensive sta s cs available on who is
covered and the source of the coverage.7
The CDC found there were roughly 28.2 million people un‐
der age 65 who were uninsured or 10.4% of the popula on.8
The CDC es mates 65% of the popula on under age 65 had
some form of private insurance with 26.3% receiving bene‐
fits from some type of governmental program.9
What I am proposing for 2018 is for regulators to study
health care cost drivers to see if there are some insights to
be gained. I have tasked the NAIC Health Insurance and Man‐
aged Care (B) Commi ee and the staﬀ of the NAIC Center for
Insurance Policy & Research (CIPR) with studying these cost
drivers and repor ng findings and recommenda ons.
As part of the Commi ee’s work I will ask them to study the
movement from a fee‐for‐service to a value‐based reim‐
bursement model. I suspect the fee‐for‐service model is
contribu ng to the general cost of healthcare as neither the
medical provider nor the pa ent have any incen ve to con‐
trol the cost of unnecessary care. In a value‐based reim‐
bursement model healthcare providers are rewarded for
managing system costs and crea ng posi ve outcomes for
pa ents. The groundwork for this change has been de‐
scribed in the Medicare Access and Children's Health Insur‐
ance Program (CHIP) Reauthoriza on Act of 2015. Our study
needs to look at the possibility of expor ng these ideas to
the private insurance markets, both on the ACA Exchanges
and for employer‐based coverage.
Other things I plan to ask be considered include: the impact
of vaccina ons, the impact of cybersecurity breaches on
healthcare costs, dietary implica ons such as obesity, ge‐
ne c modifica ons to basic foods such as wheat, the costs
(Continued on page 9)
4

h ps://www.cdc.gov/nchs/fastats/health‐expenditures.htm. Accessed Jan. 4, 2018
based on 2015 data.
Ibid.
6
Ibid.
7
h ps://www.cdc.gov/nchs/fastats/health‐insurance.htm. Accessed on Jan. 4, 2018
based on 2016 data.
8
Ibid.
9
Ibid.
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and treatment of asthma, Alzheimer’s, diabetes, cancer
treatments and items within a person’s ability to control
such as smoking and alcohol consump on.
I expect this study will bring together par es that do not
generally work collabora vely. Hopefully the results will
prove frui ul.
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term care service alterna ves, including home health care,
respite care, hospice care, personal care in the home, ser‐
vices provided in assisted living facili es, adult day care cen‐
ters and other community facili es. Public programs, such
as Medicare and Medicaid, also cover certain long‐term care
services. As our popula on ages, the need for long‐term
care support and services will become increasingly im‐
portant and require innova ve new approaches.

C

The provision of long‐term care for older Americans and the
disabled has been a challenge. Long‐term care refers to a
wide range of medical, personal and social services. You may
need this type of care if you have a prolonged illness or disa‐
bility. This care may include help with daily ac vi es, as well
as home health care, adult daycare, nursing home care or
care in a group living facility. Long‐term care insurance (LTCI)
is one way to pay for long‐term care. It is designed to cover
all or some of the services provided by long‐term care.
The long‐term care market has evolved significantly since its
introduc on in the 1960s. It now covers more than seven
million lives. According to the U.S. Department of Health
and Human Services (HHS), about 12 million of America’s
senior ci zens will require long‐term care by 2020. The ma‐
jor issue with the provision of long‐term care is the inability
to accurately predict how much the housing and health care
will cost many years into the future.
As a result, tradi onal LTCI sales have fallen precipitously in
recent years, from 754,000 individual policies in 2002 to
129,000 in 2014. Likewise the number of insurers oﬀering
the coverage has diminished from slightly over 100 in 2002
to about a dozen today, and premium rates for newly is‐
sued policies have risen as the remaining writers have re‐
fined their pricing.
These numbers reflect the fact in many cases; insurers
struggled to accurately price LTCI ini ally and made a num‐
ber of assump ons which turned out to be inaccurate. The
result has been significant losses for many insurers selling
this line of insurance and many LTCI consumers facing sig‐
nificant premium increases they did not an cipate. Ul ‐
mately, LTCI has proved to be a more expensive product as
many insurers have refined their pricing. Hence, many con‐
sumers may be interested in exploring alterna ves to tradi‐
onal LTCI insurance as they consider ways to finance their
poten al long‐term care needs.
When LTCI policies were first introduced, they were intend‐
ed to supplement payment for the primary form of long‐
term care at that me—namely, nursing homes. As LTCI
policies evolved, they now incorporate a myriad of long‐

A May 2016 study by the NAIC Center for Insurance Policy
and Research (CIPR) tled, The State of Long‐Term Care In‐
surance: The Market, Challenges and Future Innova ons,
iden fied two key factors driving life insurance product de‐
velopment: 1) mortality risk; and 2) longevity risk. In recent
years, the product focus has shi ed to address longevity risk
as baby boomers reach re rement age in a me when de‐
fined benefit pension plans are becoming a thing of the
past. Technology and medical advances enable people to
live longer. The blessing of a longer life is accompanied by
the need to generate suﬃcient income in re rement to be
able to enjoy the extra years and pay for long‐term care if it
becomes necessary.
It is the unknown factors presen ng the primary challenges
for insurers and state insurance regulators in the LTCI mar‐
kets. Actuarial assump ons regarding longevity and persis‐
tency for early LTCI products proved to be inaccurate. Insur‐
ers underes mated how long people would live. As people
lived longer, the likelihood they would need to call upon
LTCI polices for coverage increased. It was soon apparent
the actuarial longevity es mates were wrong. The obvious
solu on seemed to be to raise rates. This answer proved to
be diﬃcult and challenging poli cally, as the addi onal pre‐
mium generally came from those on fixed incomes and least
able to aﬀord it.
A second assump on made by actuaries related to what
they call persistency. In other words, the actuaries assumed
many people would drop the coverage over me. This
proved not to be the case, as dropping a policy meant the
consumer would receive nothing in return for the premiums
paid over me.
An addi onal unknown was the extent of the incidence of
cogni ve memory disorders such as Alzheimer’s disease.
There currently is no cure for Alzheimer’s disease. However,
advancements have been made in pharmaceu cal and non‐
drug treatments of both cogni ve and behavioral symptoms
of the disease. People can live for a long me with Alzhei‐
mer’s disease and similar memory challenges. If a cure for
Alzheimer’s disease were to be found, the cost of LTCI prod‐
ucts would drop significantly.
(Continued on page 10)
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What you have read so far may suggest there is no hope for
saving the LTCI market. But there is some hope, and NAIC
members are working on solu ons. I would like to share
some recent ac vi es with you and discuss plans for 2018.
We are working to enact protec ons designed to keep
abreast of the changes in product design and to address
historical problems encountered in the marketplace. The
NAIC membership adopted amendments to the Long‐Term
Care Insurance Model Regula on (#641) in August 2014
aimed at improving rate‐stabiliza on provisions. The NAIC is
producing and evalua ng proposals related to:
 LTCI rate stability for exis ng policies; developing a new
mortality standard for long‐term care reserves based
on the 2012 Individual Annuity Reserving Tables;
 Developing new tabular voluntary lapse standard for
long‐term care reserves;
 Working with interested par es to determine the ap‐
propriateness of a principle‐based framework for LTCI
valua on; and
 Developing regulatory guidance for premium deficiency
reserve calcula ons.
Addi onally, the NAIC Senior Issues (B) Task Force is taking
a broad look at recent changes in the LTCI market, including
shi s in the profile of purchasers, evolu on of the types of
products being sold, other changes in the marketplace and
goals of regula on of this product. The Task Force created
the Long‐Term Care Innova on (B) Subgroup in 2016 to
examine the future of LTCI, what type of LTCI products
should be on the market going forward, and who is likely to
buy these products.
The Subgroup developed two documents: 1) a list of federal
policy changes for Congress to consider to help to increase
private LTCI financing op ons for consumers, and 2) a list of
private market op ons for financing LTCI services to provide
regulators, policymakers, consumers, and other stakehold‐
ers an overview of the landscape of long‐term care financing
mechanisms currently available in the private market. The
Subgroup intends to turn its a en on to iden fying and
addressing poten al regulatory barriers to innova on in the
private market in order to spur innova ve private market
solu ons to financing Americans’ long‐term care needs.
The LTCI benefits of insolvent insurers are covered under
the NAIC Life and Health Insurance Guaranty Associa on
Model Act (#520). The NAIC Receivership and Insolvency (E)
Task Force will address issues and concerns with guaranty
fund coverage developing as a result of new or ongoing
discussions and work occurring in other LTCI groups.
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There also have been public hearings and the release of a
NAIC Center for Insurance and Research (CIPR) study, The
State of Long‐Term Care Insurance: The Market, Challenges
and Future Innova ons. The study provides a detailed over‐
view of the state of the LTCI market, the economics and
benefits of private long‐term care insurance, the future de‐
mand of improved LTCI, long‐term care reform proposals
and regula on of LTCI rates.
Work on LTCI issues will con nue in 2018 to build on the
significant progress made last year. There will be challenges
as issues related to a few significant insolvencies of past
LTCI providers are being addressed. Because the industry is
crea ve and resilient, there is hope that the combina on
product they are developing will be appealing to the public.
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There is o en a mispercep on that the en ty‐based solven‐
cy framework in the U.S. does not address group‐level capi‐
tal needs. The U.S. system of state‐based insurance regula‐
on has considered the financial condi on of the holding
company system, as well as any transac ons with aﬃliates,
for decades. However, state insurance regulators con nue
to place an emphasis on each insurance legal en ty since
that is where the legal contract with the policyholder exists.
In light of the 2007–2008 financial crisis and the globaliza‐
on of the insurance business models, state insurance regu‐
lators have begun to modify their group supervisory frame‐
work and have been increasingly involved in developing an
interna onal group supervisory framework.
Under the U.S. system of state‐based insurance regula on,
the need for group supervision was recognized early on, and
the first NAIC model law adopted in 1969. While changes
have been made in model laws since that me, the general
principles of group supervision, including as reaﬃrmed in
the 1978 NAIC Proceedings,10 s ll remain. More recently the
U.S. approach to group supervision adopted in the NAIC
Insurance Holding Company System Regulatory Act (#440)
and the Insurance Holding Company System Model Regula‐
on with Repor ng Forms and Instruc ons (#450) has been
described as a “windows and walls” approach.
Regulators have “windows” to scru nize group ac vity and
assess its poten al impact on the ability of the insurer to
pay its claims and “walls” to protect the capital of the insur‐
(Continued on page 11)
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NAIC Proceedings. 1978. Volume I. Pages 213‐234.
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er by requiring the insurance commissioner’s approval of
material related‐party transac ons. This approach is par c‐
ularly eﬀec ve in U.S. insurance groups, as the insurers in
the group are typically the primary source of revenues and
deployment of excess capital for the holding company.
The contagion eﬀects experienced by U.S. insurers in the
American Interna onal Group (AIG) holding company sys‐
tems near collapse during the financial crisis caused U.S. state
insurance regulators to reevaluate their group supervisory
framework. Beginning in 2008, through the NAIC Solvency
Moderniza on Ini a ve (SMI), U.S. state insurance regulators
reviewed lessons learned from the financial crisis, and, spe‐
cifically, studied AIG and the poten al impact of noninsur‐
ance opera ons on insurance companies in the same group.
Through the SMI, U.S. state insurance regulators devised
plans for revisions to group supervision, maintaining the
“walls” but enhancing the “windows” of the system.
The concepts addressed in the enhanced “windows and
walls” approach include: 1) communica on between regula‐
tors and supervisory colleges; 2) access to, and collec on of,
informa on from groups; 3) enforcement measures; and 4)
group capital assessment.
To enhance systems for group supervision, the NAIC adopt‐
ed revisions to Model #440 and Model #450 in 2010. The
revisions included: 1) expanded ability to evaluate any en ‐
ty within an insurance holding company system; 2) en‐
hancements to the regulator’s rights to access books and
records and compelling produc on of informa on; 3) estab‐
lishment of expecta on of funding with regard to regulator
par cipa on in supervisory colleges; and 4) enhancements
in corporate governance, such as responsibili es of board of
directors and senior management.
Addi onally, state insurance regulators adopted an expan‐
sion to the Insurance Holding Company System Annual Reg‐
istra on Statement (Form B) to broaden requirements to
clarify the requirement to include financial statements cov‐
ering all aﬃliates. A new Form F (Enterprise Risk Report)
was also introduced for firms to require the group to iden ‐
fy its material risk throughout the enterprise, but specifical‐
ly intended to iden fy the risk posed by the non‐insurers
that could have an impact on the group as a whole and in
turn the regulated insurers.
In addi on, state insurance regulators put into eﬀect the
interna onal concept of the Own Risk and Solvency Assess‐
ment (ORSA). Pursuant to the NAIC Own Risk and Solvency
Assessment (ORSA) Guidance Manual and the NAIC Risk
Management and Own Risk and Solvency Assessment Mod‐
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el Act (#505), large and medium‐size U.S. insurers and insur‐
ance groups are required to regularly perform an ORSA and
file a confiden al ORSA Summary Report of the assessment
with the regulator of each insurance company upon re‐
quest, and with the lead state regulator for each insurance
group regardless of whether a request is made. Model #505
provides the requirements for comple ng an annual ORSA
process and provides guidance and instruc ons for filing an
ORSA Summary Report.
The lessons about group supervision are lessons insurance
supervisors all over the world have learned. It is an element
of the European Union (EU) Solvency II direc ve and con n‐
ues to be a focus of discussions at the Interna onal Associa‐
on of Insurance Supervisors (IAIS). As part of the enhance‐
ment to interna onal supervisory coopera on and coordi‐
na on, U.S. state insurance regulators are engaged at the
IAIS on a number of work streams.
The IAIS has been focused on improving group supervision
interna onally through three main ini a ves: 1) standard‐
se ng through ongoing revisions to the IAIS Insurance Core
Principles (ICPS); 2) the Supervisory Forum; and 3) the Com‐
mon Framework for the Supervision of Interna onally Ac ve
Insurance Groups (ComFrame). State insurance regulators
have been, and con nue to be, ac vely engaged in all of
these ini a ves.
In 2016, the NAIC formed the Group Capital Calcula on (E)
Working Group and tasked it with construc ng a U.S. group
capital calcula on using a risk‐based capital (RBC) aggrega‐
on methodology. Since its incep on, it has been focused
on developing the details of how such a calcula on will con‐
sider specific items. Also since its incep on, regulators in‐
volved with the Working Group and regulators with the Fed‐
eral Reserve Board have shared views on the development
of their respec ve calcula ons. A subset of Working Group
members have been working with volunteer insurers who
have submi ed data to their regulator which is shared confi‐
den ally in a way to be er inform the development of the
details of the calcula on on specific items. The Working
Group has also set a goal of field tes ng a beta version of
the calcula on by the end of 2018.
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The U.S. insurance market is the largest and most compe ‐
ve in the world. More than 5,900 insurers operate here
with assets of almost $8 trillion and more than $2 trillion in
annual premium. The insurance sector employs 2.2 million
people directly and provides investment capital to fund local
infrastructure projects, which also provide jobs. Twenty‐six
(Continued on page 12)
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U.S. states are among the world’s 50 largest insurance mar‐
kets, and, collec vely, the states play a prominent role in
promo ng the growth and preserving the strength of the
U.S. insurance sector, which, in turn, supports financial risk
management and growth in all sectors.
The NAIC has a long history of engagement with our inter‐
na onal regulatory counterparts. In fact, the NAIC was in‐
strumental in the forma on of what is now known as the
Interna onal Associa on of Insurance Supervisors (IAIS).
The IAIS was formed in 1994 and the NAIC served as its sec‐
retariat during its forma ve years. The IAIS later moved to
Switzerland and hired its own staﬀ. Interna onal organiza‐
ons based in Europe, including the Financial Stability Board
(FSB) and the IAIS, are working to develop global standards
that may be well‐inten oned in theory but ineﬀec ve in
prac ce. Moreover, in some cases, the global standards
may be inconsistent with current U.S. policy, our state‐
based system of insurance regula on, and the best interests
of U.S. consumers and U.S. insurance industry.
The NAIC has enabled the states to coordinate domes cally
and interna onally for many years. The state‐based sys‐
tem’s track record has been excellent for protec ng policy‐
holders and maintaining stable and compe ve markets. I
should note the system in the European Union (EU) (i.e.,
Solvency II) is not based on protec ng consumers and en‐
couraging strong compe ve markets, but rather, on re‐
quiring suﬃcient capital so no insurer becomes insolvent.
Further, much of the IAIS regulatory work is done in closed
mee ngs while the U.S. state‐based regulatory system op‐
erates with a great deal of transparency. It is a fundamen‐
tally diﬀerent approach to regula on.
It is important to state insurance regula on to engage with
interna onal regulators through the IAIS and the FSB. It has
become clear over me that the EU members are trying to
impose their Solvency II regime on the rest of the world’s
regulators. We must remain engaged with the IAIS to en‐
sure there is recogni on of the eﬀec veness of the U.S.
state‐based regulatory framework. Engagement is needed
to make sure global standards inconsistent with the U.S.
regulatory approach are not forced upon us.

I

The U.S. Congress recognizes state insurance regulators over‐
see 100% of the U.S. private insurance market and are en‐
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gaged in interna onal leadership roles as group‐wide supervi‐
sors who coordinate the oversight of large complex U.S. insur‐
ance groups opera ng across many jurisdic onal borders.
While the NAIC and its members are eﬀec vely the largest
member of the IAIS, the Federal Insurance Oﬃce (FIO) and
the Federal Reserve are also members, each with their own
objec ves, more narrow authori es and more limited insur‐
ance experience. The FIO and the Federal Reserve are also
members of the Financial Stability board (FSB), which ex‐
cludes state insurance regulators and the NAIC.
State insurance regulators, legislators, policyholders and
insurers have all called for greater transparency in the dis‐
cussions and decisions of the FSB and the IAIS. We are
pleased with the recent eﬀorts of the Administra on and
Congress to insist on greater accountability in the ac vi es
of the Treasury Department and the Federal Reserve Board
on interna onal insurance ma ers.
Recent direc ves have ordered FIO, Treasury and the Fed to
support the state‐based insurance regulatory system when
dealing with interna onal standard‐se ng bodies. We are
happy with recent outreach by the Treasury and FIO and be‐
lieve there will be a more collabora ve and congenial rela‐
onship with them in the future. Although interna onal
standards are advisory only and non‐binding, they neverthe‐
less could be implemented in many jurisdic ons and ul mate‐
ly impact the compe veness of the U.S. insurance sector.
Many U.S. stakeholders and state insurance regulators con‐
nue to ques on whether some aspects of the proposed
interna onal standards are warranted given the current
financial strength of the insurance sector. The poten al
costs of new global group capital standards could discour‐
age long‐term investment and limit the variety of insurance
products available.
All we are asking of our interna onal counterparts is mutual
recogni on of each other’s regulatory frameworks. We
should not try to push our system on them and, in return,
they should not a empt to impose their largely untested
system on us.

I
An important project for 2018 is work on development of a
group capital calcula on using an aggrega on approach.
We have a five‐year window to develop, test and imple‐
ment a group capital calcula on that will achieve equivalent
results to the IAIS Solvency II approach.
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The public o en feels the term “Big Data” is synonymous
with “Big Brother.” The public understands businesses col‐
lect informa on about them and want to use the data to
increase revenues. Generally speaking, consumers believe
data about themselves is their data, and they have some
control over their data and how it is used. In many cases,
people are willing to trade access to their data for some
(Continued on page 13)
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benefit. Examples in the insurance sector include lower
price, faster claim se lement, ability to do business online
and instant communica on with their insurer or insurance
producer. They also want privacy and expect if a business
collects and maintains informa on about them, the busi‐
ness will do whatever is necessary to protect that data from
falling into the wrong hands.
It is interes ng that the European Union’s General Data
Protec on Regula on (GDPR) appears to be more con‐
cerned about privacy than are the laws and regula ons in
the U.S. The soon‐to‐be‐implemented GDPR provides EU
ci zens with a right to access and a right to be forgo en.
The right to access allows people to obtain informa on
about what a business collects, how it is stored and the pur‐
pose for it being collected. The right to be forgo en allows
the public to tell a business to delete or erase any data it
may have related to the person making the request. We
may find it necessary to become a bit more like the EU with
respect to management of Big Data.
Advancements in technology have enabled the collec on
and storage of large and diverse amounts of informa on. So
what is Big Data? There is no generally accepted defini on
of it. For our purposes we will assume Big Data is collec on
and compila on of data too complex for tradi onal data
processing techniques to handle. For insurance purposes,
Big Data refers to unstructured and/or structured data be‐
ing used to influence underwri ng, ra ng, pricing, policy
forms, marke ng and claims handling. Structured data re‐
fers to data in tables and defined fields. Unstructured data,
comprising most data, refers to things such as social media
pos ngs, typed reports and recorded interviews. Predic ve
analy cs allows insurers to use Big Data to forecast future
events. The process uses a number of techniques—
including data mining, sta s cal modeling and machine
learning—in its forecasts.
As insurers collect more granular data about insurance con‐
sumers, state insurance regulators need greater insight into
what data is available to the insurance industry, how it is
being used, and whether it should be used by insurers.
While the use of Big Data can aid insurers’ underwri ng,
ra ng, marke ng, and claim se lement prac ces, the chal‐
lenge for insurance regulators is to examine whether it is
beneficial or harmful to consumers.
Addi onal consumer concerns include how collected data is
safeguarded and how consumer privacy is maintained. An‐
other issue with Big Data is state insurance regulators need
data beyond what has been tradi onally collected. State
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insurance regulators may need to collect more useful data
(beyond financial and market conduct data collected today)
to allow for greater insight into insurers’ models to further
enhance regula on.
Insurers use Big Data in a number of ways. Some ways im‐
prove things for insurance consumers; while others might
be detrimental. In some cases an element of Big Data might
be beneficial to some, but not all people. Today we know
insurers use Big Data to:

 More accurately underwrite, price risk and encourage
risk reduc on and pre‐loss mi ga on. Telema cs, for
example, allows insurers to collect real‐ me driver be‐
havior data and combine it with premium and loss data
to provide premium discounts to those who drive safely;
Enrich customer experience by quickly resolving service
issues;
Improve marke ng eﬀec veness by tailoring products
to individual preferences;
Create opera ng eﬃciencies by streamlining the appli‐
ca on process (an example of this is a pre‐filled home‐
owner’s applica on);
Facilitate be er claims processing by applying machine
learning algorithms to outcomes;
Reduce fraud through be er iden fica on techniques
(for example, text analy cs can iden fy poten al “red
flag” trends across adjusters' reports); and
Improve solvency through the ability to more accurately
assess risk.








Despite this tremendous poten al, Big Data has its cri cs.
All disrup ve technologies create winners and losers. It is
incumbent on insurance regulators to address several con‐
cerns regarding Big Data. Among them are:

 The complexity and volume of data may present hur‐
dles for smaller‐sized insurers perhaps ul mately reduc‐
ing rather than enhancing compe on;
Insurance regulatory resources for reviewing complex
rate filings must be enhanced for greater understanding
of how the informa on is being applied to the public;
Lack of transparency and poten al for bias in the algo‐
rithms used to synthesize Big Data might lead to unfair
treatment of consumers or claimants;
Highly individualized rates11 could lose the benefit of risk





(Continued on page 14)
11

Essen ally a risk pool of one. Some ques on if a risk pool of one is a risk pool
at all.
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pooling that is part of the current insurance structure;
Oversight of insurers’ collec on of informa on sensi‐
ve to consumers' privacy or poten ally discriminatory
must be enhanced;
Resolu on of the “who owns the data?” ques on is
impera ve; and,
Consumers need to be assured the data they provide is
adequately protected from cyber‐threats.

It appears transparency is a large part of the answer to
dealing with Big Data. If insurers are to be able to success‐
fully use Big Data, they must be transparent to their cus‐
tomers. In this defini on of customers the insurers need to
remember the insurance regulators are their customers. For
consumers, insurers need to be willing to tell them what
informa on they collect, where it is stored, how it is safe‐
guarded, and how it is used. If insurers are unwilling to do
that, they can expect more resistance over me from those
they hope to serve.
For regulators, transparency over the use of data is a neces‐
sity. In fact, it is the law. Insurers are generally compelled to
support the rates they choose to employ. Opacity of the Big
Data going into ra ng algorithms is not an op on. Insurers
must empower regulators and insurance producers with the
informa on they need to explain to the public why the use
of Big Data is a good thing. A er all, what is insurance? It is
simply a wri en promise to perform in the future when a
con ngent event occurs.
In 2018 the Big Data (EX) Working Group will be asked to:

 Review current regulatory frameworks used to oversee
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insurers’ use of consumer and non‐insurance data. If
appropriate, recommend modifica ons to model laws
and/or regula ons regarding marke ng, ra ng, under‐
wri ng and claims, regula on of data vendors and bro‐
kers, regulatory repor ng requirements, and consumer
disclosure requirements.
Propose a mechanism to provide resources and allow
the states to share resources to facilitate their ability to
conduct technical analysis of, and data collec on relat‐
ed to, the review of complex models used by insurers
for underwri ng, ra ng and claims. Such a mechanism
shall respect and in no way limit the states’ regulatory
authority.
Assess data needs and required tools for state insur‐
ance regulators to appropriately monitor the market‐
place and evaluate underwri ng, ra ng, claims and
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marke ng prac ces. This assessment includes gaining a
be er understanding of currently available data and
tools as well as recommenda ons for addi onal data
and tools, as appropriate. Based on this assessment,
propose a means to collect, house and analyze needed
data.
As you can see, there will be a lot of ac vity around Big Data
in 2018. I remain hopeful meaningful progress will be made
to encourage its use in ways beneficial to consumers and
compe on in insurance markets. Further, any Big Data
elements deemed detrimental to consumers or comple on
will be curtailed. I am op mis c significant progress will be
made this year.
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Insurers have access to substan al amounts of capital. U.S.
life insurers have more than $3.7 trillion in invested assets.
Overall, U.S. insurers approach $8 trillion in assets to invest.
The Trump administra on has highlighted the need to invest
in the na on’s aging infrastructure to keep America com‐
pe ve.
One of the challenges for the modern world is how to invest
profitably and maximize rate of return while minimizing risk.
Our lengthy stay in a low‐interest‐rate environment has not
helped. Insurers, par cularly life insurers, seem interested
in infrastructure investments, because they find them
a rac ve for asset‐matching purposes as they are of long‐
dura on, oﬀer stable and secure cash flows, and would al‐
low insurers another form of risk diversifica on. Yet, the
current regulatory treatment does not encourage insurers
to invest in infrastructure projects.
Inves ng in infrastructure is consistent with the Trump ad‐
ministra on’s goal of modernizing our na on’s infrastruc‐
ture. President Trump’s recent statements suggest spending
$1 trillion on infrastructure projects. The spending would
poten ally s mulate economic growth and add jobs.
Why not explore whether insurers might provide some of
the capital needed to support these infrastructure projects?
In 2018, state insurance regulators will discuss whether in‐
surers should be inves ng in infrastructure projects. On the
surface, it seems like a beneficial approach. While there
might be liquidity challenges with long‐term investments of
this nature, life insurers can asset‐match and are most inter‐
ested in the stable, secure cash flows and a rac ve risk‐
adjusted returns oﬀered by infrastructure projects.
(Continued on page 15)
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Regulatory compliance and sound corporate governance go
hand‐in‐hand. For state insurance regula on to be successful
we need to promote safe and sound insurers opera ng in a
culture of sound corporate governance and we need to en‐
courage healthy compe ve environments to provide choic‐
es to insurance consumers. We need to encourage innova‐
on while keeping consumer protec on front‐of‐mind.
What might have been considered science fic on a few
years ago is now reality for us today. Ar ficial intelligence
(AI) is changing the world as we know it and impac ng our
future. Advances in health care are being made allowing
doctors to diagnose and manage new diseases even be‐
fore the symptoms are detected. This has implica ons for
the cost and quality of health care delivered to Americans.
As regulators we need to stay in front of these develop‐
ments and monitor the impact on health insurers and
health insurance.
Eventually AI might be used to discover and catalog risks
in all areas. Using AI technology to extract new risk and
cyber‐threat intelligence from large volumes of unstruc‐
tured and structured data oﬀers amazing poten al for us
to operate in a safer, more secure world. State insurance
regulators might be able to use Big Data and predic ve
analy cs to monitor insurer market performance and nip
consumer abuses in the bud. AI oﬀers tremendous poten‐
al in guarding against fraud. We also need to understand
how these tools are being used by insurers so we can work
with them to keep rates fair and claim se lement prac c‐
es above board.
Our State Ahead strategic plan provides us with a roadmap
for success. I appreciate all the support of NAIC members,
consumers, the industry and our staﬀs as we move this plan
from concept into ac on. Working together we can—and
will—make a diﬀerence.
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Commissioner Julie Mix McPeak was
appointed by Governor Bill Haslam to
lead the Tennessee Department of
Commerce and Insurance in January
2011. Before being named to lead the
department, McPeak prac ced as
Counsel to the insurance prac ce
group of law firm Burr & Forman LLP.
She also served as the Execu ve Direc‐
tor of the Kentucky Oﬃce of Insurance
(KOI). Before her appointment as Exec‐
u ve Director, she spent nine years as
an a orney for KOI, the final five as
general counsel. She also served as general counsel to the Ken‐
tucky Personnel Cabinet.
McPeak brings more than 20 years of legal and administra ve
experience in state government. She is the first woman to serve
as chief insurance regulator in more than one state.
Her leadership as TDCI Commissioner garnered recogni on from
Business Insurance Magazine which honored her as one of the
2013 Women to Watch.
In November 2015, McPeak was elected Secretary‐Treasurer
of the NAIC. She has been an ac ve NAIC par cipant for nearly
20 years and has served on the NAIC’s Execu ve Commi ee
since 2013. In addi on to her leadership du es with the NAIC,
McPeak is also an Execu ve Commi ee member of the Interna‐
onal Associa on of Insurance Supervisors (IAIS) and a member
of the Federal Advisory Commi ee on Insurance (FACI).
McPeak served as co‐counsel for the Kentucky Associa on of
Health Plans v. Miller, a case heard before the Supreme Court of
the United States, regarding ERISA preemp on and state “Any
Willing Provider” statutes. McPeak is a frequent author and
lecturer on insurance issues, having addressed members of the
American Council of Life Insurers, the Na onal Associa on of
Mutual Insurance Companies, the Na onal Alliance of Life Com‐
panies and the Million Dollar Roundtable. McPeak authored
chapter 9: “Licensing of Insurers” for New Appleman on Insur‐
ance, Library Edi on and co‐authored the ar cle, "The Future of
State Insurance Regula on: Can it Survive?" featured in Risk and
Management Insurance Review.
McPeak is a member of the Tennessee Bar Associa on, Ken‐
tucky Bar Associa on, and the Nashville Bar Associa on. She
has been a member of the American Bar Associa on, Tort and
Insurance Prac ce sec on, where she served as vice‐chair of the
Insurance Regula on Commi ee and a member of the Federal
Involvement in Insurance Regulatory Moderniza on Task Force.
McPeak has also served on the Board of Directors of NIPR.
McPeak received her J.D. from the University of Louisville,
School of Law in 1994. She is a 1990 graduate of the University
of Kentucky, where she received her B.B.A., With Dis nc on, in
Marke ng.
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By Dimitris Karapiperis, CIPR Research Analyst
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Wildfire is an essen al, o en beneficial natural process as it
helps regenerate the forest, revitalize the watershed and
renew the soil. However, wildfire can also be a frightening
and horrific natural peril threatening human lives and prop‐
erty. The wildfires which ravaged large swaths of northern
and southern California in 2017 were the deadliest and
most destruc ve fires in the state’s history. According to
the latest es mates, these California wildfires killed at least
46 people, damaged or completely destroyed nearly 16,000
homes and more than 700 businesses, and caused more
than $10 billion in insured damages.1,2
Beyond the tragedy of the thousands of stories of personal
loss, there is a general recogni on of the exceedingly high
social and economic consequences of wildfires and the
need to devise appropriate strategies to manage the risk
and protect people and their homes. Available and aﬀorda‐
ble insurance coverage for wildfire risk is at the core of an
eﬀec ve risk management strategy along with private and
public risk mi ga on eﬀorts.
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Human se lement in close proximity with forested lands
and peoples’ interac on with forests has transformed wild‐
fire from a natural process into a socioecological process
with profound implica ons for the surrounding communi‐
es. The absence of low‐severity fires, which had main‐
tained the health of forests for millennia, partly as a result
of decades of total fire suppression policy, has contributed
to the large accumula on of deadwood, cones, needles,
and overgrowth of brush and grass, providing the perfect
biomass fuel to feed massive high‐severity wildfires.3
The increased intensity and frequency of wildfires is also
associated with changing clima c condi ons and par cular‐
ly with the dry west and southwest parts of the country and
con nuous development bringing an influx of people living
along the wildland‐urban interface (WUI). The WUI is de‐
scribed by the Interna onal Associa on of Fire Chiefs as
“areas where homes are built near or among lands prone to
wildland fire,”4 and as such it is an area of heightened wild‐
fire risk and a key part of current decision‐making around
wildfires. The Na onal Fire Protec on Associa on (NFPA)
defines the WUI more broadly as a set of condi ons—
including types of vegeta on and structures in the area and
their proximity to each other, weather and climate pa erns,
and general topography of the land—increasing communi‐
es’ vulnerability to wildfire.5
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While the climate in states such as Arizona, California, Colo‐
rado, New Mexico and Texas is favorable to wildfires, they
should not be considered a problem exclusive to those
states. Across the country, it is es mated 30% to 40% of
the popula on lives in WUI areas, and more than one‐third
of all new houses built since 2000 are also in designated
WUI zones.6
As an increasing number of people are drawn to these are‐
as, a racted by the natural se ng providing spectacular
views, clean air, less conges on, and more aﬀordable prop‐
er es, the WUI con nues to grow na onally. As more hous‐
es and businesses are built in the expanding WUI, the risk
of wildfires will keep rising, resul ng in higher costs for
property owners, insurers, emergency responders and gov‐
ernment agencies.7
A 2007 study showed the WUI had increased by 52% from
1970 to 2000 and es mated by 2030, the WUI area would
total approximately 197,000 square miles or 126 million
acres, with the largest expansion taking place in the inter‐
mountain west states.8 A more recent study by the Forest
Service es mated the WUI has actually already surpassed
that number standing, as of 2010, at about 298,000 square
miles (191 million acres) or nearly 10% of the en re area of
the conterminous U.S. This WUI area includes about 44 mil‐
lion houses, equivalent to one in every three houses in the
country, and is home to about 99 million people, or about
one‐third of all people in the U.S.9
To more accurately assess the degree of risk of wildfire to
a WUI area and the threat to the popula on, a study by
the Forest Service classified residen al popula on densi‐
es and burn probabili es into three risk categories: low,
medium and high. By incorpora ng risk‐based informa on
into WUI mapping products, this study aids the develop‐
ment of tools to iden fy high risk communi es, thereby
priori zing areas for risk mi ga on eﬀorts to reduce the
likelihood of residen al disasters. The study found about
40 million people or 13% of the country’s total popula on
are at risk to wildfire.10
The states with the largest WUI areas are Georgia, North
Carolina, Pennsylvania and Texas, with each having about
15,000 to 20,000 square miles (10 to 13 million acres) of
WUI. The states with the greatest number of houses inside
the WUI are California (4.5 million) and Texas (3.2 million),
followed by Florida, North Carolina and Pennsylvania (2 mil‐
lion to 2.6 million). States with the greatest number of peo‐
ple living in the WUI are California (11.2 million) and Texas
(Continued on page 17)
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(8 million), followed by Florida, Georgia and North Carolina,
with 4.6 million to 5.3 million people living in WUI areas.11

State

Housing Units

)

In the last 10 years, wildfires have increased drama cally in
the U.S. According to Verisk, between 1970 and 1999, wild‐
fires burned on average about 3 million acres each year. In
the 2000s, the average increased to approximately 6.8 mil‐
lion acres, and since 2010, the average has surpassed 7 mil‐
lion acres a year. Across the top 13 states in terms of wild‐
fire risk, 3.9 million acres were burned in 2016. Oklahoma
topped the list with about 768,000 acres, California was
second with 561,000 acres, followed by Idaho, Texas and
Arizona, which averaged 342,000 acres burned (Figure 2 on
the following page.)

Verisk wildfire risk analysis has found in the 13 most wild‐
fire‐prone states, approximately 4.5 million homes are at
high or extreme risk from wildfire, and another 6.7 million
homes are in areas of moderate risk (Figure 1.) The housing
numbers are based on data from the 2010 U.S. Census, and
Verisk assesses wildfire risk at the address level using ad‐
vanced remote sensing and digital mapping technology to
determine the impact of three contribu ng factors: fuel,
slope and access.13

1: H
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California tops the list with a li le more than 2 million
homes or 15% of all homes in the state at high or extreme
risk zones. An addi onal 12% of California homes are at
moderate risk from wildfire. The percentages of homes at
high or extreme risk from wildfire across the 13 states range
from 27.6% in Montana to 5.4% in Washington (Figure 1.)

The importance of assessing and mapping wildfire risk
becomes evident by the fact 96% of the homes endan‐
gered by the catastrophic Thomas fire which hit Southern
California in December 2017 were located in areas of high
or extreme wildfire risk, according to Verisk.12 This kind of
informa on is cri cal in wildfire risk management and can
help support community planning eﬀorts and sound policy
decision making.
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(Continued on page 18)
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Percentage of
Homes at High or
Extreme Risk
from Wildfire

Percentage of
Homes at
Moderate Risk
from Wildfire

Homes at High or
Extreme Risk from
Wildfire

Homes at
Moderate Risk
from Wildfire

2,044,800
715,300

1,667,100
2,331,100

14.95%
7.17%

12.19%
23.36%

California
Texas

13,680,10014
9,977,400

Colorado

2,212,900

366,200

308,000

16.55%

13.92%

Arizona

2,844,500

234,600

477,600

8.25%

16.79%

Idaho

667,800

171,200

124,900

25.64%

18.70%

Washington

2,885,700

154,900

439,700

5.37%

15.24%

Oklahoma

1,664,400

152,900

342,100

9.19%

20.55%

Oregon

1,675,600

148,800

354,600

8.88%

21.16%

Utah
Montana

979,700
482,800

133,100
133,000

136,800
121,100

13.59%
27.55%

13.96%
25.08%

New Mexico

901,400

127,700

217,600

14.17%

24.14%

Nevada

1,173,800

63,500

120,900

5.41%

10.30%

Wyoming

261,900

35,500

71,100

13.55%

27.15%

Aggregate

39,408,000

4,481,500

6,712,600

11.37%

17.03%

Source: Verisk.
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Number of Acres Burned in 2016

Oklahoma
California
Idaho
Texas
Arizona
Washington
Nevada
Oregon
Wyoming
New Mexico
Colorado
Montana
Utah
Aggregate

767,800
560,800
361,600
356,700
308,200
293,700
265,200
219,500
218,100
212,400
129,500
114,600
101,100
3,909,200

Source: Verisk, Na onal Interagency Fire Center.

In 2017, with California experiencing the worst wildfire sea‐
son in its modern history with devasta ng fires in Northern
and Southern California, the number of acres burned in the
U.S. came close to breaking a record. Although the numbers
are s ll preliminary and the final numbers could be even
higher, about 9.8 million acres were burned across the con‐
guous 48 states, the second highest since reliable records
have been kept. Moreover, this is 49% higher than the aver‐
age over the last 10 years.15
Given the rising costs associated with wildfire suppression
and defending residen al areas, a number of ini a ves and
solu ons to reduce fire risk have been explored, including
informa on and educa on campaigns about mi ga on
strategies for homeowners and business owners, reducing
forest fuels, and improving land‐use planning and zoning to
control development in wildfire‐prone areas. Home insur‐
ance is a key component in risk management strategies,
which could incen vize risk mi ga on, discourage residen‐
al overgrowth in WUI zones and reduce firefigh ng costs.16
This process requires the direct and full involvement of the
public sector of all government levels and private industry.
A close working rela onship is needed between the owners
and operators of cri cal infrastructure and emergency re‐
sponse systems and the insurance industry in order to de‐
vise be er strategies and improve resilience. Risk mi ga‐
on, insurance and fire suppression should be treated as
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complements rather than subs tutes for meaningful land‐
use reforms and restric ons, building code updates, and
responsible forest management.
At the same me, the wide availability and pricing reflec ng
risk mi ga on or the lack of mi ga on for homeowners
insurance are very important for encouraging eﬀec ve mi ‐
ga on. Properly designed pricing and policy op ons recog‐
nizing community‐wide and individual eﬀorts can encourage
WUI area homeowners to undertake wildfire risk mi ga on
ac ons. Incen vizing individuals would not only reduce risk
to a single homeowner, but to the en re community as well.
A concern among many wildfire risk experts is insurance
may become increasingly unavailable—and far more expen‐
sive when it is available—in the WUI zones following large
and hugely expensive fires, transferring an enormous bur‐
den to state governments. Some suggest homeowners in
those fire‐prone areas should be compelled to assume a
more equitable share of the fire suppression eﬀorts through
an insurance mechanism designed to ensure costs reflect
actual wildfire risk.
The mechanism they advocate for is a federally‐run program
inspired by the Na onal Flood Insurance Program (NFIP) and
administered by the Federal Emergency Management Agen‐
cy (FEMA).17 Using the lessons learned by the strengths and
weaknesses of the NFIP, a Na onal Wildfire Insurance Pro‐
gram (NWIP) would not oﬀer any form of subsidies. Howev‐
er, charging actuarially sound premiums would shi wildfire
suppression costs to those who benefit the most and suc‐
cessfully disincen vize the overdevelopment of the WUI
areas.18 On the other hand, most insurance professionals
would probably rate the chance of success for such a ven‐
ture as minimal and oﬀering no advantage over exis ng
residual markets.
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Following last year’s devasta ng fires, insurance availability
and aﬀordability has become a key issue of the policy de‐
bate in California. In fact, the California Department of In‐
surance (CDI) had already observed a significant rise in in‐
surer‐ini ated non‐renewals of policies in parts of the state
with the highest percentage of homes located in high‐risk
fire‐prone areas during the two‐year period since the 2015
wildfires. Many homeowners have complained to the CDI
insurance coverage has become exceedingly diﬃcult to ob‐
tain, and when available it is typically priced above what is
aﬀordable for many of them.19
(Continued on page 19)
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Insurers, at least in principle, promote the idea of mi ga on
and risk‐based insurance premiums and cau on policies
would not be renewed in the event of homeowner noncom‐
pliance with the insurer’s mi ga on requirements. Howev‐
er, there are reasonable concerns expressed by the CDI and
other state agencies regarding insurer wildfire risk models
used to rate homes and price homeowners insurance poli‐
cies. The main concern is the models are not accurate and
do not take into account mi ga on done by homeowners
such as home for fica on and/or community eﬀorts such
as use of firebreaks and more stringent building codes.
Moreover, insurers’ models lack for the most part suﬃcient
claims data to support the diﬀerences in rate in their filings
for rate segmenta on.20
Although the CDI is exhaus ng all possible measures with‐
in its statutory authority to address the problems, it lacks
the authority to mandate all needed requirements to fully
resolve the exis ng concerns. For this reason, the CDI has
proposed a legisla ve eﬀort to develop the necessary set
of solu ons.
The California Legislature should provide legisla on requir‐
ing insurers to: 1) oﬀer homeowners insurance in the WUI if
the homeowner takes specific mi ga on measures, but also
allow insurers to decline coverage and instead make availa‐
ble a “diﬀerence in condi ons”21 policy or a “premises liabil‐
ity”22 policy; 2) oﬀer mi ga on premium credit to those
homeowners who conduct proper risk mi ga on; 3) get
regulatory approval for their wildfire risk models used in
ra ng or underwri ng; 4) allow homeowners to appeal a
ra ng score or other determined factor; and 5) stabilize the
ra ng structure to ensure homeowners insurance rates and
premiums are adequate, but not excessive, for the true
wildfire risk.
New legisla on touching on these issues was introduced
on Jan. 4, 2018, to protect homeowners from losing their
insurance coverage. The Wildfire Safety and Recovery Act
(SB‐824) by State Senator Ricardo Lara (D‐Bell Gardens)
would prohibit insurers from cancelling or non‐renewing
homeowners insurance a er a wildfire disaster. The bill
requires insurers to oﬀer discounts to homeowners who
take measures to reduce the risk of wildfire loss. Further‐
more, in the interest of ensuring stability in the insurance
market at a me of increasing uncertainty, the proposed
bill would require the CDI to review and approve an insur‐
er’s decision to reduce the number of policies it has in a
given geographical area.23
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To address the a ermath of wildfires and in order to ease
the recovery process for wildfire survivors, a number of ad‐
di onal bills based on CDI proposals were introduced in the
California Legislature in January 2018 amending or adding
sec ons to the Insurance Code and include: 1) SB‐894 to
allow insureds who have suﬀered losses rela ng to a de‐
clared state of emergency to combine policy limits for pri‐
mary dwelling, other structures, contents and addi onal
living expenses, and use the combined amount for any of
the covered purposes. Also, the bill would require insurers
to oﬀer to renew the policy for at least the next two annual
renewal periods or 24 months, whichever is greater;24 2) SB‐
897 to require insurers to cover all reasonable expenses
incurred by the insured in order to maintain a comparable
standard of living and would provide a list of expenses that
shall be covered.
The bill also allows insureds the op on to receive up to 80%
of their contents claim coverage without having to list out
the items they lost;25 3) AB‐1797 to require insurers to con‐
duct a Replacement Cost Es mate for new homeowners
insurance policies and at each annual renewal;26 4) AB‐1772
to extend the me homeowners have to rebuild, from two
years to three years;27 5) AB‐1875 to require insurers to
oﬀer policies with replacement cost coverage of no less
than 50% above the policy limits for the primary resi‐
dence;28 6) AB‐1800 provides that tall building coverage on
the policy is available toward the replacement costs at an‐
other loca on;29 7) AB‐1799 provides the claimant with a
full copy of the homeowners insurance a er a covered
loss;30 and 8) AB‐1923 provides for a consolidated debris
removal process.31
California homeowners may also have some protec on
against rate spikes by an ini ated state statute approved by
state voters in 1988 as Proposi on 103, which limits insurers’
ability to use the en rety of the prior year’s catastrophe loss‐
es associated with an event, such as the 2017 wildfires, to
model next year’s rates. (These losses go into a rate‐loading
formula using at least 20 years of catastrophe data.)32
While the legisla ve ac on proposed and supported by the
CDI will certainly not completely resolve all WUI‐related
insurance issues, it provides a number of immediate solu‐
ons to alleviate the current situa on and provide a modi‐
cum of protec on and relief to aﬀected homeowners.
These eﬀorts may help stabilize the insurance market and
incen vize WUI homeowners to be more engaged in mi ‐
ga on eﬀorts.
(Continued on page 20)
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The lessons learned by California and the ac ons taken by
the CDI are extremely useful for policymakers in devising
risk management policies to secure the economic and social
well‐being of all ci zens and the stability of the insurance
market. As wildfire risk con nues to increase, all stakehold‐
ers—including federal, state and local governments; insur‐
ance regulators; fire protec on agencies; insurers; and
homeowners—should work in tandem to develop solu ons
to remove any obstacles to the implementa on of sound
risk management.
California Insurance Commissioner Dave Jones has stated “it
is me to revamp land use decision‐making so local govern‐
ments bear liability and have to incorporate the costs of
their decisions to put homes and businesses into high‐risk
fire areas.”
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Dimitris Karapiperis joined the NAIC in 2001
and he is a researcher with the NAIC Center
for Insurance Policy and Research. He has
worked for more than 20 years as an econo‐
mist and analyst in the financial services
industry, focusing on economic, financial
market and insurance industry trends and
developments. Karapiperis studied economics and finance at Rut‐
gers University and the New School for Social Research, and he
developed an extensive research background while working in the
public and private sector.
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Without focused ac on, the issues of unavailability and un‐
aﬀordability of insurance in fire‐prone areas will only get
worse. Ac ve engagement and ac on by government oﬃ‐
cials at all levels—along with forestry and resource manage‐
ment experts, fire‐figh ng professionals, builders, landown‐
ers and general ci zenry—is needed to address what is truly
a na onal issue.
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The ever growing on‐demand economy—where consumers
get immediate fulfillment of orders for goods and services
by means of technology1—is revolu onizing the way people
transact business and manage their daily lives. It has also
substan ally raised consumer expecta ons across indus‐
tries. Equipped with smartphones, apps and 24/7 access to
the web, consumers (par cularly millennials) now expect to
be able to order almost any good or service and have it de‐
livered instantly—and they are ge ng it. Companies like
Uber, Airbnb and even Amazon Prime are leading the way,
with business models conveniently matching supply and
demand of livery, temporary housing, groceries, consumer
goods and more.
As our culture con nues to evolve into one of instant
gra fica on, entrepreneurs and fast‐paced technology
startups have now targeted the next business fron er—
insurance—by oﬀering new, innova ve products such as
on‐demand insurance. With on‐demand insurance, con‐
sumers can use their smartphone to ac vate, amend or
pause insurance coverage for very specific items or needs,
such as: electronics, home sharing, renters, personal auto,
and flying a drone.
The rate of innova on and technological change is acceler‐
a ng so quickly our ability to understand the implica ons
has never been so important, and also so challenging. Previ‐
ous ar cles in the CIPR Newsle er have explored emerging
innova on and technology in the insurance sector with ar ‐
ficial intelligence, blockchain and wearable devices. This
ar cle will explore another innova ve approach to insur‐
ance—on‐demand insurance—and discuss how it’s reshap‐
ing the tradi onal insurance business model.
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I’ll admit I’m a habitual Starbucks “mobile order” abuser. I
can’t remember the last me I waited in line at Starbucks—I
typically pre‐order with the mobile app whenever I need a
coﬀee fix. I now buy a lot of my household needs online
(e.g., Amazon Prime) and typically make reserva ons and
appointments with an app. While I’m not technically a
“millennial,” I am completely addicted.
And I’m not alone. The past several years have seen the rise
of what has been variously referred to as the on‐demand,
collabora ve, sharing or peer‐to‐peer economy. Companies
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Source: Pew Research.

like Uber and Airbnb have led the charge, allowing everyday
people to share and mone ze their under‐u lized assets in
search of addi onal sources of income. Last year, Uber be‐
came the world’s most valuable privately owned company,
with a valua on of over $60 billion,2 making it clear the on‐
demand economy is no passing fad.
The on‐demand economy has changed the way people or‐
der food, summon a ride or find a place to stay while on
vaca on. For example, when we need groceries, Instacart
allows us to order groceries with same‐day delivery from
the comfort of our couch. When we need to get some‐
where, we pull out our smartphone and send a request to
Uber or Ly . A recent survey by the Pew Research Center
found 72% of American adults have used some type of
shared or on‐demand online service3—and this number will
con nue to grow (Figure 1).
The evolu on in the way business is now being conducted is
driven by years of technological innova on and a resul ng
change in consumer expecta ons. Immediate access to
(Continued on page 22)
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email, messaging and other online func onality through
smartphones has generated a sense of en tlement to fast,
simple and eﬃcient experiences.
For example, Google reported mobile searches related to
“same‐day shipping” have grown 120% since 2015,4 as peo‐
ple are no longer willing to wait even a few days for their
order to arrive. Moreover, Amazon Prime subscribers,
where members receive same‐day delivery at an annual
cost, have grown steadily in the U.S., from 25 million at the
end of 2013 to 90 million in September 2017, according to
Sta sta.5 In order to keep up with changing consumer
trends, Amazon recently launched a new service called
“Prime Now” where orders are delivered within one hour in
certain geographical loca ons.
These trends have not gone unno ced. According to CB
Insights, more than $9 billion has been invested in on‐
demand startups since 2010.6 The number of companies,
the categories represented, and the growth of the industry
is expanding at an accelera ng pace. There are now hun‐
dreds of on‐demand solu ons popping up all over the
world, including babysi ng, pet si ng, dog walking, dry
cleaning and laundry delivery, parking services and even
insurance.7
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for these micro‐dura on policies are paid in‐app, and claims
are typically filed using a mobile chat interface.
On‐demand insurance is appealing to consumers because it
provides the ease of one‐click purchasing through an a rac‐
ve customer interface and flexible/customized coverage to
meet their needs. Moreover, unlike one‐size fits all policies
covering everything at once, on‐demand insurance enables
coverage at a more granular level.
On‐demand insurance is s ll in its infancy, represen ng less
than 1% of the global insurance market, according to
KPMG.7 However, the market is poised for growth and
star ng to take shape. Some of the insurance technology
startups (or “InsurTechs”) succeeding in the business of on‐
demand insurance are those targe ng millennials.
Millennials make up nearly half of on‐demand consumers
(Figure 2).They are also more than twice as likely as all other
genera ons to purchase their policies online rather than
through an agent, according the Gallup Business Journal.8
The process of ge ng insurance is en rely foreign for a gen‐
era on that orders their cars and food from an app. Simple
transac ons with no paperwork done from a smartphone
(Continued on page 23)
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Insurance is a 300‐year‐old industry and has historically
been slow to innovate. Meanwhile, consumer needs are
rapidly changing as technology enables new interfaces for
tradi onal services. As consumers become more accus‐
tomed to on‐demand services, it’s not surprising on‐
demand insurance is on the horizon.
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Millennials Make Up Nearly Half of
On‐Demand Consumers

On‐demand insurance is a new business model specializing
in covering only those risks faced at a certain moment. The
idea is you can get insurance coverage whenever you want,
wherever you want and only when you think you need it. In
other words, consumers only pay for insurance when the
asset is actually in use and “at risk.”7
There are no long‐term contracts, no need to fill our insur‐
ance forms and no need to speak to a representa ve over
the phone. It is an innova on making insurance coverage
literally a simple swipe on a smartphone. For example, if
you want to insure your phone a er you’ve bought it, you
would enter the required details, see the prices and then
“swipe right” on your smartphone to insure it. Premiums

22

Source: Na onal Technology Readiness Survey 2015.
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are commonplace for millennials and younger genera ons,
and they are coming to expect the same for insurance.

erage gaps associated with the home‐sharing sector and
TNCs, some issues s ll exist.

These startups are also addressing new kinds of risks emerg‐
ing from the sharing economy. With the rise of home based
businesses (i.e., AirBnB, Uber, Ly ) new coverage issues are
arising under the typical homeowners and/or auto policies.
For example, one risk associated with home sharing arises
from having guests. A guest may be more prone to acci‐
dents or inten onally mischievous. As a result, hosts sharing
their homes are subject to increased first‐party and/or third
‐party losses.

Homeowners’ insurance policies tradi onally do not include
coverage of homes if rental opera ons are being carried out
on the premises. Instead, insurance companies recommend
hosts purchase commercial coverage, which is generally
more expensive. Airbnb introduced Host Protec on Insur‐
ance in January 2015, which provides coverage of up to $1
million for property damage; however, the coverage has
limits. With TNCs, Uber and Ly do not provide collision
coverage for Period 1 (when the driver has turned on the
app and is looking to pick up a fare).

In addi on, these startups are using cu ng‐edge innova‐
ons such as ar ficial intelligence (AI), the internet of things
(IoT), big data and predic ve modeling to reinvent the way
insurance products are created, underwri en, priced and
distributed. Here’s an example of what a few startups are
doing with on‐demand insurance:
Slice Labs, Inc.
Slice Labs, Inc. oﬀers on‐demand home share insurance to
hosts using home share pla orms such as AirBnB and
HomeAway. It allows its customers to insure their homes
for the me they are ac ng as a business, so users can pick
and choose the dates for which they receive coverage,
whether it’s minutes, hours or days. According to Slice, “You
tap a bu on you become a business, you tap a bu on again
you become a person again. We are insuring and protec ng
that period of me where they are ac ng as a business.”
Slice aims to protect hosts “from all the things you don’t
really want to think about but you’ll be glad you did: The
and vandalism, excess u lity usage, insect infesta ons, lost
income, and more,” the company says on its website.9 A
customized commercial insurance policy includes commer‐
cial liability coverage limits of $2 million, full replacement
cost value of the home, as well as the above‐men oned
issues you “don’t really want to think about.” Slice is also
currently tes ng ride‐sharing insurance for transporta on
11
network companies (TNCs) such as Uber and Ly .
Slice is a great example of a startup iden fying newly
formed risks and addressing a market gap. Slice seeks to fill
the gap between the demands of these on‐demand services
and tradi onal insurance contracts, which may not cover
home rental or car‐sharing. While the industry and lawmak‐
ers have a empted to close the poten al for insurance cov‐
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Slice is a Managing General Agent (MGA) and is licensed in
all 50 states and the District of Columbia. It provides home‐
share coverage in all states (accept Kentucky).12
Trōv
Trōv allows consumers to insure “the things they love”—
such as smartphones, laptops, headphones, cameras and
wearables—for just the me they want coverage (hours,
days, months or longer). Trōv provides micro‐dura on poli‐
cies (down to the second), charges micro‐premiums (down
to the cent) and uses “chatbots”—an ar ficially intelligent
chat system—to manage claims. A er registering items in
the Trōv app, which pulls live valua on data from its data‐
base, a consumer can “swipe right” to ac vate coverage,
let’s say for their camera while traveling abroad. A “swipe
le ” ends the coverage.
Trōv’s business model is built around “insurable moments”
rather than long‐term contracts. According to Trōv, “If you
only care about your camera, laptop or bicycle, you can use
Trōv to protect just those items, rather than buying a blan‐
ket policy that encompasses all your possessions.” 13
Trōv insurance covers accidental damage, the or loss.
While many standard homeowners and renter’s insurance
policies cover personal property, depending on the deduc ‐
ble policyholders choose, they might not be able to file a
claim for something lost or damaged. Many smartphones
and laptops, for example, aren’t valued at more than $500
or $1,000, which is the lowest deduc bles homeowners and
renter’s insurance policyholders can choose.

(Continued on page 24)
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Founded in 2012, Trōv originally launched as a personal
inventory service in the cloud. The personal inventory ser‐
vice is s ll available in the U.S. while Trov prepares for its
insurance launch this year (it is currently approved for prop‐
erty insurance in 38 states).14 Trōv is a MGA and partners
with established insurers to provide the underwri ng and
capital. Trov launched in Australia in May 2016, where it is
underwri en by Suncorp, and the UK in December 2016,
where AXA is its underwri ng partner.

One such example is Metromile. Their original concept was
to sell blocks of coverage for a specified number of miles. If
a consumer bought 500 miles worth of coverage, a start and
end point for determina on of whether coverage was in
eﬀect were needed. State insurance regulators, motor vehi‐
cle administrators and law enforcement balked at coverage
vanishing as a person drove the 501st mile. It placed the
consumer in a posi on of noncompliance with mandatory
auto insurance laws.

Metromile
Another emerging form of on‐demand insurance is usage‐
based or pay‐as‐you‐go coverage. In other words, auto in‐
surance by the mile. Metromile sells car insurance on a pay‐
per‐mile basis. Standard auto insurance policies aren’t al‐
ways tailored to people who drive very li le. A common
grievance some have with car insurance is paying to insure
cars that spend most of the me si ng in parking garages
or driveways.

Metromile solved the dilemma by changing its contract to
charge a monthly base rate and a per‐mile rate. Instead of
coverage vanishing during a trip, Metromile tracks the usage
and bills the consumer in arrears. Thus Metromile, regula‐
tors and insurers worked to develop a crea ve solu on to
assure compliance with mandatory coverage laws yet pro‐
vide consumers the benefits of controlling a por on of pre‐
miums through conscious decisions to drive fewer miles.

Metromile installs a device in users’ vehicles that records
mileage. Metromile then charges rates based on the total
mileage driven—benefi ng low‐mileage drivers. The device
only tracks mileage and reports it back to the Metromile to
help determine the insurance premium. It does not track
other driving factors such as driving speed or hard‐breaking
incidents. Customers pay a monthly base rate, plus a per‐
mile charge, normally a few cents per mile. A claim can be
filed directly from a smartphone. Metromile is currently
available in California, Illinois, New Jersey, Oregon, Pennsyl‐
vania, Virginia and Washington, with plans to expand into
other states.15
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The on‐demand economy has brought about a cultural shi
in the tradi onal insurance sector. New, technology savvy
start‐ups are entering the insurance sector, crea ng more
flexible insurance solu ons and changing the way insurance
is experienced by customers.
However, insurance is much more complex than most other
industries with unique elements to it, such as the regulatory
environment. As such, the scale and speed of the on‐
demand economy’s growth means regulators, insurers and
on‐demand startups should work together to understand
the regulated nature of the industry and the statutes and
regula ons that must be followed to ensure consumers are
not harmed.

Moreover, a Feb. 2018 report by Insurance Business Maga‐
zine found insurers either inves ng in or working alongside
InsurTechs tend to perform be er than insurers that do not.
The report notes, “In the end, it may not ma er whether
specific InsurTechs survive in the long term or themselves
become vic ms of disrup on—the ideas they bring into the
world of insurance are here to stay.”16
Many insurers and InsurTechs are partnering together to a
reach new markets. For insurers, collabora ng with Insur‐
Techs could lower the cost of entry into this increasingly
digi zed and compe ve space. It would also provide exper‐
se in emerging technologies such as AI and blockchain. On
the other hand, established insurers have capital and regu‐
latory exper se as well as greater access to resources to
help scale and expand across countries.
However, while the idea of on‐demand insurance sounds
novel, the model may have some challenges. First, according
KPMG, there is increased risk exposure. With the ability to
turn insurance coverage on and oﬀ so easily, some consum‐
ers may be incen vized to exploit the on‐demand‐model,
only switching on their insurance when they want to make a
claim, crea ng fraud risks. For example, how do you deter‐
mine whether the camera really did disappear? Or, how do
you determine whether the laptop is actually owned by the
person using the app and how do you know enough about
him or her to determine the risk and the premium?17

(Continued on page 25)
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In addi on, consumers may be more likely to purchase in‐
surance when they are engaged in higher risk ac vi es and
not turn on coverage when they believe they are engaging
in lower risk ac vi es. This could increase the cost per unit
of exposure above what is normal for tradi onal insurers.18
Secondly, premiums for coverage used only occasionally
mean the customer is paying less overall. As such, the in‐
surer may need to reserve more capital than it would re‐
quire for an incumbent product to cover the addi onal risk
factors, which could reduce profit further. In order for on‐
demand insurance to go mainstream, the economics of the
model have to work for the insurer; i.e., where the per‐use
rate is higher than it would be in case of an annual policy,
thereby giving the insurer a higher profit margin, according
to KPMG. On the other hand, if not frequently used, the
overall price would be substan ally lower than for an
annual policy.19
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S
The changes brought about by the on‐demand economy
have led to an emerging breed of on‐demand pla orms.
InsurTech startups like Trōv, Slice and Metromile are helping
consumers insure everything from their apartment to their
laptop. However, as with any new industry, new issues and
risks are expected. Startups, regulators and insurers should
work to iden fy and address risk issues and provide appro‐
priate consumer protec on.
The NAIC appointed the Innova on and Technology (EX)
Task Force in 2017 to provide a forum for the discussion of
innova on and technology developments in the insurance
sector. The Task Force is charged to discuss emerging is‐
sues related to insurers or licensees leveraging new tech‐
nologies to develop products for on‐demand insurance
purposes—in addi on to poten al implica ons on the
state‐based insurance regulatory structure—including, but
not limited to, reviewing new products, cancella ons, non‐
renewals, coverage issues, no ce provisions and policy‐
delivery requirements.
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