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Garamendi Plans Insurer Local Investment Mandate

California Insurance Commissioner John Garamendi is proposing legislation requiring insurance companies to invest in California communities.
Appearing at a California Organized Investment Network (COIN) advisory board meeting last week, the Commissioner discussed his proposal patterned along the lines of the federal Community Reinvestment Act (CRA), which requires banks to provide loans in low income areas where they operate. 
Industry representatives in attendance at the meeting reported that the bill the commissioner is developing would not retain all the provisions of the CRA, such as requiring certain service levels in local areas. Instead, the bill will likely use a formula that the commissioner began to use with the Wellpoint-Anthem merger. It requires insurers to invest a fixed amount over a fixed period of time in community investments. The formula is composed of California Market Share (determined by California premiums divided by national premiums) multiplied by total national invested assets multiplied by a percentage to be determined later.
The commissioner reportedly outlined an example using a one percent investment scenario, which he estimated would result in a $3 billion requirement for the industry. The commissioner has not yet released any figures supporting his example.  Legislation on this topic is expected to be introduced by Democratic Assemblyman Mark Ridley-Thomas who represents Los Angeles County.  
Vargas Introduces Longshoremen & Harbor Workers Bill

The California Insurance Guarantee Association (CIGA) has been under siege the last few years as it responded to some 28 insurance company insolvencies.  During 2003, the legislature provided invaluable assistance when it increased the CIGA surcharge on workers’ compensation premiums and authorized CIGA to go to the bond market to raise additional capital.  These changes have allowed CIGA to meet its obligations on an estimated 60,000 plus claims per month. Over the last year CIGA has paid out in the neighborhood of $100 million a month to cover the claims of injured workers. 

However, the picture is not completely rosy. In particular, the Fremont Insurance Company insolvency has also negatively affected a significant number of injured workers and employers that had purchased longshoremen and harbor workers (LS&H) coverage from the company.  

This week, Assemblymember Juan Vargas (D-San Diego) introduced legislation addressing this issue.  AB 191 proposes to include insurers providing insurance under the federal Longshoremen and Harbor Workers' Compensation Act among the insurers required to be members of the California Insurance Guarantee Association. The legislation would establish a fourth fund within CIGA for U.S. Longshoremen and Harbor workers claims and require CIGA to pay an insolvent insurer's claims under the federal act that arise as a result of injury that occurs at worksites in certain locations on or after January 1, 2003.  This bill would also require insurers offering this insurance to pay surcharges retroactively based upon their longshoremen and harbor workers' compensation business as of that date.
Is Political Armageddon in Sacramento A Forgone Conclusion?

This week, Governor Arnold Schwarzenegger accused legislative Democrats of doing nothing and of ignoring his reform measures despite having called the Legislature into special session for that specific purpose. In response, Assembly Majority Leader Dario Frommer (D – Los Angeles), fired back that the Governor had yet to submit his proposals to the Legislature. The situation escalated when the Governor pointed out to reporters the specific bills that together constitute his reform package. The next day, Assembly Speaker Fabian Nunez (D – Los Angeles), indicated that all the Governor’s proposals were dead on arrival in the Legislature.    

The battle lines were clearly drawn in Sacramento during the Governor’s State of the State Address on January 5, 2005, when he set forth his governmental reform package. In General, the Governor seeks to reform the dysfunctional budget process, require merit pay for teachers, move government employee pension benefits from a benefit based to a contribution based system and establish independent legislative redistricting.

Instantly and simultaneously, interested parties on both sides of the reform argument went to DEFCON 4. Labor unions established committees and coalitions to raise issue awareness, political action money, and to mobilize their constituencies and legislative allies in the majority party of both chambers of the Legislature. Business and employer groups coalesced around a Committee to Save California to do the same thing with their constituencies and legislative allies in the minority party in support of the Governor’s position.  

In an interesting development, Assemblymember Joe Canciamilla (D – Pittsburg), is introducing a bill that would embody a possible deal that is in discussion in the Legislature that may impact part of the Governor’s reform package. Specifically, Mr. Canciamilla’s proposal would allow for independent legislative redistricting after the 2010 census, if legislative term limits were changed so that a legislator could serve a total of 16 years in one of the two houses of the Legislature.

Regardless of the appetite for such a deal by those currently in-office, existing term limits are incredibly popular. Any proposed change to those limits has been, and will continue to be, a tough sell to voters. 

We are now in a stand-off that virtually guarantees that the Governor will call for a special election on November 8, 2005 to let California voters decide the fate of his reform package and possibly, the fate of the Governor’s own political career.

None of this activity should be construed as mere saber-rattling. This battle is being joined to win the hearts and mind of the California voter. This battle will be over fundamental philosophies of governance that are diametrically opposed. And for the first time in a very long time, Californians will have a clear choice at the polls.

Governor Appoints John Rea Chief Deputy Director of DIR
Governor Arnold Schwarzenegger announced the appointment of John Rea as chief deputy director of the Department of Industrial Relations (DIR). 
Mr. Rea's duties will include the oversight of the operations of DIR, which has state wide jurisdiction for labor standards enforcement (minimum wage, hour and labor standards), occupational safety and health, workers' compensation, apprenticeship standards, labor statistics and research, and state mediation and conciliation services. 
In addition, Mr. Rea will continue to serve as an ex-officio member of the State Compensation Insurance Fund Board of Directors and as the administrator of apprenticeship, as well as other duties, until a director is appointed.

Since Jan. 7, 2004, Mr. Rea has served as acting director and brings extensive knowledge of DIR and its programs to the position. 
He previously served as the department's chief legal counsel for 22 years, representing DIR in litigation before state and federal courts. He began his career as chief counsel during the Brown administration and worked for five DIR directors before becoming acting director. 

Andrea Hoch Confirmation

The Senate Rules Committee has scheduled a confirmation hearing for Andrea Hoch as the Administrative Director of the California Division of Workers’ Compensation on February 23, 2005.  

Andrea Hoch was appointed administrative director of the California Division of Workers' Compensation by Gov. Arnold Schwarzenegger on April 27, 2004 and must be confirmed by the state Senate with in one year of her appointment.  The Senate Rules committee hearing is the first step in the process, which ultimately requires the Administrative Director to be confirmed by a two-thirds vote of the entire Senate.  


The confirmation of Ms. Hoch is expected to be controversial at best. As the acting Administrative Director, Ms. Hoch has presided over the adoption and implementation of SB 899, the comprehensive workers’ compensation reform bill passed by the Legislature in 2004.  Labor and attorney groups have challenged the regulations in court and are virtually certain to ask Senate Democrats to oppose Ms. Hoch’s confirmation.  
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