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CDI Holds Industry Meeting to Discuss Financial Status

The California Department of Insurance (CDI) invited insurance industry representatives to a meeting to discuss the financial status of the department this week. The CDI staff outlined the department’s financial status, including projected year end balances and expected needs for the next fiscal year.  

The CDI reported that their actual cash balance from fees and licensing for the 2003/2004 fiscal year was $28.5 million as of June 30, 2005.  The department projected an $18 million ending balance for 2005, but an $11 million windfall from workers’ compensation penalties pushed the actual year end total to $28.5 million. Combined with a beginning cash balance of a little over $20 million, the department’s total revenue from 2004/2005 was $58.6 million.  Additional funds from the workers’ compensation late filing fees helped cut the expenditure costs down from the projected $55.4 million to an actual expenditure of $52.1 million for the 2004/2005 fiscal year.  Fees and licenses, therefore experienced a $3.2 million overall savings. 

With regard to the cash balance needs for 2006/2007, the CDI focused on the prudent reserve.  The prudent reserve is a portion of the fees and license fund balance which is kept available for expenditure needs until such time as revenues are received.  Comparing the expenditure requirements of a given month to the revenue received for the same month shows that there often exists a shortfall of revenues from various sources.  This shortfall calls for a short-term borrowing from the CDI’s only unrestricted funding source, which is money collected from fees and licenses.  The following numbers reflect expenditures incurred in the first three months, by revenue source, which generate the need for a prudent reserve, determined to be $10 million—fees and licenses, $1.4 million; examinations $2.4 million; fraud auto, $3.7 million; fraud health $631,939; workers’ compensation, $1.6 million.  

The CDI reported that in order to keep the prudent reserve at $10 million, a fee increase of 7% would be effective July 1, 2007 for all producer licenses and fees paid to the CDI.  The 7% fee increase would generate an additional $3.7 million, which would increase the projected ending balance for 2007/2008 fiscal year from $9 million to $12.7 million.  For comparison purposes, the projected ending balance for 2005/2006 is $22.1 million and $15.3 million for 2006/2007.  The CDI explained that the additional expenditures related to the fee increase will be for increases in health insurance benefits (expected to increase by 10%) and retirement benefits (expected to increase by 1.9%).  In addition, the fee increase will be in large part to compensate for a 2% increase in the Health Insurance Counseling and Advocacy Program (HICAP).  The funding for this program is extracted from the fees and licensing revenue stream, rather than an assessment.  Lastly, approximately $300,000 will go to the Office of the Insurance Advisor. 

The financial exams rates will be increased from $130 in the 2004/2005 fiscal year to $134 in 2005/2006.  The rate was initially going to be over $140; however, the difference will be absorbed by fees and licenses revenue from last year when the CDI over billed insurance companies.  On that note, the CDI reported that they are currently in the process of developing a system with Oracle and ADP that would provide accurate refunds to each insurance company it over billed or those insurance company that owe the CDI.  This software should be ready for use in 2006.  

CDI representatives also expressed some concern about the costs of exams, specifically market conduct exams. Joel Laucher, Chief of the Market Conduct Division of the CDI, presented industry representatives with a rough draft proposal to change the funding of market conduct exams.  Mr. Laucher explained that the primary reason for the proposal is that the National Association of Insurance Commissioners (NAIC) is calling on the department for more market analysis. The proposed revision would bring focus to the market analysis program, which is being developed in conjunction with the NAIC. Another reason for the proposal is that insurance companies have expressed concerns about the time it takes to carry out the market conduct exams—specifically, that one examiner may take longer than another, thereby resulting in inconsistent costs to competing insurers. The proposal would change the funding process for a market conduct exams from a billable hour program to an assessment process.

The proposal would essentially separate financial and market conduct exams and make the funding of the market conduct exams equal for every insurance company despite the length of time the market conduct exam.  The funding for the exams would come from an assessment, similar to the Proposition 103 assessment for financial exams.  The amount of the assessments would be based on each insurer’s direct premiums for each line of insurance written in California.  This amount would then be calculated to produce a total assessment equal to the operational and administrative costs for conducting the market conduct examination program, including the market analysis activities. Mr. Laucher asked industry representatives to provide input on the proposal by mid-December and assured the industry that if the proposal was not met with any interest, the CDI would not introduce a legislative proposal on the subject in January. 

Special Election Blame Game

The California Chamber of Commerce recently held its Fall Advocacy Council Retreat on November 10th and 11th.  The program featured panels which featured a number of the Governor’s campaign consultants for the various initiatives which appeared on the special election ballot.  As one might guess, there are various opinions relative to how the Governor could go O for 4 in the special election.  However, the most maddening belief for the business community’s perspective is that the Governor received insufficient support for his initiative from corporate California.  

Rick Claussen, from the Yes on Props 74, 75, 76 and 77 campaigns, did not say the business community was to blame, but did say that the Governor did not fight hard enough.  He also stated that they never really thought they would end up with four or five measures on the ballot because they thought they would reach a compromise with democrats on some of the issues.  In addition, he said that the campaign under estimated how much the unions would spend.  Mr. Claussen also opined that the unions lost as many of their initiatives as the Governor, pointing out that the unions lost on the Split Roll initiative and the Car Buyer’s Bill of Rights which they agreed to drop after making a deal with builders and the car dealers.  They also lost on Propositions 79 and 80.  Mr. Claussen said it is a well known fact that the unions only pursued those measures as a way to divert funding from those industries so that they would not be inclined to provide funding for the Governor’s measures. 

Frank Schubert, from the Yes on Prop 78 and No on Prop 79 campaigns, believes that the Governor’s policies lacked a cohesive theme.  He also stated that while the pharmaceutical industry views the defeat of both Props 78 and 79 as a victory because their defeat allows them to maintain their status quo, the defeat of the Governor’s initiatives should not be considered a message that the voters are happy with the status quo. 

The most interesting comments came from Mike Murphy, who was the Governor’s chief strategist for the special election.  Mr. Murphy stated that Governor Schwarzenegger made a lot of mistakes, such as miscalculating where the unions would put their money, having too short of a time frame and not believing that the special election would be unpopular.  He also stated that the unions were much more committed to the fight than the business community.  Mr. Murphy said that the business community did not provide the type of support the Governor needed to win and that the Governor should have caved in his negotiations with democrats because of the lack of support from business.  Mr. Murphy even went as far as to criticize the business lobby for being intimidated by democratic leadership to reduce campaign contributions to the Governor’s special election campaign. 

The bottom line is it’s always someone else’s fault! 
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