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Senate Banking, Finance & Insurance Committee CDI Oversight Hearing

The Senate Banking, Finance & Insurance Committee held its second California Department of Insurance (CDI) oversight hearing of the year on November 21st.  The five hour hearing provided the CDI with the opportunity to present its case to the committee on issues such as administration and licensing services, enforcements, consumer services, market conduct examinations and financial surveillance.

Dennis Ward of the Administration and Licensing Services Branch discussed the improvements the department is making to online registration and continuing education for agents, the “enterprise portal” which will track files on companies and the upgrade to the telephone system to convert it into an internet based system.  He also reported that, with regard to producer licensing, the CDI has increased effectiveness in getting producers licenses.  Mr. Ward reported that while it used to take anywhere from 6 to 8 weeks to issue licenses, the department can now process applications in approximately 2 weeks.  Regarding the fee structure that funds CDI operations, Mr. Ward 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.  

Dale Banda of the Enforcement Branch testified on the production of the fraud division.  Committee members focused particularly on an internal CDI audit that indicates the division spends less than half its time on fraud investigations. The committee members also asked Mr. Banda to provide a more detailed account of the amount of money spent by the CDI for outside counsel.  Mr. Banda reported the CDI has hired three firms to work on three issues—Holocaust, title insurance industry case and the Executive Life Case.  

Joel Laucher, Chief of the Market Conduct Division, reported to the committee on the 2003 Southern California wildfire investigations.  Mr. Laucher testified that there were 7 companies under investigation for the underwriting decisions, setting of policy limits, and insurance valuation issues. The main finding in the seven market conduct exams (MCEs) was that companies were inconsistent in estimating on valuation of homes.  The MCEs showed inconsistencies in how Coverage A limits were set.  Because of a lack of documentation, the exams could not clearly determine what process occurred in setting a coverage limit and whether the agent or insurer selected the limit. Mr. Laucher reported that the CDI has settled only the MCE with Allstate, which did not include underwriting issues.  Senator Speier asked Mr. Laucher whether the MCEs had revealed whether underinsurance resulted from the wrong use of software or protocol by agents, adjusters or companies.  Mr. Laucher responded that it is not clear at this time if underinsurance was an issue, but did say that the CDI found that companies can alter the software and have different processes for adjusting coverages with upgrades.  Senator Speier pushed Mr. Laucher further, asking if the CDI did find underinsurance to be an issue, what remedies the Department would recommend.  Mr. Laucher said that the CDI would not have the authority to mandate any action by the insurer to consumers but indicated that the Department would recommend that an insurer take steps to make the consumer whole in cases where the insurer is at fault for underinsurance. Mr. Laucher reported that the MCEs should be completed by January. While the MCEs include confidential information, he promised that the Department would announce any enforcement action. 

The majority of the hearing was taken up by discussions relative to the automobile repair industry. Automobile repair industry representatives claimed in testimony that insurance companies are steering to certain body shops, forcing reduced labor rates and capping paint costs at $350.  These representatives further argued that insurers are scaring automotive repair shops from complaining out of fear of retaliation. One repair shop owner stated he has turned to small claims court 250 times and has only lost 16 cases.  In response, Commissioner Garamendi stated that the Department has reviewed all of the complaints and concluded that none rise to the level of a violation.  He also pointed out that the majority of the complaints had come from four body shops.  Committee members asked Mr. Cignarale of the Consumer Services and Market Conduct Branch whether the CDI believed that insurers were complying with SB 551 (Speier, Chapter 791, 2003), which prohibited insurers from steering a consumer to a particular body shop.  He responded that the department’s opinion is that insurers are complying with the law.  However, committee members appeared unconvinced and will likely pursue some legislation next year to address the issue.  

Field Poll—Name Recognition of Candidates in Next Year’s Election

A Field Poll released last week surveyed a cross-section of the state’s registered voters and obtained voter recognition and image ratings of the 28 individuals who have been reported as candidates or have received considerable attention as possible candidates for one of the statewide contests.  

Four Democrats have either formally announced their candidacies or have been speculated to enter a gubernatorial election bid.  State Treasurer Phil Angelides and State Controller Steve Westly have both announced their candidacies.  While actor Warren Beatty and movie director/actor Rob Reiner have not stated their intention to run, both have been mentioned in the media as possible candidates.  The Field Poll found that 92% of registered voters have an opinion of Governor Schwarzenegger—38% have a favorable opinion of the Governor while 54% have an unfavorable opinion.  The Democrats are not as well known.  A large majority of voters do not have an opinion of either Angelides (65%) or Westly (71%).  Among those who do have an opinion, each has a somewhat positive image.  For Angelides, the ratio is 23% positive and 12% negative and for Westly it is 18% to 11% favorable.  More voters have heard of Beatty and Reiner but their images are more negative than positive.  For Reiner, 41% of voters have an unfavorable view while 25% hold a favorable impression.  Beatty’s image is surprisingly more negative, with 48% of voters expressing an unfavorable opinion as compared to 16% with a favorable.

In the race for Lt. Governor there are four Democratic candidates and one Republican.  The Democratic candidates are State Insurance Commissioner John Garamendi, State Senator Jackie Speier, State Senator Liz Figueroa, and Andres Irlando, Executive Director of the Cesar Chavez Foundation.  The Republican candidate is State Senator Tom McClintock.  Voter recognition for McClintock (53%) and Garamendi (49%) is much higher than the other candidates, likely due to the fact that both have run for statewide office before.  The three other candidates’ voter recognition numbers are as follows: Speier, 31%; Irlando 30%; and, Figueroa, 22%.  The image ratings of all five candidates are more favorable than unfavorable. 

There are three candidates that have declared their candidacy for the office of Attorney General—Oakland Mayor and Democrat Jerry Brown, Democratic Los Angeles City Attorney Rocky Delgadillo, and Republican State Senator Chuck Poochigian.  Brown is much better known (70%) than either Delgadillo (27%) or Poochigian (14%).  Brown’s opinion ratio is close, with 39% favorable and 31% unfavorable.  Delgadillo’s opinion ratio is 13% positive and 14% negative. Poochigian’s opinion ratio is similar to Delgadillo, with only 8% favorable and 6% unfavorable.  

The three candidates for State Treasurer are Democratic Attorney General Bill Lockyer, Republican Assemblyman Keith Richman and the Republican member of the State Board of Equalization Claude Parrish. Almost half of registered voters have an opinion of Lockyer and it is largely positive, with 29% favorable and 19% unfavorable.  Only 14% of voters have an opinion of Richman and Parrish.  Richman’s opinion ratio is 8% positive and 6% negative, while Parrish’s is 6% favorable and 8% unfavorable. 

Five candidates are seeking the State Controller’s post. State Senator Abel Maldonado and Tony Strickland, President of the California Club for Growth come from the Republican side. John Chiang of the State Board of Equalization, State Senator Joe Dunn, and Assemblyman Dario Frommer will compete for the Democratic nomination.  All five received low recognition scores, with only 9% to 20% having an opinion.  Image ratings held by each individual is equally divided.  Maldonado has the most recognition with 20% having an opinion, followed by Strickland at 18%, Chiang at 14%, Dunn at 12% and Frommer at 9%. 

With regard to the race for Secretary of State, Bruce McPherson, the Republican currently in this office, is the favorite to retain the position.  He has a recognition score of 28%, with 19% of voters holding a favorable opinion and 9% having an unfavorable opinion.  Two Democrats are seeking this office, State Senators Deborah Ortiz and Debra Bowen.  Ortiz is known to 22% of voters, while only 17% have an opinion of Bowen.  Twelve percent of voters have a positive opinion of Ortiz while 10% view her negatively.  Bowen’s opinion ratio is 10% favorable and 7% unfavorable. 

The poll tested three Republicans and one Democrat candidate in the race for Insurance Commissioner.  The candidates are Democratic Lt. Governor Cruz Bustamante and Republicans Gary Mendoza, Phil Kurzner and Steve Poizner.  Bustamante has by far the highest voter recognition score (73%).  However, opinions of the Lt. Governor are split, with 35% viewing him favorably and 38% having an unfavorable view.  None of the three Republican candidates is well known.  Only 18% of voters have an opinion of Mendoza, with 10% positive and 8% negative.  For Kurzner, 15% have an opinion, and they divide 7% favorable and 8% unfavorable.  For Poizner, 15% hold an opinion, with 5% rating him positively and 10% negatively. 

CDI Presents Legislative Ideas at ABAC Meeting 

The CDI presented a list of “legislative concepts” that the staff is evaluating for possible recommendation to the Commissioner for his legislative agenda in 2006 at a recent Agent and Broker Advisory Committee (ABAC) meeting.

Those proposals include creation of a “citation” system that would permit CDI to issue fines for “minor” violations rather than bring time-consuming and expensive formal enforcement actions against producers.  A similar proposal last year stalled in the Legislature.

CDI also reported that they are considering proposals that would require broker-agents to provide email addresses, double the penalty for filing late license renewals, reduce examination requirements for persons selling only burial insurance, expand the time for filing notices of agency appointment, establish a five-year expiration on pre-licensing certificates, and clarify requirements for bail licenses.

Insurance Commissioner John Garamendi told the committee that he expects several issues to be raised in bills to amend recent workers’ compensation reforms.  He said the CDI would oppose systemic changes but thought consideration of several issues was unavoidable, including: 1) changes to rating laws, since he said rates have not fallen nearly as sharply as insurers’ claims costs; 2) whether injured workers are receiving medically-appropriate treatment; and, 3) the adequacy of indemnity benefits for seriously-injured workers.

Garamendi also described a Natural Disaster Insurance proposal that he and other insurance commissioners are now developing for submission to the National Association of Insurance Commissioners and possible introduction in Congress.  The basic concept would be to create a mandatory “all perils” coverage that could be added to homeowners’ policies. The Commissioner noted that only 14 percent of California homeowners purchase earthquake insurance, too small a risk pool to shoulder all of the potential losses that a major earthquake could cause.  In his opinion, Hurricane Katrina showed that major disasters can literally destroy entire communities and that even the federal government doesn’t have the resources to rebuild private homes. The preliminary proposal would create several tiers of funding, starting with insurers, then reinsurers, then state insurance pools (such as the California Earthquake Authority), and then backed by federal government involvement.

Garamendi also told ABAC members that the CDI intended to crack down further on what he characterized as deceptive selling practices of annuities and related products to seniors.  He noted that CDI issued a Notice to all life insurers and life agents on Nov. 18th outlining his concerns about “unlawful sales practices pertaining to Medicare Part D and annuities for seniors.”  
State Fund Announces 16% Rate Reduction

The State Compensation Insurance Fund (State Fund) has filed an average rate decrease of 16% on new and renewal workers' compensation policies with an effective date on or after Jan. 1, 2006. This marks the fifth consecutive rate decrease filed by State Fund and represents a cumulative 38% rate decrease since Jan. 1, 2004.

Policyholders covered from January 1 through June 30, 2005 will experience the combined benefit of the 14% rate decrease filed effective July 1, 2005 and the January 1, 2006 rate filing, resulting in an average 27.8% rate decrease from their expiring policies. 

In addition to these rate decreases, the State Fund filing also includes an additional 10% workplace safety credit that rewards small employers (premium between $1,000 and $75,000 annually) with superior safety records. This credit recognizes the important contributions these smaller safety conscious employers, who are not eligible for State Fund's merit rating plan, make to the quality of life of their employees and to keeping the cost of insurance down.
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