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A message from the Deloitte Center
for Regulatory Strategy

2024 arrives with solidifying attempts by insurance regulators to create
robust frameworks during a time of a multidimensional structural change in
the industry.

Insurance market regulators have committed themselves to bolster their
vision of a secure, vibrant marketplace in an uncertain world. These structures
are fashioned to help policyholders navigate the market, protect them in it,
and address continuing or widening insurance coverage gaps. Some of these
structures are expected to take shape in the coming year at the state and
federal levels; however, some have advanced into law and rules, teed up

for enforcement.

Shifts in the insurance regulatory environment will likely continue unabated

as technology advances against a backdrop marked by inflationary pressures,
economic slowdowns, and geopolitical turmoil that threatens to fragment
markets and alliances further.? The International Monetary Fund (IMF) declared
that the global economy “is limping along, not sprinting,” and that growth is
marked by unevenness and growing global divergence.? JPMorgan Chase CEO
Jamie Dimon declared in an October 2023 earnings report that “now may be the
most dangerous time the world has seen in decades.”* He was referencing the
effect of geopolitical upheaval on international alliances and trade as well as on
society's consumption markets.”

Yes, there is cause for concern amid a year of macroeconomic uncertainty and
structural change.® Will geopolitical strife, the potential chaos of novel election-
year issues, and lingering inflationary pressures distract or stir instability in
some insurance markets? Will climate change and extreme weather events
further augment vulnerabilities and increase solvency, economic, and
humanitarian challenges? Will growing or new state or federal disclosure
frameworks become onerous and costly for firms and pose challenges in their
incorporation into governance, compliance programs, and operations? Will
firms get the approvals and transition times they need to remain solvent while
serving stressed markets?’



Fortunately, the insurance industry has become acclimatized to this proactive protective
posture and should use its muscle memory to work vigorously to prepare throughout
the organization.

In our regulatory outlook this year, we have identified four key stances firms should
harden in 2024:

1. Deepen attention to detail in new consumer-centric rules including protective
frameworks, as technology advances.

2. Fashion a multi-pronged, layered, and comprehensive response to a bevy of
solvency and capital regulatory expectations.

3. Undertake systemic institution-wide planning for what's expected, but anticipate
the unexpected.

4. Expand the ability to ask for assistance internally and externally in a world of
increasing compliance complexity and structural change.

We will explore the following topics through this lens, however clouded it may be due
to uncertainties before us. Vigilance amid these structural and geopolitical changes will
remain key to insurers’ compliance success.

We hope that you find our outlook to be a guiding document among the host of
regulatory changes and challenges and surprises 2024 is expected to bring. As always,
we are here to help you chart the course.

Sincerely,
David Sherwood Irena Gecas-McCarthy Jim Eckenrode
Managing Director Principal Managing Director

Deloitte & Touche LLP Deloitte & Touche LLP Deloitte Services LP
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Risk, governance, anc

controls

Al and external data use controls come
into focus

Insurers are increasingly expanding their utilization

of artificial intelligence (Al) throughout the insurance
product life cycle. A National Association of Insurance
Commissioners (NAIC) survey found that 70%

of homeowners' insurance companies in states
participating in the survey plan to use, explore using, or
are already using Al/machine learning (ML) in

their operations. The number was higher—reaching
88%—for private passenger insurers, according to an
NAIC summary.®

Al use was highest in claims, including subrogation
claims triage and evaluating images of loss, followed
closely by underwriting and marketing, fraud detection,
for rating, and lastly, for loss prevention.’

Of interest: Because of Al fraud detection techniques
adopted by insurers, regulators could underscore their
importance in solvency maintenance. As the NAIC noted
in 2021, insurance fraud costs insurers and consumers
billions of dollars each year. State departments of
insurance have stressed that “it is imperative that
insurers make detection, investigation, and reporting

of suspected fraud a priority in their overall operations.
Failure to dedicate resources to the fight against
insurance fraud can affect an insurer’s financial stability
as well as the rates charged to consumers.” While
antifraud plans are not required in each state, insurers
who use Al for fraud management also must maintain
guardrails addressed by state Al guidelines that are sure
to come.'

The NAIC has been working for more than a year on
developing and finalizing a principles-based bulletin
state regulators can use to set governance and conduct
expectations for their licensees."

Al use growing, with regulators trying to
keep pace

Itis unlikely that any of these activities will slow

down in order for most regulators to prescribe

rules. Thus, commissioners have turned to a principles-
based approach.

The NAIC sharpens its focus on Al

The NAIC's Model Bulletin: Use of Artificial Intelligence
Systems by Insurers (hereafter, "Al model bulletin”) with

its principles-based approach has been endorsed by
the insurance industry, was adopted on December 4,
2023, despite some misgivings by consumer advocates.'?
Significantly, the Al model bulletin creates no new laws
nor seeks to—at this time. It does encourage, but does
not mandate, testing for unbiased outcomes. It is meant
as guidance, not as a model law.”

The Al model bulletin was created to be issued by
state insurance departments to instruct insurers that
“decisions impacting consumers that are made or
supported by advanced analytical and computational
technologies, including Al systems, must comply with
all applicable insurance laws and regulations. This
includes those laws that govern unfair trade practices.”
The bulletin acknowledges that although Al can spur
innovations and efficiencies that benefit consumers,

it comes with unique risks. Its definitions were crafted
during the drafting process to align with National
Institute for Standards and Technology (NIST) standards.

According to the new Al model bulletin, the Al program
that an insurer adopts and implements should consider:

* The nature of the decisions being made, informed, or
supported using the Al system.

* The type and degree of potential harm to consumers
resulting from the use of Al systems.

¢ The extent to which humans are involved in the final
decision-making process.

* The transparency and explainability of outcomes to
the impacted consumer.

* The extent and scope of the insurer’s use or reliance
on data, predictive models, and Al systems from
third parties.
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Third-party data use: Third-party data use is a
key component of the NAIC Al model bulletin’s
regulatory guidance and expectations section.
As in other areas where companies leverage
external data sets to service insurance functions,
the use of third-party vendors that furnish this
data is a major element in emerging guidance
from regulators.

Much of the tension between industry and
regulators centers on state regulators’
expectations for third-party models supplied to
insurers. These third-party vendors are not
licensed insurers, although they contract with
them and consider their models proprietary.

If insurers cannot answer questions sought by
their supervisors on data use, including model
inputs and outputs, efforts could grow to require
oversight—if not by the regulator, then by the
licensee. This could put insurers in a tricky
situation because “third-party vendors may be
unwilling to provide proprietary information
regarding their data or models directly to
insurance companies,” according to the Insured
Retirement Institute.

2024 insurance regulatory outlook

Language of the agreements and the permissions
granted or not granted between parties will be potent
areas of tension.

The Al model bulletin also recommends the use of
contract language between insurers and third parties
that would state that these outside data and model
vendors maintain an Al system program that is up to the
standards expected of the insurers by their

state regulators.

Some state insurance regulators have told industry
participants in open meetings that third parties will need
to be involved especially if oversight grows to include
testing methodologies for bias or unfair discrimination
against protected classes. Further, they want insurers

to be able to show that the models or data sets they

use are not discriminating. They will also be asking how
insurers can have power to negotiate such assurances
with the vendors."”

Issues with insurer oversight of third-party data
providers coupled with pressure from some states and
from consumer advocates to get bias testing protocols in
place could spark further discussion about the potential
for licensing service providers. No such regulatory
framework yet exists, but steps could be taken to create
one if Al systems gain the primacy in such aspects of
insurance as marketing, underwriting, claims, and fraud
detection, affecting consumers and their coverage,
protections—and their wallets—directly.”® The NAIC will
be working in a collaboration forum on what potential
enforcement tools to use (and the development of such
tools) for Al oversight in 2024. The NAIC's Innovation,
Cybersecurity & Technology Committee will also be
focusing on a potential new framework for the use of
third-party models by insurers.”
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Colorado sets highest bar for Al anti-bias rules

Al and predictive modeling systems will likely be tested,
quite literally, this year by one state insurance department
that has leapt into the forefront of efforts to prevent and
correct unfair discrimination that new internal systems must
now be primed to detect.”® Colorado’s new oversight regime
will create enormous responsibilities for insurers doing
business in the state.

A bias testing framework for insurers using external data

is gearing up to become effective for the first time in

2024 as the Colorado regulations under development to
monitor and test for Al are implemented. These watershed
regulations from one state will affect a large segment of the
industry, as many large national and foreign insurers are
licensed in the Centennial State."”

The advent of the new Colorado Division of Insurance
regulation regime holds insurers accountable for testing
their Al/data systems using external data, whether they
collect it themselves or it is modeled by a third party.?

Make no mistake: It is one of the most significant laws in
terms of impact to insurers, and work should be

underway now to incorporate it into governance and
operational systems. First, life insurers doing business

in Colorado are now subject to new governance and risk
management framework requirements for the unbiased use
of external consumer data and information sources (ECDIS),
algorithms, and predictive models that went into effect in
November 2023.!

* ByJune 1, 2024, life insurers must submit a narrative
report summarizing their progress to comply with a
documented risk management framework, any challenges
and issues encountered, and the expected completion
date for meeting the requirements. Annually, beginning
December 1, 2024, the Division mandates a new
narrative report summarizing the company's compliance
with the components of this framework, including a
corrective plan.??

A quantitative testing regulation is currently proposed
to take hold in 2024. Compliance could be required
as soon as April 1, 2024, and annually thereafter.”
Colorado regulators have made clear Colorado wants a

well-working testing framework and practice in place
as expeditiously as possible.?* The life insurance
policies covered by the proposed testing regime are
permanent and term life.

The new life insurance testing regime would
require annual testing for unfair discrimination
by race or ethnicity using linear regression to model
outcomes for premium rates charged in

policies extended to Hispanic, Black, Asian/Pacific
Islander, and White insureds. Insurers would use the
Bayesian Improved First Name Surname Geocoding
(BIFSQ), a statistical methodology for imputing race
and ethnicity.®

If unfair discrimination is detected by the
calculations, life insurers would then test their data
sets or the third-party data sets to identify the specific
variable or variables contributing to the observed
differences. If any of the identified variables exhibit a
statistically determined difference, that variable—as
well as the algorithm or predictive model involved—
will be deemed unfairly discriminatory. Insurers whose
models trigger this finding of unfair discrimination
must then conduct additional testing to demonstrate
the remediation’s effectiveness.?®

A property and casualty (P&C) governance risk
framework as well as a P&C testing framework along the
same lines, roughly, will both be developed in the coming
months by Colorado regulators.

The process might encourage other states to act; some
are already monitoring or studying outcomes for

bias as well, while other states are expected to publish
their own Al guidance.?” New York's forthcoming Al
guidance is an example.?®

Colorado testing guidelines could prompt more
complex questions

The testing guidelines could likely raise additional

questions and concerns among actuaries and their
communities around negative outcome
measurements, definitions, and relationships to risk.

This process is potentially open to adjustments as

real-world applications meet new assessment and
measurement protocols.?



While other jurisdictions have not replicated the
Colorado approach, at least one jurisdiction, the District
of Columbia (DC), could forge ahead with its own bias
screening. The DC Department of Insurance, Securities
and Banking (DISB) has conducted a study to analyze
whether data used by auto insurers in both

the application and underwriting process “may cause
harm to Black, indigenous, people of color, and other
protected classes of Washington, DC consumers”.*°
Other states are expected to issue Al guidance as well,
so insurers should remain vigilant to expectations from
key states and coordinate their Al governance oversight
measures to follow existing unfair discrimination laws as
well as comport with new state statutes.

The report'’s findings could spur local legislation to
address bias or unfair discrimination.®" Such legislation
would come into play if the DISB finds marked
differences in underwriting decisions or pricing between
or among applicants of different races or ethnicities, as
inferred using existing methodologies.>

Eyes on federal efforts to monitor and
support Al use

Federal administrative and legislative efforts over the
past few years have tried to cover many Al policy issues
to protect consumers, US national security, and market
participants. Some are nascent and others aspirational.
All parties, however, have shown a willingness and
commitment to craft solutions to encourage innovation
but to be nimble enough to prevent or mitigate harm
before it can replicate into a system where control has
been forfeited. Demand for control, accountability, and
sharing of model outputs with government officials is
growing, and stances on Al use are hardening.

The Biden administration continues to act following
the release of its 2022 Blueprint for an Al Bill of Rights, a
voluntary framework, and the NIST voluntary guidance.*
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The stronger and more urgent Executive Order

(EO) issued in late October 2023, for safe, secure,

and trustworthy Al requires developers “of the

most powerful Al systems” to share their safety test
results and other critical Al information with the

US government.> It also mandates that companies
who are developing any Al model that has potential
national security, economic security, or public health
and safety risks notify the federal government when
training the model as well as share the results of their
adversary simulation tests. Its eight guiding principles
put stakeholders on notice that Al development must
be safe, secure, and consistent with the administration’s
position to promote equity and protect civil rights.*

The administration tasked the NIST with setting rigorous
standards for extensive testing before public release of
certain Al models and seeks to establish a new Al Safety
and Security Board. NIST has also sought to address

the “harmful impacts stemming from Al” that are “able
to ripple into the broader society through exploring
remedies to mitigate bias."*

Meanwhile, the Consumer Financial Protection Bureau
(CFPB), Department of Justice (DOJ), Equal Employment
Opportunity Commission (EEOC), and Federal Trade
Commission (FTC) issued a joint statement in April

2023 asserting that existing legal authorities also apply
to Al use after expressing concern that Al use has the
potential to perpetuate unlawful bias, automate unlawful
discrimination, and produce other harmful outcomes.’

The administration termed the new multi-agency Al
oversight system “the most significant actions ever taken
by any government to advance the field of Al safety.”*®

In the legislative arena, a proposed National Al
Commission Act (HR 4223) would establish an
independent commission to be called the National Al
Commission.*® The Senate recently unveiled a regulatory
framework called the SAFE Innovation Framework for Al
that welcomes growth but wants safeguards that work
well to prevent stifling innovation.
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Momentum for a legislatively created Al framework is
growing to create bipartisan_legislation in Washington,
despite the tensions that accompany a presidential
election year. Lawmakers have been working to legislate
a solution.

“Make no mistake, there will be regulation. The
only question is how soon and what?" stated
US Sen. Richard Blumenthal, chair of the Senate
Judiciary Subcommittee on Privacy, Technology,
and the Law, at a September 2023 hearing on Al
oversight.*® Blumenthal, along with Committee

Ranking Member Josh Hawley, R-Mo., announced
a blueprint for a bipartisan legislative
framework.*

This framework would create guardrails for the use

of Al—an independent oversight body and licensing
regime. Civil rights, consumer privacy, and national
security would also be addressed by lawmakers under
this blueprint.*?

Cybersecurity remains a crucial focus

As Al becomes more sophisticated, cybercrimes by
criminal state actors could increase in election meddling
and elsewhere, and the advent of Al deepfakes could
make systems even more vulnerable.*® Its use could
increase fraud throughout the marketplace, including

in insurance applications, and be harder to detect.*
Treasury has warned that it is a matter of when, not if,
the nation experiences a catastrophic cyber event.®

Expect scrutiny from states and federal agencies on
cybersecurity rule implementation while consideration
of a proposed federal backstop gathers momentum.

New York cyber rules in place, ready for
enforcement

In New York, the expanded cybersecurity rule will now
require financial services firms, including insurers, to
maintain an implemented written policy to be reviewed
annually by a governance committee. While initial
updates to reporting requirements for the revised cyber
rules have already gone into effect as of December 1, the
policy changes are due to be in place by firms in April,
with rolling requirements thereafter.* The updates to
the rule include enhanced governance and more precise
executive-level management and board responsibilities,
the requirement to report any cyber ransom payments,
and enhanced safeguards for sensitive data.

New York's Department of Financial Services (DFS) wants
to see tailored cybersecurity policies and procedures in
place as part of a rigorous program based on a covered
company's risk assessment.*” Core features must
include, for example, the ability to identify and assess
internal and external cybersecurity risks to nonpublic
information stored on the covered entity's information
systems and apply “defensive infrastructure” to protect
the covered entity's information systems and nonpublic
information.*®

Moreover, New York's large or Class A companies must
conduct an independent audit of their cybersecurity
functions and program at least annually, according to
the proposed regulation.* These companies are defined
by threshold size: they have at least $20 million in gross
annual revenue in each of the past two fiscal years from
business operations and average more than 2,000
employees over the past two fiscal years, or they have
more than $1 billion in gross annual revenue in each of
the past two fiscal years.*




A federal cyber backstop in the works?

At the federal level, the Federal Insurance Office (FIO)
continues to discuss collaborative work related to

a request for information on a catastrophic cyber
backstop, along the lines of the Terrorism Risk
Insurance Program (TRIP).>! Active discussions follow a
recommendation from the Government Accountability
Office (GAO) that FIO and the Cybersecurity and
Infrastructure Security Agency (CISA) at the Department
of Homeland Security (DHS) work together.>? The federal
agencies seek to determine if the risks to US critical
infrastructure from cyberattacks warrant a federal
insurance program to support the existing insurance
cyber market.>

FIO and CISA have been evaluating a potential

program and have collected feedback on a potential
insurance program, in the form of a federal insurance
backstop, to help absorb some of the cost of insuring a
catastrophic cyber incident. The agencies are advocating
for further exploration of a potential proper federal
insurance response to catastrophic cyber risk to see if
itis warranted and should be undertaken. This posture
forecasts more discussion of such a federal backstop

in 2024.>

A potential federal structure that might be explored
would be the creation of a new catastrophic cyber

risk structure.> This might be loosely modeled on the
Terrorism Risk Insurance Act (TRIA) and TRIP if it comes
to pass, according to discussion material.>®
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What firms should be doing now: Risk,
governance, and controls focus

* Overall, meeting state regulators’ third-party vendor
expectations will be challenging for some insurers,
even as they put programs in place for as scrupulous a
governance system as they can. Insurers would remain
responsible for outcomes resulting from third-party
data or models.>” In short, the insurer should be able
to assure its regulator that the third-party Al systems
they rely upon to make or support decisions that
impact consumers are designed to meet the state laws
as they apply to insurers. Working with state regulators
will be crucial to give them assurances that firms are
paying close attention to what they receive from their
vendors and how they use it.

State insurance commissioners will want insurers to
know the answers and not point to third-party models
they can neither access nor adequately explain.>®

Firms should now be building governance structures
that incorporate policy, standards, defined roles

for personnel, monitoring, and testing. They should

be conducting impact/risk assessments, inventory
models, and tools to measure outcomes; integrating
third-party privacy programs; integrating and updating
complaint handling; and overseeing training and
company-wide awareness programs.

Federal agencies have also voiced their commitment
to monitor automated systems and “vigorously” deploy
their authorities to protect individuals' civil rights,
regardless of legal violations wherever they might
occur. This demonstrates a willingness to investigate
and enforce what they can, despite acknowledging
discomfort with “black boxes” and their “lack of
transparency,” a stance of which insurers should be
mindful as they strengthen their internal frameworks.*
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* For all data use, insurers need to strive for
explainability of their models so they can make
clear to consumers and to regulators how their
models, including third party, work and how they are
performing on a daily and other periodic basis.

In addition, insurers should have nimble yet thorough
systems now in place to notify regulators promptly

of cyberattacks and ransom payments, as New York
requires. An alert about an urgent threat sent by the
DFS in fall 2023 advised all regulated entities “to assess
promptly the risk to their organization, customers,
consumers, and third-party service providers based
upon the evolving information and to take action to
mitigate risk,” for example. It reminded regulated
entities that “as of December 1, 2023, regulated
entities who decide to make cyber extortion payments
must report such payments to DFS within 24 hours
and within 30 days provide a description of the
rationale for, and diligence undertaken in connection
with, making such payment.”¢°
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Now that DFS's regulations are in place, stronger
enforcement will likely follow if companies’ systems
do not address the requirements of the regulation
not only at the governance level but throughout
the organization.

At the federal level, while the discussions are in the
active analysis phase, momentum for a potential
federal cyber backstop could gather in 2024,
depending on the bandwidth of federal policymakers
and any large-scale incidents of cybercrimes. Insurers
should make sure they are part of the conversation,
especially if hacks compromise policyholders’ data.

Momentum for a
legislatively created Al
framework is growing

to create bipartisan

legislation in Washington,
despite the tensions that
accompany a presidential

election year.
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Solvency hygiene and

management

This coming year could also usher in the beginning of a
refashioned capital and solvency framework apparatus
at the national level, while an international capital
regime waits in the wings to become a new standard by
year end.

Domestic capital oversight

In a world where investment strategies by insurers are
becoming more complicated, the NAIC has sought to
scrutinize not only the investments themselves but also
their impact on insurers' financial solvency. This year, the
NAIC will be reformulating the Securities Valuation Office
(SVO), perhaps top to bottom, in an effort to modernize
its role and capabilities in line with what it states is
“more complex and asset-intensive insurer business
strategies.”" Specifically, the NAIC wants the SVO to take
a more holistic view of the capital needs of insurers’
investments through a modernization system, which
may be developed with external support.

Discrete interest areas involving private equity insurers
and their investments have been farmed out to various
working groups with proposals to give the SVO more
authority over designations of filing exempt securities.®
Itis important not to lose sight of the federal regulators’
interest in private equity as a potential financial stability
concern, as well.

Spotlight on the SVO

State insurance regulators decided that the SVO needs
more tools to provide due diligence and assessment
over the use and effectiveness of credit rating providers
(CRPs) for filing-exempt securities, so that it is not
“blindly reliant” on these CRPs.%3

This issue has garnered a great deal of public attention
over the past couple of years, as the NAIC in its
framework noted by stating that “recent initiatives to
address gaps in the regulatory framework for insurer
investments have received much attention by a variety
of stakeholders."s*

The NAIC committee says the new SVO would keep using
CRPs but eliminate or reduce its reliance on outside
credit rating agency ratings. A reimagined SVO would

have new risk analysis capabilities “to better support the
risk-focused approach to supervision, at both a micro-
and macro-prudential level,” the draft states.®

“Itis both inefficient and impractical for the SVO to
effectively replicate the capabilities of CRPs on a large
scale ... Rather, the SVO should focus primarily on
holistic due diligence around CRP usage,” the draft
framework states. Going forward, the SVO's ability to
challenge credit ratings for filing-exempt securities will
be established through a recommended process that
the NAIC's Valuation of Securities (VOS) Task Force is
expected to establish.

The NAIC's Financial Condition Committee is expected
to provide a new, stronger governance structure for
the SVO to help address the CRP evaluations. Insurers
should expect the NAIC to develop sharper tools in

the years to come to make sure the organization
maintains a clear view into insurers’ financial health and
capital adequacy.

The solvency toolbox remains open for RBC
calculations

The modification of the risk-based capital (RBC) of
structured securities by the NAIC's RBC Investment Risk
& Evaluation Working Group (the “Working Group”) will
come into play in 2024 as the NAIC seeks to protect
consumers through safeguarding the solvency of

life insurers.

The full NAIC adopted a change to the Life RBC formula
in its plenary session August 16, 2023, after candid, open
stakeholder debate over the prior months on the ideal
size of RBC factors for residual tranche investments,
which have a different risk profile than traditional equity
investments.®” The interim change will require residual
tranches of structured securities to receive a 30% RBC
factor for year-end 2023 RBC filings and a 45% factor for
year-end 2024 RBC filings. The change will apply to any
firm with such investments. The NAIC also noted that the
Working Group could potentially adjust the factor based
on additional supporting information. NAIC members'
priority is to protect policyholders by boosting oversight
of “the increasingly opaque investment structures
favored by some insurers,” and regulate for insurance
solvency and marketplace stability, it said.®®



Under the NAIC plan, modeling collateralized loan
obligations (CLOs) will commence in December 2024 in
the financial modeling process.®® The VOS Task Force
can then initiate and approve the assignment of NAIC
designation categories to CLOs modeled to eliminate
what they see as RBC arbitrage.”” The NAIC and the SVO
have presented a CLO modeling scenario approach that
would conditionally match the underlying distribution of
loans via RBC.”

While there are multiple NAIC structural efforts
underway to evaluate and address perceived risk from
private equity (PE) owned insurers and other alternative
investment players, the state regulators’ goal is to have
a consistent framework across asset classes with rating
agencies, with clearly defined roles on how capital
amounts are determined and set in the insurance
industry.”? This foundational PE-related guidance
provides tools to address solvency concerns in future
acquisitions of a US legal entity insurer, as well as for use
in ongoing solvency monitoring, and will likely remain an
active document for use by state regulators.

At the same time, the FIO is also carefully monitoring
developments in the transformation of the life insurance
sector, including the “growing interconnectivity” between
US and Bermuda life insurance markets, and is “closely
following the work of the NAIC and the Bermuda
Monetary Authority (BMA)."”® Regarding life insurance
and retirement products, the FIO continues to monitor
developments, such as the increased use of offshore
affiliated and nonaffiliated insurance by US companies
and their potential effects on the life insurance and
retirement sectors.

The FIO is seeking to underscore a role in making sure
that insurers can live up to the promises they are making
to consumers who are relying on these retirement
products. A presentation at an advisory meeting at the
Treasury in September suggested that US life insurers
are moving to capital-light businesses domestically. The
expressed concern about lack of transparency when
offshore investments make it hard for the rating agency
to see the capitalization backing the investments.”*

2024 insurance regulatory outlook

Life insurers should monitor FIO and NAIC continued
interest in their capital arrangements as they move
or grow offshore. The growing scrutiny could yield
recommendations from the FIO and a call for more
capital by the states if they grow uneasy with the
market dynamics.

Return of systemically important financial
institutions (SIFIs)?

One sizable and growing uncertainty centers on whether
insurers will once again be identified as systemically risky
by the Financial Stability Oversight Council (FSOC) under
the Dodd-Frank Wall Street Reform and Consumer
Protection Act.”®

The FSOC in 2024 will likely be exploring nonbank
designations with its newly reformulated tools, as

it mobilizes its new analytic framework for financial
stability risk identification, assessment, and response.
Clarity as to whether the FSOC is indeed eyeing insurers
specifically for potential designation as systemically

risky due to their interconnectedness with financial
markets could emerge this year. The FSOC's finalized risk
framework, first proposed in April 2023, as well as its
interpretive guidance regarding nonbank determinations
on systemic risk could potentially be pointed toward
insurance companies or activities.

FSOC member and Federal Deposit Insurance
Corporation (FDIC) Chairman Gruenberg stated in a
speech in September 2023 that the “revised guidance
(finalized November 3) would remove several constraints
to FSOC designation, while retaining a multistage,
deliberative process with opportunities for firm
engagement."’® Gruenberg spoke about

several categories of nonbank financial institutions that
can present significant risks to the financial system,
including insurance.””

10



2024 insurance regulatory outlook

1

The FSOC made clear in its analytical
framework that it has a broad statutory mandate
and can monitor an expansive range of activities
and asset classes as well as institutions—in fact,

the FSOC specifically mentioned climate-related
financial risks and cybersecurity risks.”

Beyond nonbank stability concerns, FSOC chair and
Treasury Secretary Janet Yellen and other key Treasury
officials have repeatedly discussed the interplay in the
markets of insurance, real estate, and mortgage banking
in the face of climate change and its manifest risks as

a financial stability issue.”” Indeed, the FSOC stated in

its final guidance “that potential risks related to climate
change may be assessed under the vulnerabilities,
sample metrics, and transmission channels” under its
analytic framework.

Last summer, Yellen also said of the $165 billion in

total economic losses from climate-related disasters

in 2022, only 60% were covered by insurance.®' This
continued deep concern over insurance coverage gaps
indicates potential action, perhaps through the FSOC,

to address the potential of increased financial instability
that might be caused by the ravages of climate change

in the nexus of home mortgages, insurance, and bank
lending. According to one news report, about one in four
American homes, representing 39 million properties, are
almost or fully uninsurable due to underwriting risk.®?

For example, in a late-September 2023 report on the
impact of climate change on American household
finances, the Treasury Department zeroed in on how
insurers “are increasingly facing greater uncertainty
surrounding climate hazards and growing numbers of
claims, making it more difficult for insurers to predict
losses, set premiums, and underwrite policies.”® The
report expressed concern over homeowners' abilities to
pay for increased premiums and get enough coverage to

cover future losses. Yellen is seeking more information
and data through the group’s Climate-related Financial
Risk Committee (CFRC). CFRC is developing a framework
to identify and assess climate-related financial risk and
develop a preliminary set of risk indicators for banking,
insurance, and financial markets to assess and address
the financial stability implications of climate issues.®*

The interconnectedness of insurance, real estate, and
banking is top of mind for the FIO through its own
work. The FIO has pointed to the rapidly increasing
homeowners' insurance premiums and the challenges
of acquiring coverage that might discourage buyers,
which would then have the cascading effect of
potentially affecting and increasing the default risk for
mortgage lenders.®

Congress is taking notice, too, with the NAIC responding
to a September 2023 hearing titled “Perspectives on
Challenges in the Property Insurance Market and the
Impact on Consumers” with a description of its actions,
including updating the NAIC's RBC formula to include
specific charges for hurricane, earthquake, and, most
recently, wildfire risks.®

International capital oversight

Globally, the long-crafted Insurance Capital Standard
(ICS) developed by the International Association of
Insurance Supervisors (IAIS) is expected to be adopted
along with a group prescribed capital requirement (PCR)
for Internationally Active Insurance Groups (IAIGs) at
year-end 2024, with the US homegrown methodology
of the aggregation method (AM) in place, if agreed to by
US regulators.®

As of mid-October 2023, the IAIS is assessing whether
the AM provides comparable outcomes to the ICS as a
PCR. The US insurance industry should have clarity into
the result by the third quarter of 2024.88



What firms should be doing now: A
solvency focus

* Any new stability framework requires data, which the
Treasury is seeking from the insurance industry. Thus,
some insurers or their activities might potentially find
themselves or their activities designated as SIFls under
a fresh analytical framework for financial stability risk
identification by the FSOC. They should remain vigilant
as the FSOC seeks more information for analysis of
potential risk through transmission channels such as
climate risk.

* At the state level, the proposed SVO integrated or
comprehensive approach, if adopted, would help
address this expansive field of inquiry, and it appears
to be welcomed by the industry even as the industry
will hope to help shape it.# This is a rich opportunity
for insurers and state regulators to collaborate.

* Insurers should also be aware that the NAIC is
considering updates to its financial examination
materials and guidance manuals to reflect climate-
related risk and plan to delve into how insurers
use their own scenario analysis to assess climate-
related risk, as mentioned in the letter to leaders
on the Senate Committee on Banking, Housing, and
Urban Affairs.®®

2024 insurance regulatory outlook
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Consumer protection anc
supersizing customer care

Both consumer protection and consumer access to life
and property insurance protection will be paramount
issues for insurance regulators in 2024.°" NAIC
leadership along with some federal and state efforts
will be seeking to close the protection gap, estimated
globally at $1.8 trillion and growing back in 2022, for
those without adequate or affordable coverage for their
homes, lives, or health, or for those who might lose

or be denied protection by unscrupulous humans or
untended machines.”

Consumer education and addressing the
protection gap

Consumer financial education moving to the forefront,
as jurisdictions across the United States will continue
to publicize events and outreach efforts that include
education on preparing for storms and dealing with
their aftermath though virtual disaster centers, driving
safety, and financial literacy through workshops and
instructional information.

Financial literacy in life and annuity products to help
families and individuals grow and maintain wealth

and prepare for retirement is expected to continue,
with more efforts under priorities of NAIC leadership.
States’ financial literacy portals and homepages,
alongside industry efforts, are already underscoring the
importance of financial literacy and the heavy monetary
consequences of not understanding how to take
advantage of money-building skills.”

At the national level, the NAIC has been working through
its own Center for Insurance Policy and Research (CIPR)
to see how insurance companies can invest successfully
for social impact in low- to moderate-income
communities, including in their infrastructure as well

as for their bottom lines. In fall 2023, the CIPR issued a
request for information on social impact investing for a
research project. Results could help motivate insurers to
increase such investment strategies if they can manage
it in their portfolios, under the watchful eyes of financial
solvency regulators.

Consumer data privacy protection

Consumer data privacy protection will continue to be a
focus in 2024 as the state regulatory system struggles
to shape its landmark Consumer Privacy Protections
Model Law #674.% The model is still in draft form and
is expected to be so through 2024 unless it morphs
into a revision of a legacy NAIC privacy model law. The
new model was meant to replace NAIC models, such as
Model #670 and Model #672.%

The Privacy Protections Working Group will be
developing a draft version 2.0, which will be considered
by regulators only. Regulators will then chart a course
on the direction of a consumer privacy model law—
whether a new model is warranted or whether revising
an existing legacy model privacy law is a pathway.?® No
matter the direction the NAIC takes, how insurers deal
with third parties will continue to be under scrutiny

by insurance supervisors, with some insurers looking
toward a future where third parties could be licensed
as data vendors. The extent to which insurers must
oversee them and be able to share information with
state regulators during market conduct exams or in
other oversight events or dialogue will continue to be
crafted and fine-tuned in 2024.

The NAIC's draft of its aspirational privacy model law
will remain in the spotlight especially in an age of cyber
hacks and digital personally identifiable information
theft.”” Legacy versions created in 2023 might still cause
consternation among industry stakeholders concerned
about overreach into third-party auditing and marketing
efforts as well as record retention parameters.®®

Industry leaders should pay close attention to any
security concerns related to the following areas:

» Consumer-available lists of all third-party
service providers with which the insurer shares
personal information, with broad and perhaps
prescriptive oversight provisions of third-party service
provider provisions
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* Consumer information-sharing limitations that are
confined to permissible insurance transactions when
what that encompasses might be fluid over time

* The consequences of joint marketing language

* Administrative obligations involving legacy systems
and migration of data requirements

Regulators, in their continued crafting of the model
consumer privacy draft, may strive to prevent insurers
from allowing third-party service providers to collect,
process, retain, or share any consumer’s personal
information in any manner contrary to the model and
the licensee’s own privacy protection practices. They
will likely also require an agreement to be in place for
a licensee to engage a third-party service provider

to collect, process, retain, or share any consumer’s
personal information with a third-party service provider
for any purpose.

However, as the chair of the Privacy Protections Working
Group (PPWG) crafting the model noted, the project is
“too important a project to rush.”?® These sentiments
are shared by the industry. “These issues are complex
and we must recognize the necessary interplay with
existing state and federal legal obligations as well as
cross-sectional alignment within the model itself. As
such, it is critical that the remainder of this process

not be rushed. Rushing could result in unintended
consequences and a Model that cannot be adopted
uniformly, if at all,” Shelby Schoensee, director of Cyber &
Counsel for American Property and Casualty Insurance
Association (APCIA), remarked.'%®

Once a draft has been adopted by the PPWG, it will go
before the parent committee, which might not happen
until the end of 2024—if the process stays on course.
The NAIC could adopt the model law draft, but only if
there is a consensus borne of stakeholder input as the
organization would not want a model that would be
rejected by state legislatures.

Insurers will have to wrestle with the privacy
requirements of different state jurisdictions once any
NAIC-drafted insurance model is adopted in whole, part,
or amended by state legislatures as well as overarching
privacy frameworks already in place.

The 2020 California consumer privacy laws, as amended,
will also continue to hold sway in the coming year, and
although there are overlaps among different state,
federal, and international regimes, compliance with one
does not mean compliance fulfilled for all. The California
Consumer Privacy Act (CCPA) gives consumers the

right to delete personal information and the right to

opt out of the sale of their personal information along
with amendments that add new contract rules for the
treatment of sensitive information.'”’

Structural change in the retirement
investment arena

Financial advisers selling insurance investment
products such as variable annuities will be expected
to demonstrate the basis for recommendations
related to these and other more complex products
that entail significant investment decisions such as
recommendations related to rollovers, retirement
planning, or funding and income generation. The
Securities and Exchange Commission (SEC) and the
Financial Industry Regulatory Authority (FINRA) will
continue to emphasize the importance of avoiding a
limited product menu or process to determine the scope
of reasonably available alternatives considered.'??

The SEC has set forth expectations for Regulation Best
Interest (Reg Bl) compliance; after several years with
the rule in place, regulators appear more willing to
scrutinize firms' programs and broker-dealers’ activities
and records.'®® The SEC laid out its 2024 exam priorities
in the fall and Reg Bl was among them. It stated that its
examinations will focus on products recommended by
broker-dealers and advisers that are complex, illiquid,
and high cost, specifically naming variable annuities.



“Examinations may also focus on recommendations to
certain types of investors, such as older investors and
those saving for retirement or college,” the SEC noted.'*

The SEC's enforcement division continues to analyze
whether broker-dealers have comprehensive and well-
targeted policies and procedures that will maximize
compliance with the areas with Reg BI.'> The costs, risks,
and rewards of variable annuity sales and investment
strategies are under scrutiny, with more enforcement
expected, as we have seen toward the end of 2023.

An SEC staff bulletin, which focused primarily on the
“care obligation” portion of Reg BI, suggests that the
industry may yet have more work to do.'% The SEC
will continue to make clear through enforcement or
otherwise that the care obligation cannot be satisfied
through disclosure alone. Advisers must show a
reasonable understanding of the individual retail
investor’s investment profile and have a reasonable
basis to conclude that the recommendation or advice
provided is in the retail investor's best interest, as well as
consider reasonable alternatives.

A new DOL fiduciary rule emerges

In addition to scrutiny of complex product and variable
annuity focus from the federal agencies, fixed indexed
annuities are now a big focus in terms of the commission
or fee structures attached to their sales.

A new retirement security rule proposal from the
Department of Labor (DOL) applying fiduciary status to
financial services providers under the federal workplace
benefit plans law, the Employee Retirement Income
Security Act (ERISA), will bring stringent advisory conduct
rules to the fee-based sales practices in workplace
retirement accounts.'”’” This rule, if it is adopted, will

put enormous pressure on the fee model for the sale
of insurance products in workplace retirement plans.
The DOL made clear it has its eyes on the sale of fixed
indexed annuities.'” Indeed, “analysis of just one
investment product—fixed index annuities—suggests
that conflicted advice could cost savers up to $5 billion
per year for this product alone,” the DOL stated in a
press release.'”
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The Biden administration has put its weight behind the
proposal. “My administration is going to continue to
crack down on junk fees,” Biden said in a White

House briefing, in part referring to excessive fees on
annuity sales."®

The fiduciary definition would also apply to such one-
time advice recommendations as to any assets rolled
over from a workplace retirement plan to an individual
retirement account (IRA) if the financial services provider
is recommending investment products for a fee.!"

Fiduciary status would be conferred as well to a financial
adviser making a recommendation to a retirement
investor to liquidate an ERISA-covered plan and
purchase an annuity. It would also apply to an adviser
recommending a switch from a defined benefit pension
plan to a group annuity contract to cover all the benefits
due to the plan’s participants.'?

The DOL rules will face heavy industry and state-based
regulatory system pushback from the retirement
industry as it has taken the position that existing

state and federal frameworks are sufficient in their
protections for consumers, with some citing the 2020
NAIC revised model law on suitability in insurance
transactions."® The NAIC will continue to be urged to
speak out against the proposal, as it was at the NAIC Fall
meeting in December."“ The legality of the DOL foray
into fiduciary status applied to the sale of fixed indexed
annuities in workplace plans, a product not regulated
by the SEC but by state insurance departments, will be
challenged by industry as the year continues.'”

“The White House press statement that oversight of
these products 'varies state by state’ and provides
‘inadequate protections and misaligned incentives’
suggests either ignorance of, or willful disregard for, the
hard work of the 40 states and counting that

have worked diligently to enhance protections for
consumers by adopting the NAIC's Suitability in Annuity
Transactions Model Regulation,” the NAIC stated,
reacting to the DOL initiative."
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Also on the annuity front, the SEC will likely be

implementing a proposed rule for registered index-
linked annuities (RILAs) under legislation that

directed the SEC to devise a new form for annuity
issuers to use when filing these products."” The form

is intended to highlight key features that should be
disclosed so that investors may determine if they are an
appropriate investment.

What firms should be doing now: A

consumer focus

* Insurers should continue to collaborate on the
NAIC's consumer privacy protections model draft
throughout the year. The draft still has a lengthy time
for development before it is adopted by the NAIC
and then by state legislatures."® Insurers should also
consider developing an action plan through the review
of proposed regulations, assessing their existing
data governance processes, and identifying potential
enhancements."” Regulators will be vigilant with third-
party oversight by their licensees—insurers—so firms
should strive to be ever-more vigilant as well in 2024.'2°

Creating internal governance oversight and testing
systems will be critical and requires extensive planning
with a whole-organization approach that can integrate
overlapping federal and state structures. Firms

should establish clear frameworks and guidelines for
recommending, or providing advice about, a complex
product and provide a scrupulous methodology for
the fees advisers charge. Regulators are not only trying
to prevent harm to consumers, but they also want
evidence that insurers are being vigilant in preventing
these outcomes.
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Climate change and risk

preparedness

Natural catastrophes driven by extreme environmental
conditions have been a feature of news headlines
throughout the past year, and 2024 will likely be no
different.””! Extreme heat, drought, and resulting
wildfires have been especially noteworthy, as they have
occurred in places like Hawaii and eastern Canada that
are not accustomed to intensely destructive fires.'”? The
tragic Maui, Hawaii, fire was the fifth-deadliest wildfire
ever recorded in the United States.'”

According to a fall report from the National Oceanic
and Atmospheric Association (NOAA), the 24 climate/
weather events that caused damages in excess of

$1 billion through the beginning of October 2023
resulted in the deaths of 373 people and had significant
economic effects on the areas impacted.'**

Such large-scale, more frequent, and sometimes
unprecedented events are creating a sharp increase

in losses for property insurers. In the first six months

of 2023, the combined ratio of the P&C industry stood
at 100.2, and losses were only $2 billion away from
matching the entire year of 2022.'2> As of November

8, 2023, there have been 25 disasters with damages
exceeding $1 billion, breaking the 2020 record.”?® August
broke records as the Earth's hottest August recorded,
after a record-breaking June and July as well."?’

The SEC's long-awaited final rule on emissions
disclosures, a sweeping new California law, and

the NAIC's Task Force on Climate-related Financial
Disclosures (TCFD) aligned framework, which covers
about 80% of the US insurance market, provide not only
formidable goals but formidable compliance journeys for
most US insurers in the coming years.'”

Although the SEC rule, if and when it does become final,
might require less stringency by public firms on Scope
3 greenhouse gas (GHG) emissions than the proposed
rule, firms have not turned away from basic or even
more involved climate risk disclosures in the months
awaiting the final rule.'”

AJuly 2023 report on climate risk management in the US
insurance sector, which featured an analysis of climate
risk disclosures, revealed that about 78% of disclosure
reports disclosed information related to six or more

of the TCFD-recommended disclosures.”® However,
only 13% had disclosed information on all 11 TCFD-
recommended disclosures, according to the report.

Demand for insurance data on climate
grows—with growing regulatory
consequences

Major changes continue in the regulatory space, with
evolution still moving toward required climate and
general sustainability disclosures.®" In November, the
IAIS published a call to action among global insurance
supervisors for the purpose of narrowing protection
gaps created by the acceleration of natural catastrophe
incidents.”> The organization will be following up on the
five major areas where supervisors can play an active
role. These include:

e Assessing insurance protection gaps.

Improving consumer financial literacy and
risk awareness.

Incentivizing risk prevention and reduction of
insured losses.

Creating an enabling regulatory and supervisory
environment to support availability of insurance.

Understanding coverage and advising government and
industry, including on the design and implementation
of public-private partnerships.

California took one of the biggest steps of the year

by enacting a sweeping company reporting-and-
disclosure regime. Signed into law on October 7, 2023,
the California Climate Corporate Data Accountability
Act (CCDAA) mandates disclosure requirements for
GHG emissions from large companies doing business
in the state.”® With this law, California became the first
jurisdiction in the United States for these emissions.
Notably for insurance companies, this will require
disclosure of financed emissions not only through
investments, but through insurance activities.**



Specifically, the CCDAA requires the annual disclosure of
Scope 1 and 2 emissions by 2026 and Scope 3 emissions
by 2027 It applies to all companies, both public and
private, with global annual revenue greater than $1
billion. Insurers will have to obtain limited assurance over
Scope 1 and 2 emissions disclosures starting with the
2026 disclosure and advancing to reasonable assurance
by 2030. A companion California law, the enacted SB-
261, requires biennial disclosure by companies with
global annual revenue greater than $500 million of their
climate-related financial risk and the measures they have
taken to reduce and adapt to climate-related financial
risk beginning in 2026—a law aligning California with the
internationally recognized TCFD benchmark.'*®

Beyond the states, a call for more precise
national and regional data

The NAIC is forging ahead on a plan to develop a data
call to better understand localized protection gaps in
property insurance markets as challenges spread for US
consumers in more regions across the country.”®” The
NAIC announced its data call in mid-August 2023, citing
the increasing frequency and severity of weather events,
rising insurance costs, and inflationary pressures. These
conditions affect the availability and affordability of
insurance, creating localized protection gaps, according
to the NAIC.®

The goal will be to develop a long-term, robust data
collection strategy to help its members, the state
insurance regulators, respond more readily to questions
pertaining to their property markets, indicating this

will be an ongoing exercise and not a one-time call.
While the standard-setting organization for state
insurance regulators did not offer specifics in its
announcement to help its members better assess their
markets and identify coverage gaps, it did say it intends
to develop a data template. It also noted that at least 30
states had already begun preliminary work to identify
areas where regulators might need more granular data
related to availability and affordability, as they might not
have it currently.
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However, the NAIC acknowledged that this exercise is
pointed at gathering more specific and granular data
to study property coverage issues and challenges of
availability and affordability in localized geographic
areas. As of November 2023, the NAIC's data template
and related criteria were not yet finalized, but the state-
based standard setter is expected to ask homeowner
insurers “representing a significant market share” to
submit ZIP code-level data on premiums, policies,
claims, losses, limits, deductibles, nonrenewals, and
coverage types.'®

The NAIC and FIO seek data through separate
efforts—with implications for insurers who
must respond

The NAIC again reinforced the point that its members
“believe the state insurance departments have both the
expertise and necessary regulatory authority to gather,
analyze, and utilize data about their unigue market
conditions and meet the needs of policyholders.” The
NAIC reminded the marketplace soon after the FIO
announced its intentions to get approval for its data call
that state insurance regulators “are uniquely positioned
to best understand the challenges that both consumers
and the insurance industry face as natural perils persist
across our nation.”'*

This state-led effort will be undertaken in tandem with
a separate effort by the FIO to collect underwriting data
from homeowner insurers.'*!

The FIO data collection exercise will commence this
year, if the proposal is approved by the US Office of
Management and Budget (OMB), and is to be aggregated
at the ZIP code level for a specific subset of insurers
representing about 70% of homeowners' insurance
premiums nationwide.'*

This effort has the backing of Secretary Yellen, who said
the results and analysis will aid in the creation

of potential approaches to improving insurance
availability and affordability for consumers. It is also
part of the Biden administration’s EO on climate-related
financial risk."?
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"These nationwide data are critical to understanding
how climate-related financial risks impact individuals

and families across state markets and the United States,
particularly given recent insurer pullbacks and significant
premium increases in several states,” FIO stated when it
provided public notice on its intent to proceed with

its data collection, which was initially proposed in
October 202244

The FIO is also pushing for progress on its June 2023
report on climate-related issues and gaps in insurance
supervision, which set forth a hefty to-do list of
expectations for state insurance regulators and the
NAIC to address the growing and urgent needs created
by climate risk."* The FIO has also called for states to
undertake scenario testing along the lines of the pilot
project the Federal Reserve Board has undertaken with
its largest banks.® Its climate report allows for long-
term planning but also is imbued with a sense of urgency
to move the insurance regulatory apparatus forward in
the face of accelerating climate risk and challenges.™

Meanwhile, the FIO's parent, the Treasury Department,
has repeatedly pointed to disruptive market
developments in the insurance sector, including the
withdrawal and pullbacks of major insurers from writing
new policies in wildfire, hurricane, and flood-ravaged
geographic regions.8 Treasury has consistently referred
to an urgent need for the federal government and state
insurance commissioners, the NAIC, and others “to work
together to understand and mitigate the risks from
these events."'*

Loss mitigation and attempts to reduce
consumers’ premium rates

Risk mitigation efforts constitute another major
area where, in many areas now prone to extreme-
weather events, state regulators are focusing their
efforts to address the affordability of auto and
homeowners’ coverage.

"Catastrophe losses in the first half of 2023 were the
highest in over two decades, slightly higher than the
record setin first half of 2021," according to a forecast
from the Insurance Information Institute (the “Triple-I")
showing decreased profitability in personal lines in the

next couple of years as the frequency and severity of
events increase.”® As a result, states such as Louisiana,
Florida, and California have experienced the retreat of
major P&C companies and the concomitant swelling
of state-run insurers of last resort, with insolvencies

of small insurers and spiking rates in homeowners'
insurance. At the same time, auto insurance costs
continue to soar.”

Auto insurers’ bottom lines suffered in 2022, according
to an S&P Global Market Intelligence report. The
combined ratio for the sector, when excluding
policyholder dividends, was almost 112%—the highest
recorded in decades, surmounting the 110.4% posted

in 2000—according to S&P Global.> Premium rates for
motor vehicle insurance increased by more than 19%
compared to the previous year, as measured in August
2023, according to a Consumer Price Index (CPI) report—
the largest annual spike in almost 50 years.'>

With the news of insurers seeking to retreat from risk,
California Gov. Gavin Newsom in September 2023 took
the action of issuing an executive order mandating his
insurance commissioner “take prompt regulatory action
to strengthen and stabilize California’'s marketplace

for homeowners' insurance and commercial property
insurance, and to consider whether the recent sudden
deterioration of the private insurance market presents
facts that support emergency regulatory action.”’>*
California’s Sustainable Insurance Strategy, introduced
in September by the California insurance commissioner,
is a multi-pronged, comprehensive effort to address
problems fueled by climate change.™

To address these challenges, California will be continuing
to transition homeowners and businesses from the
state FAIR Plan by having insurers commit to underwrite
in high-wildfire-risk communities at 85% the rate they
do elsewhere.>® The commissioner also pledged to
expedite new rules that adjust insurance to wildfire
safety and mitigation efforts. This push for expansion of
coverage in underserved areas of California, combined
with a requirement to improve and speed up the rate
approval process in the state, could be a blueprint for
other states with persistent and accelerating climate
threats impacting consumer coverage in other extreme
weather-stricken jurisdictions.



California will continue to work toward a sustainable
market with a regulatory program negotiated with
homeowner insurers to help increase coverage. In
Colorado, another state hit hard by wildfires in recent
years, a new FAIR Plan program has been established.
Colorado’s FAIR Plan “was created to address situations
where insurance companies may refuse coverage due
to high-risk factors, such as the property's location

or vulnerability to certain perils such as wildfires,” the
Division of Insurance stated after the plan was signed
into law in May 2023."%7

States in other regions are also working to mitigate
extreme weather and storm losses as well

through forging stakeholder relationships and building
upon them.

Flood and wind protection are top of mind in
vulnerable areas—and beyond them

Floridians who have certain policies with the state
nonprivate insurer are required to have flood insurance
now to combat uninsured losses from storms—whether
they are in a high-risk flood zone or not."””® Through a
law passed at the end of 2022, Florida has been trying
to combat losses for homeowners. The National
Flood Insurance Program (NFIP) has been underscoring
the importance to homeowners of possessing flood
coverage, noting that just one inch of flood water can
cause $25,000 in damages.”® Other states are holding
their own forums to bring in national and state leaders
to address these perils '

Alabama'’s insurance commissioner shared with the
group how the legislatively-created Strengthen Alabama
Homes program, now over a decade old in the state,
makes grants to Alabama residents to fortify their
homes against wind damage to certain standards. He
also described how alliances with nonprofits, academics,
and partnerships, the city of Birmingham itself and a
major life insurer have formed to help in underserved
neighborhoods."®? By the end of fiscal year 2023, the
Alabama department will have granted $62.5 million and
fortified, through retrofitting and other storm-proofing
efforts, more than 6,300 homes.'®?
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Alabama has worked with the state governments of
Louisiana and Minnesota to help them start similar
programs. 11 states are looking to establish these
programs. Funding for resilience and retrofitting
homes, and building firewise or other such fortified
communities, is an ongoing issue and requires
coordination, outreach and education, planning, and
sometimes new laws, according to stakeholders.'®* The
growing crisis may see these local efforts jump-started
in 2024.

Heightened congressional inquiries

In 2024, Congress will be active in scrutinizing insurers’
role in the markets in handling climate risk challenges in
vulnerable areas. US Senate Budget Committee leaders
are now investigating insurance companies’ handling

of climate change risk with an eye to where companies
might leave markets or raise premiums, building on their
investigation begun in June 2023 on the industry’s fossil
fuel investment and underwriting practices.'®®

In their letter to the largest private P&C insurers in
California, senators expressed concern in their requests
for information about the “potential economic decline

in property values caused by increasing exposure to
climate risks” and the accompanying risk in insurance
availability as premiums rise. The lawmakers specifically
zeroed-in on potential systemic risk caused by mortgage
and property markets. This potentially augurs efforts

at federal oversight, especially if Biden prevails in the
presidential election.’®®

The US House is also scrutinizing the issue of

higher costs for consumers and could press forward
with proposed remedies. The House Financial
Services Committee Housing and Insurance
Subcommittee debated the need for state regulators
to "encourage greater private sector insurance
competition, deployment, and innovation to maintain
well-functioning markets."'®’
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What firms should be doing now: A climate
risk focus

* Requests for data and disclosure will likely grow in
2024, with state, federal, and NAIC efforts—and even
investigations as we see from Congress—gaining
steam. Even if compliance with new rules is not
expected in the immediate year, preparation for
compliance should be.

* Expect states like California to introduce new rules
for reviewing climate catastrophe models that
consider wildfire mitigation actions by homeowners,
communities, and local governments.

* Notably for insurance companies, California’s new
climate disclosure law will require a full range of
disclosures on investments and on insurance
activities as well. We expect the state to work closely
with companies in all sectors that manage the
financial impact of the new law and its deadlines,
giving insurers a chance to help shape the final
regulations. Gov. Newsom signaled a regulatory
stance to work more collaboratively with industry,
directing his administration to work with the state
legislature in 2024 to make reporting requirements
and deadlines more feasible for the thousands of
affected companies. The governor also called on the
California Air Resources Board (CARB) to monitor the
overall financial impact of this bill on businesses and
make recommendations to streamline the program.'®®
He also instructed CARB to closely monitor the fiscal
impact as it implements the law, an area where the
industry can help guide the final rules.’®

Insurers should stay in close touch with state
regulators to work on fortifying or hardening homes
and properties to help reduce damage and costs for all
stakeholders. These relationships that grow over the
years working toward a common goal help build and
maintain trust.
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Bringing focus to 2024

While structural change and geopolitical strife is
expected to continue through 2024 and buffer many
parts of the world, the nation, and its institutions,
insurers should keep their eyes focused on the
management of new and evolving frameworks and
details laid out before them by regulators to stay on
course. While uncertainty might govern larger global
and national concerns, regulators will be working

on the same underlying issues they always have—
consumer protection and solvency—to create a
fabric that holds existing protocols while fashioning
room for advancement, modernization, and new
actuarial realities and the manifold disclosures that
come with it.

Weathering change and market conditions with

substantial protective capital, coupled with the goal

toreach and protect the largest amount of people ...
while especially seeking to include underrepresented e ------- e,
and marginalized populations in the most efficient R e,
manner, will be a challenge for insurers in 2024. R et N te.,
Regulators may be wary of vulnerabilities in insurers’ R ........... e
governance and operations and a lack of attention to R e Lenttt e .
their guidelines and rules, especially as these rules R : '''''''''''''''''''
become more entrenched. e el

Companies should prepare to put the strong R
scaffolding in place for the myriad frameworks S o
and structures regulators build while preparing R Lt
and updating comprehensive recordkeeping and IEETE
monitoring systems to demonstrate that they are not
only paying attention to details, but fulfilling the many
myriad regulatory requirements the new year will
layer upon the old, as structural change in insurance
regulation and beyond takes hold.

With external pressures and volatility, insurance

regulators will likely welcome collaboration with o ~———N
the industry and consumer stakeholders to offera /-~ - A
safe and effective path forward that keeps insurers e
solvent and consumers protected.!” — T
25 o o
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