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THE IMPACT OF THE U.S.-EU DIALOGUES
ON U.S. INSURANCE MARKETS

Wednesday, September 28, 2016

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING
AND INSURANCE,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2 p.m., in room
2128, Rayburn House Office Building, Hon. Blaine Luetkemeyer
[chairman of the subcommittee] presiding.

Members present: Representatives Luetkemeyer, Royce, Garrett,
Pearce, Posey, Ross, Barr, Rothfus, Williams; Cleaver, Clay, Green,
and Beatty.

Also present: Representative Heck.

Chairman LUETKEMEYER. The Subcommittee on Housing and In-
surance will come to order. Without objection, the Chair is author-
ized to declare a recess of the subcommittee at any time, and unfor-
tunately, today we probably will have to have a recess somewhere
bietween probably 2:45 and 3 o’clock, as we do expect votes to take
place.

I apologize to the witnesses today, but unfortunately that is the
way things happen in an afternoon session. So, I appreciate you
sticking around whenever that happens because—depending on
how far we get here, but hopefully, we can get through a lot of
questions and testimony as quickly as possible.

Today’s hearing is entitled, “The Impact of the U.S.-EU Dia-
logues on U.S. Insurance Markets.” Before we begin, I would like
to thank the witnesses for appearing before the subcommittee
today. We look forward to your testimony.

I now recognize myself for 5 minutes for an opening statement.
This subcommittee has spent a great deal of time focused on inter-
national factors affecting our domestic insurance markets. Today,
we continue our oversight of the evolving international regulatory
environment and the direct impact on U.S. policyholders.

I would ask everyone to please take a look at the chart on the
screens. It is all around you. This is a depiction of the meetings of
the International Association of Insurance Supervisors (IAIS) hap-
pening in the current 5-month window. Eighty percent of these
meetings take place behind closed doors without public or congres-
sional access.

Today’s hearing will serve as an opportunity to hear from Team
U.S.A. as to what exactly is being discussed and to press for badly
needed transparency.
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As T have said before, I don’t believe it is necessarily in our best
interest nor do we want to bring these international processes to
a grinding halt. However, we should never underestimate the im-
portance of these conversations or the need for greater trans-
parency into these proceedings.

That is why my colleagues and I authored H.R. 5143, the Trans-
parent Insurance Standards Act. H.R. 5143 will codify a stronger
role for State governments and the U.S. Congress to conduct over-
sight of these international conversations. It also provides our reg-
ulators with leverage when entering into discussions with our Eu-
ropean counterparts.

Today, we also have Congress’ first real opportunity to examine
the covered agreement negotiations between the Treasury Depart-
ment and the U.S. Trade Representative and the European Union.

While I believe that insurers are best regulated at the State
level, a covered agreement with the European Union, when struc-
tured properly and with input from State insurance commissioners
and stakeholders, presents a unique opportunity to level the play-
ing field for U.S. insurers and reinsurers. That is particularly im-
portant given the actions we are beginning to see out of European
regulatory bodies.

Look no further than Shelter Re, domiciled in my home State of
Missouri. Shelter Re was recently sent a letter by BaFin, the Ger-
man financial regulator, demanding the creation of a German
branch in order to continue to operate in that country.

Without objection, that letter and supporting material will be en-
tered into the record.

It is my understanding that other insurers have received similar
letters and that other nations are set to follow Germany’s lead. It
is obvious we are beginning to see how Solvency II-governed Eu-
rope operates in a world without a covered agreement.

That being said, I do have serious concerns for the lack of trans-
parency surrounding the covered agreement process. I fail to see
why our negotiators feel the need to be so secretive about this proc-
ess. And the Chair will note the unfilled spot at the witness table
designated for the U.S. Trade Representative.

The United States and the European Union are the largest insur-
ance markets in the world, and ensuring that our model for insur-
ance regulation is adequately and appropriately respected in this
deal is of the utmost importance. That covered agreement should
be narrow, in accordance with the law, and be focused on achieving
mutual recognition of each other’s group supervisory regimes as
well as each other’s regulation of reinsurance. It should create an
equal platform for reinsurance collateral and avoid any unneces-
sary Federal intrusion into group supervision.

I have said in each of these hearings that it is vital for the
United States to participate in these discussions and to be in a po-
sition to lead, not be led. I believe it serves the Nation well when
all parties—the States, the Executive Branch, Congress, and all
stakeholders—work in concert to grant negotiators with the great-
est possible leverage.

We need to work cooperatively to signal to the European Union,
the TAIS, and the Financial Stability Board that we will only lend
our name to standards and agreements that benefit the United
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States consumers and allow us to maintain a robust insurance
marketplace at home.

I thank our distinguished panel for being here today. I look for-
ward to your testimony.

With that, the Chair now recognizes the ranking member of the
subcommittee, the gentleman from Missouri, my good friend Mr.
Cleaver, for 5 minutes for an opening statement.

Mr. CLEAVER. Chairman Luetkemeyer, thank you very much for
this hearing, and I thank the members of the subcommittee.

And to the witnesses, thank you for joining us this afternoon.

This hearing provides us with an opportunity to hear an over-
view on the ongoing negotiations between the United States and
the EU, specifically in regards to a covered agreement. As we all
know, the Federal Insurance Office and the United States Trade
Representative announced their intention to move forward with the
negotiations in November of 2015.

This agreement, as defined by the Dodd-Frank Act, is a written
bilateral or multilateral agreement regarding prudential matters
with respect to the business of insurance or reinsurance or stop in-
surance. On January 1, 2016, the EU began to implement its insur-
ance regulatory scheme commonly known as Solvency II.

I think, for me at least, it is important to hear from the wit-
nesses today on the ongoing process regarding the negotiations to
ensure that the unique U.S. insurance market continues to thrive,
both nationally and on a global level. Additionally, given the impor-
tance of the insurance market to the U.S. economy, this hearing
provides another opportunity to discuss the work being done by
Team U.S.A. at the International Association of Insurance Super-
visors.

Following the financial crash of 2008, the Federal Insurance Of-
fice (FIO) was created with the passage of Dodd-Frank. FIO has
been tasked with coordinating Federal efforts and developing Fed-
eral policy on prudential aspects of international insurance mat-
ters, including representing the United States in the IAIS.

Though the U.S. insurance industry is, of course, primarily regu-
lated by the States, I would like to take note of the importance of
having a Federal Insurance Office to assess the financial stability
of the system as a whole and to represent the United States, along
with the Federal Reserve and the NAIC, in these international dis-
cussions. And I look forward to having this discussion. I think this
could be quite educational. Thank you.

Chairman LUETKEMEYER. Very good.

Today, we welcome the testimony of Mr. Michael McRaith, Direc-
tor of the Federal Insurance Office, U.S. Department of the Treas-
ury; Mr. Thomas Sullivan, Associate Director, Board of Governors
of the Federal Reserve System; and Ms. Julie Mix McPeak, Com-
missioner, Tennessee Department of Commerce and Insurance,
who is testifying on behalf of the National Association of Insurance
Commissioners.

And we also have an open seat there. The subcommittee ex-
tended an invitation to Ambassador Robert Holleyman, our Deputy
United States Trade Representative, or a designee from USTR. I
am disappointed to report that USTR chose not to provide a wit-
ness today for our hearing. I fully expect that they will comply with
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this subcommittee’s request to respond to all questions submitted
for the record, and I am disappointed, especially when they are
specifically required to participate in negotiating covered agree-
ments, that they chose not to be here. That is not good.

I thank our three witnesses for each of you taking your time to
testify before the committee today. Each of you will be recognized
for 5 minutes to give an oral presentation of your testimony, and
without objection, your written statements will be made a part of
the record.

I think you probably have all been here before and know how to
utilize the lighting system in front of you: green means go; yellow
means you have a minute left; and red means I have the last word.

With that, Mr. McRaith, you are recognized for 5 minutes.

STATEMENT OF MICHAEL T. MCRAITH, DIRECTOR, FEDERAL
INSURANCE OFFICE (FIO), U.S. DEPARTMENT OF THE TREAS-
URY

Mr. McRaiTH. Chairman Luetkemeyer, Ranking Member
Cleaver, and members of the subcommittee, thank you for inviting
me to testify.

We will soon release FIO’s 2016 annual report on the insurance
industry, our fourth annual report, which will cite 2015 data show-
ing that the $8.1 trillion U.S. insurance industry reported surplus
levels of over $1 trillion. Nonhealth insurers collected more than
$1.1 trillion in premiums or nearly 8.4 percent of U.S. GDP. The
report will show the changing U.S. insurance market, the expand-
ing global insurance market, and the supervisory standards that
are evolving in order to reflect these changes.

For these reasons, among others, FIO has a statutory role to co-
ordinate and develop Federal policy on prudential aspects of inter-
national insurance matters, including representing the United
States at the International Association of Insurance Supervisors.

International insurance standards are not new. The IAIS was
formed in 1994. State regulators were among the founding mem-
bers. International standards are neither self-executing nor binding
in the United States. In the United States., Federal and State au-
thorities would test a standard and may then tailor and implement
that standard through the U.S. system of oversight.

In our IAIS work, we collaborate extensively with the Federal
Reserve and State insurance regulators, including Tom Sullivan
and Julie McPeak. For the United States to assert international
leadership, the U.S. participants must be coordinated, and that is
exactly what happens today. Today, the Federal Reserve, all 56
NAIC members, NAIC staff, and the FIO represent the United
States at the TAIS.

With the most diverse and competitive insurance market in the
world, the United States is well-positioned to work with our global
counterparts to build consensus. Simply put, IAIS standards must
serve the interests of U.S. consumers and industry and our na-
tional economy, or those standards will neither receive our support
nor be implemented in our country.

In 2015, to enhance stakeholder input, the IAIS eliminated the
pay-for-play requirement which required observers to pay an an-
nual fee. The IAIS held approximately 14 hours of public engage-
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ment in 2014, a total that increased tenfold in 2015. U.S. stake-
holders are also invited to meet at Treasury directly with the U.S.
TAIS members. These sessions, which include our State and Fed-
eral Reserve colleagues, are one path for input from consumers and
industry on key issues.

One key issue known as the insurance capital standard has been
the subject of TAIS consultation papers, including one released in
July. ICS progress continues incrementally.

Working jointly with the USTR, and receiving feedback from
State regulators and industry stakeholders, we are negotiating a
covered agreement with the EU. The EU is implementing its insur-
ance regulatory reform known as Solvency II, which could have sig-
nificant negative implications for U.S. insurers and reinsurers.

If successful, a covered agreement would help resolve long-
standing prudential insurance disputes between the U.S. and the
EU and further clarify that the U.S. system of insurance oversight
protects consumers, supports financial stability, and promotes glob-
al engagement.

A covered agreement would preserve our national interests, pro-
tect our consumers, and promote a level playing field for U.S. in-
surers. We will continue to report to this committee and others
about development in the negotiations.

Finally, the U.S. market and its oversight are unique. Through
effective collaboration, U.S. authorities will continue to provide
global leadership in support of a vibrant, well-regulated market
that promotes competition and financial stability, and protects con-
sumers. In all of our work, Treasury priorities will remain the best
interest of U.S. consumers and industry, the U.S. economy, and
jobs for the American people.

Chairman Luetkemeyer, Ranking Member Cleaver, and members
of the subcommittee, I want to thank you for the courtesies that
you have extended to me throughout this Congress. Our conversa-
tions have always been informative, appreciated, and helpful.
Thank you for your attention. I look forward to your questions.

[The prepared statement of Director McRaith can be found on
page 36 of the appendix.]

Chairman LUETKEMEYER. Thank you, Mr. McRaith.

And I want to assure you that the feeling is mutual. You have
been very forthcoming in all of our discussions that we have had,
and we appreciate your willingness to share your information.

Mr. Sullivan, you are recognized for 5 minutes. Welcome.

STATEMENT OF THOMAS SULLIVAN, ASSOCIATE DIRECTOR,
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Mr. SULLIVAN. Thank you, Chairman Luetkemeyer, Ranking
Member Cleaver, and members of the subcommittee. I appreciate
the opportunity and your invitation to testify on behalf of the Fed-
eral Reserve. The Fed welcomes the opportunity to participate in
today’s hearing, and I am pleased to be joined by my colleague
from the Federal Insurance Office, Director McRaith, and the rep-
resentative of the NAIC, Commissioner McPeak.

While each of us have our own unique authority and mission, the
Federal Reserve remains committed to working collaboratively on
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a wide range of issues, including insurance prudential matters,
both domestic and international.

Dodd-Frank gave the Fed regulatory responsibilities for two pop-
ulations of insurance firms: those that own a federally-insured
bank or thrift; and those designated as systemically important by
the FSOC. The Federal Reserve’s supervisory objectives for the in-
surance firms it supervises encompass protecting the firm’s safety
and soundness while promoting financial stability.

We continue to develop regulatory and supervisory measures ap-
propriate for these insurance firms, and in addition, we collaborate
with State insurance supervisors and respect the important work
that they do. For instance, we continue to be cognizant of the State
insurance supervisors, regulate the types of insurance products of-
fered by insurance companies and the manner in which insurance
is provided.

Because of the overall structure of insurance regulation as speci-
fied by Congress in the McCarran-Ferguson Act and elsewhere, the
line here is rather bright. The Federal Reserve’s approach to insur-
ance supervision distinguishes between insurance companies that
we oversee solely because they control and insure depository insti-
tution and those that have been designated as systemically impor-
tant by the FSOC.

In our advanced notice of proposed rulemaking, the Board has
conceptually set out two capital frameworks: one which may be ap-
propriate for large, complex, systemically important firms; while
the other may be appropriate for firms such as the current popu-
lation of insurance, savings and loan holding companies. In addi-
tion, the Board has issued proposals on reporting requirements and
enhanced prudential standards for the FSOC-designated insurance
companies.

As we continue exploring regulatory frameworks that we have
set out and the other areas of our supervision, we appreciate the
comments we have received on these outstanding proposals and the
constructive observations contained in those comments. We also
continue to meet with industry and other parties. In the last year-
and-a-half alone, we have held over 60 meetings with stakeholders.
Among other things, this reaffirms our continued commitment to
increasing transparency in our rulemaking development.

The Federal Reserve has acted and will continue to act in inter-
national insurance standards in an engaged partnership and a
multiparty collaboration with our colleagues from the NAIC, State
insurance commissioners, and the FIO.

Last year, the Board was invited to join the NAIC and the FIO
and their work on the EU-U.S. dialogue project to engage in a
healthy exchange among supervisors and to determine a way for-
ward as to the supervision of insurers whose operations span
across these jurisdictions.

Alongside this dialogue project has been the negotiation of the
possible covered agreement under the leadership and authorities of
the FIO and the USTR. We respect the work of the FIO and the
USTR toward an agreement that would enhance regulatory cer-
tainty for U.S. insurers and reinsurers operating in the EU.

We appreciate our current ability to advocate for international
standards that work for U.S. firms, U.S. insurance consumers, and
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U.S. financial markets more broadly. These international standards
include work at the IAIS. The Federal Reserve participates in the
development of international supervisory standards and guidance
to ensure that they are appropriate for the U.S. market.

Indeed, the Federal Reserve continues to participate actively in
standards setting at the IAIS while in consultation and collabora-
tion with the States, the NAIC, and the FIO to present a coordi-
nated U.S. voice. And crucially, it is important to remain mindful
of the fact that the IAIS standards and FSB determinations have
no binding force in the United States, and they are not self-exe-
cuting. We remain committed to a supervisory framework that best
meets the needs of U.S. insurers as they compete internationally
and is appropriate for U.S. insurance markets and consumers.

Mr. Chairman, Ranking Member Cleaver, and members of the
subcommittee, I would be happy to take your questions. Thank you.

[The prepared statement of Associate Director Sullivan can be
found on page 44 of the appendix.]

Chairman LUETKEMEYER. Thank you, Mr. Sullivan.

And Ms. McPeak, you are recognized for 5 minutes. Welcome.

STATEMENT OF JULIE MIX MCPEAK, COMMISSIONER, TEN-
NESSEE DEPARTMENT OF COMMERCE AND INSURANCE, ON
BEHALF OF THE NATIONAL ASSOCIATION OF INSURANCE
COMMISSIONERS (NAIC)

Ms. McPEAK. Thank you. Chairman Luetkemeyer, Ranking
Member Cleaver, and members of the subcommittee, thank you for
the invitation to testify on behalf of the National Association of In-
surance Commissioners.

There are a number of international developments important to
our sector, but I want to focus today on the impact of the EU’s new
Solvency II regime on U.S. insurers and U.S. regulation and the
Federal Government’s misguided approach to addressing that issue
with the covered agreement.

EU law requires an assessment of whether another country’s reg-
ulatory system is equivalent to elements of Solvency II and then
penalizes that country’s insurers with additional regulatory re-
quirements when that country is not deemed equivalent by the EU.
This has the effect of either imposing the EU approach on the rest
of the world or placing companies from those jurisdictions at a com-
pﬁztitive disadvantage to its own industry when operating within
the EU.

The EU may argue that serving as judge and jury of other coun-
tries’ regulatory systems is an important tool for ensuring emerg-
ing markets are safe for EU investment. But the United States is
the largest market in the world and has proven to be as effective
as the best aspirations of Solvency II. Keep in mind, Europe’s new
system won’t be fully implemented for another decade, may yet be
revised further, and has been deemed inappropriate for the U.S. in-
surance sector by State insurance regulators and the Federal Re-
serve.

We are already subject to assessment and scrutiny by Governor’s
offices, State legislatures, Congress, Government watchdogs, and
international standard-setters. And our track record of ensuring a
competitive and fair market for over 145 years speaks for itself.
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But as the saying goes, the EU doesn’t have to take our word for
it. We have directly engaged our EU counterparts for years on reg-
ulatory issues and to coordinate the oversight of global market
players.

As part of the U.S.-EU dialogue project with Treasury and the
EU, we have explored both our regulatory regimes indepth and dis-
covered that, despite our structural differences, we have much in
common. On the heels of the project, the EU granted provisional
equivalents to the United States group solvency regime, which
largely benefited EU insurers, and acknowledged our system’s sub-
stantial confidentiality protections—all without a covered agree-
ment.

The one remaining area of concern for the EU is State reinsur-
ance collateral requirements posted by EU reinsurers. In spite of
serving as a layer of protection for U.S. policyholders, particularly
in times of national disasters, and questions about the enforce-
ability of judgments to ensure foreign reinsurers pay U.S. insurer
claims, we have nevertheless responded to this concern and worked
to carefully reduce those requirements. Thirty-five States have now
adopted those changes, and they recently became an NAIC accredi-
{,)atiocrll requirement, virtually assuring that all States will come on

oard.

Despite this progress and the obvious lack of any other legiti-
mate concerns with our system, the EU and our Federal Govern-
ment have entered into closed-door negotiations for a covered
agreement to resolve a problem that largely no longer exists, poten-
tially at the expense of State insurance consumer protections.

Setting aside for a moment whether or not the U.S. regulatory
system is equivalent to Solvency II, the Treasury and the USTR
have moved forward with a covered agreement without answering
an important question: Does the benefit outweigh the cost? To our
knowledge, neither the Treasury nor the USTR have gathered data
to address this question.

Further, the process has been conducted largely in secret. State
insurance directors have been repeatedly promised direct and
meaningful participation in negotiations, but the small group of us
included in the process are merely observers, subject to strict con-
fidentiality with no ability to consult our fellow regulators. This
must change, and we are aware of no rule or law that applies to
the covered agreement process that would preclude broader trans-
parency and accountability.

Additionally, we urge Treasury and the USTR to take preemp-
tion of State insurance consumer protections and any expansion of
the Federal Government’s role in insurance regulation off the table.
State legislatures and Congress should decide the specifics of U.S.
insurance regulatory power and who shall exercise it, not Federal
bureaucrats and certainly not the EU.

In conclusion, after more than a decade of dialogue and informa-
tion exchange, the EU has all of the information it needs to recog-
nize the U.S. insurance regulatory system and avoid future regu-
latory retaliation. Instead of negotiating a potentially preemptive
agreement behind closed doors to solve a problem of the EU’s cre-
ation, we urge our Federal colleagues to push back on the EU and
urge them to reconsider their laws before agreeing to preempt ours.
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Thank you again for the opportunity to be here on behalf of the
NAIC, and I look forward to your questions.

[The prepared statement of Commissioner McPeak can be found
on page 28 of the appendix.]

Chairman LUETKEMEYER. Thank you for your testimony.

And, with that, I will recognize myself for 5 minutes for ques-
tions.

Mr. McRaith, I have a copy of a press release from the Treasury
Department here. This is a joint statement between you and the
EU with regards to—“Bilateral Agreement on Insurance and Rein-
surance Measures” is the headline and it says that you are very
close on some key issues. Can you give us an update on where you
are with the negotiations on a covered agreement?

Mr. McRAITH. As reflected in that public statement, Mr. Chair-
man, the recent discussions in Washington that occurred last week
did provide for some progress, some increased opportunity to reach
an agreement through negotiations. However, it is and it remains
unclear whether we will be successful in those negotiations. We in-
tend to pursue the covered agreement, but we do want to be clear
it is uncertain the outcome at this time.

Chairman LUETKEMEYER. So what you’re telling me is you have
agreed on a couple of things, but you are a long way from agree-
ment, and there is none imminent? Is that right, what I read from
your statement?

Mr. McRAITH. I think I would characterize it more as saying that
we are improving and increasing our understanding of the respec-
tive arguments and the negotiating positions. I would not say that
we reached agreement on key issues. We did increase under-
standing on the key issues, and I would say we closed the gap of
misunderstanding.

Chairman LUETKEMEYER. Do you have a timeframe within which
you believe this will be done?

Mr. McRAITH. Our aspiration is to move forward as quickly as
possible given the implications for companies, including like Shel-
ter Re, the one that you mentioned in your opening statement.

Chairman LUETKEMEYER. Now, following up on that part of it,
this would appear to me to be kind of a dangerous situation we are
letting sort of hang out there. Is this being addressed? Are you
working on this issue? Are you pushing back?

I know I have had a lot of folks in the industry come to me and
say now, with this situation, we need to push even harder for the
bill that I have offered to make sure it is in place to be able to give
you the leverage, to give us the oversight that is needed to be able
to push back against these folks. Because if my companies in my
district are getting it, I am sure there are other companies around
the country that are getting this as well. And I understand there
are other countries in Europe that are starting to look at this as
well.

Mr. McRAITH. We are acutely concerned about the implications
for U.S. industry and U.S. consumers. Putting aside the character-
ization of the EU approach that some might offer, it is fundamen-
tally their determination and their decision. We disagree with it.
We don’t like it. It will never work in the United States. It will not
apply to U.S. firms outside of the EU. But we need to reach an
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agrleement at the Federal level in order to ensure that becomes the
reality.

Chairman LUETKEMEYER. Okay. Is this included in your covered
agreement discussions?

Mr. McRAITH. The potential—if we were to reach an agreement,
it would resolve all of these issues for our—it could potentially re-
solve all of these issues for our industry. That is the objective of
our negotiation.

Chairman LUETKEMEYER. Mr. Sullivan, do you concur with how
Mr. McRaith has characterized the negotiations at this point?

Mr. SULLIVAN. We recognize the authorities of the FIO and the
USTR. I wouldn’t characterize the negotiations because I am not as
close to them as he is.

Chairman LUETKEMEYER. Okay. Ms. McPeak, you heard me dis-
cuss the situation with Shelter Re here in my State and with Mr.
McRaith. And you made a statement earlier that said that prob-
lems no longer exist. That would appear to be kind of a problem
to me. Do you see a way that you can resolve that without a cov-
ered agreement or without negotiations? Or what is your opinion
of that?

Ms. McPEAK. Yes, sir. Thank you for the question, Mr. Chair-
man.

I said the problems no longer substantially exist because we are
addressing the reinsurance collateral being required to be posted
by EU insurers through our NAIC model and the adoption by the
States. But we are not sitting idly by with the actions of BaFin.
At the NAIC, we had a hearing at our recent quarterly meeting
asking for feedback from insurers about integration and implemen-
tation issues from the implementation of Solvency II. The issues of
BaFin came to our attention. We had already charged our (E) Com-
mittee to look at ways that we might need to ensure consumer pro-
tections in the instance that collateral might be affected.

But in the meantime, we are also looking at our qualified juris-
diction process, because one of the aspects that we consider in de-
ciding whether a jurisdiction is qualified for reduced reinsurance
collateral under the model is whether they grant reciprocity to our
insurers. And so the actions by BaFin would seem to be in violation
of that, and we are certainly considering them.

Chairman LUETKEMEYER. Thank you for your response.

And I just wanted to add, we do have up on the screen—and will
continue to have it there for a while—the number of meetings over
the next 5 months, 80 percent of which are not open and trans-
parent. And I think this is a concern. I hope some of my colleagues
follow up with some questions with regards to this, because I think
we need to have as much openness and fresh air to this process to
make sure everybody knows what is going on, to alleviate concerns
and rumors and conjecture and those things. So I appreciate your
answers to those questions as they come up.

With that, I yield to the ranking member, Mr. Cleaver, for 5 min-
utes.

Mr. CLEAVER. Mr. Chairman, before I ask any questions, let me
associate myself with your earlier comments and perhaps go even
further. Realizing the need for transparency, as you just men-
tioned, I am extremely disturbed by the fact that the USTR did not



11

come here today. And if I were a conspiracy theorist, I would say
they are meeting with the Russians. But I am frustrated, because,
as you mentioned, it just doesn’t look good. It is not a good thing.

And at a minimum, I would have thought they would have con-
tacted you or contacted me as ranking member, and they did not.
They didn’t contact the staff. I needed to say that so I could feel
better. And I would just as soon have the chart taken down. They
are not here, and they are not going to show up, so there is no
point in having that up there.

Now, good afternoon. Thank you so much for being here. My
questions are based on trying to get some real clear information on
what is going on.

So, Mr. McRaith, if you can just kind of bring us up to date on
the status of the negotiations. Where are we on this day?

Mr. McRAITH. We have met with our European Union counter-
parts on four occasions, with a State regulator at the table for each
one of those sessions. We recently concluded a negotiating session
last week in Washington that lasted 2 days. Our hope is to recon-
vene with our European counterparts in the near future to try to
make further progress.

Mr. CLEAVER. One of the concerns I have is Brexit. We have had
over 40 years—I don’t know how—40-something years old, 40 years
of England doing business can the EU or doing business in the EU.
And without, they probably have all kinds of trade agreements.
What is that—and I know the exit is not going to take place in the
next week, but how is that being factored in?

London is the economic capital of Europe. What is going on in
relation to these negotiations?

Mr. McRAITH. The European Union is represented for purposes
of these discussions by the European Commission. That representa-
tive represents all of the 28 members of the European Union,
which includes the United Kingdom. If the U.K. were to withdraw
from the European Union at some point in the future, then we
would have to address that possibility at that time.

At this time, right now, given a world of hypotheticals, it is not
something that is a key component of our negotiations. We will
deal with the EU, and resolve that issue. If there are issues down
the road that require us to deal directly with the U.K., we would
do that.

Mr. CLEAVER. Ms. McPeak, or any of you, maybe Mr. McRaith
again, trade agreements are front and center in all of the discus-
sions politically around here. What is the covered agreement? How
does the covered agreement differ from other trade agreements?

Mr. McRAITH. A covered agreement involves prudential meas-
ures. Prudential measures that apply to the insurance and reinsur-
ance industry do not—and it does not involve trade-related or mar-
ket access issues. In that sense, it is a fundamentally different
agreement or the agreement itself is of a different nature.

Mr. CLEAVER. All right. I am very concerned about the time, and
I heard the little buzzer. So I will yield back the balance of my
time. I want to make sure Mrs. Beatty has a chance.

Chairman LUETKEMEYER. Okay. We will try and get one or two
more in here yet, but votes have been called, and we are down to
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12 minutes. So Mr. Ross from Florida is the first one up, and he
is recognized for 5 minutes.

Mr. Ross. Thank you, Mr. Chairman.

In looking at that chart there, Director McRaith, it shows all the
meetings that have been held this year. Let me ask you this ques-
tion: Are you put on notice of all the meetings with regard to the
TAIS concerning the international standards? Are you given notice?

Mr. McRAITH. That is right. Yes, IAIS members receive—are
aware of or receive notice of all meetings.

Mr. Ross. So would it be safe to say that, as referenced above,
assuming those are all TAIS meetings with regard to international
standards, you were at least given notice of those meetings?

Mr. McRAITH. That is a fair statement, yes.

Mr. Ross. Did you attend or have any representative attend?

Mr. McRAITH. Not necessarily. Many meetings, yes, but because
we coordinate with our U.S. colleagues, there are some issues that
specifically are within the province, for example, of the State regu-
lators; we don’t get directly involved with the market conduct com-
mittee, for example.

Mr. Ross. Okay. Ms. McPeak, how active—or let me ask you
this: How has this been for the NAIC to have opportunity to be
part of the negotiations?

Ms. McPEAK. The covered agreement negotiations?

Mr. Ross. Yes, ma’am.

Ms. McPEAK. We have a very small team of regulators that are
subject to very strict confidentiality provisions to participate. We
are allowed to have one State regulator in the room during a nego-
tiation, and the rest of us who have signed that confidentiality
agreement, the other five of us are briefed afterwards.

Mr. Ross. And so, with regard to those meetings that are shown
therg on the graphic, have you been put on notice of those meet-
ings?

Ms. McPEAK. We generally have notice of those meetings if they
are IAIS-related, yes, sir.

Mr. Ross. And do you usually have a representative there?

Ms. McPEAK. We would either have a State insurance regulator
representative or a staff member of the NAIC present at the major-
ity of those meetings. I wouldn’t say all of them because not all of
the issues we are actively engaged on, and we participate by phone
if possible.

Mr. Ross. Okay. Now, you talked about something earlier, reci-
procity versus uniformity, and I think that is something that is
really important here, because we have a system in place since
McCarran-Ferguson that allows us probably by far and
undisputable, in my opinion, with the best regulatory scheme for
insurance on behalf of consumers in the world, and that is our indi-
vidual State-regulated schemes.

We protect consumers. We make sure capital requirements are
met. Now, capital requirements are somewhat heterogeneous. In
other words, risk is dependent upon the geographic region. Would
we not have a little bit different problem? You can’t make a homo-
geneous risk on an international standard. So my concern is, what
if we had a covered agreement that allowed for reciprocity instead
of uniformity? Is that possible?
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Ms. McPEAK. I would defer to Director McRaith about the possi-
bility of reciprocity, but I would agree with you that it is a very
challenging endeavor to create a system of an international capital
standard that is homogeneous across the world, because our valu-
ation systems differ, just as one example.

Mr. Ross. What would you say, Director, to that? What are the
chances of reciprocity? In other words—we have a system in place,
which you know, as a former insurance commissioner, by far beats
anything.

Mr. McRAITH. Congressman, you and I have had many conversa-
tions on this subject over the years.

Mr. Ross. Yes.

Mr. McRAITH. To be clear, the objective of the covered agreement
is exactly that. It is a recognition that the U.S. system is the U.S.
system. To the extent it will change, it will be your decision. It will
not be driven by any external force or idea at all.

Mr. Ross. And I appreciate that, because I firmly believe that
having to keep different standards by our domestic carriers to meet
the qualifications of the IAIS as well—or Solvency II—as well as
their State regulator, is only going to inure to the detriment of the
consumer with higher policies.

Mr. Sullivan, you talked about, again, in your statement that
this is nonbinding and that the international standards are non-
binding. Is it us that will make the decision whether it is going to
be binding, or is it a regulatory agency, such as the FSB, that is
going to make it binding?

Mr. SULLIVAN. It would absolutely be the authorities here in the
United States, be it the States and the NAIC through the promul-
gation of a model law or something to enact something similar to
a standard. Or at the Fed, we would have to do that through our
formal rulemaking. But in either case, we, the regulators in the
United States, make the decision around what we are going to
adopt, and we would likely tailor it to some of the uniquenesses
that you pointed out about the U.S. markets.

Mr. Ross. And I appreciate that. So, essentially, you are saying
that it would be the FSB that would have to approve the covered
agreement in order to make it binding?

Mr. SuLLIVAN. No. The FSB does not have a role in the covered
agreement. I don’t know if Director McRaith—

Mr. Ross. I am trying to figure out, because you say in your tes-
timony that it would be some regulatory rulemaking authority that
would make it binding. And I am trying to figure out who that
would be in the United States that would bind our State regulators
to international standards.

Mr. SULLIVAN. For international standards, it would be, again,
either the NAIC through the promulgation of a model law and then
the States adopting it or for the institutions that the Fed super-
vises us going through the rulemaking process.

Mr. Ross. Okay. Thank you. I see my time is up, and I yield
back.

Chairman LUETKEMEYER. The votes have been called. I think we
are looking at five votes, so we will probably be back here at, I
would say, 3:15 to 3:30, somewhere in that vicinity. So I apologize
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to the witnesses, but if you can stick around, we should return
shortly.

And, with that, we will call a recess.

[recess]

Mr. LUETKEMEYER. The subcommittee will come to order. And I
apologize, again, to the witnesses for the extended delay here. We
were whipping votes on our side. So it takes a long time for us to
discuss and figure out what we are going to do. And then at the
end of the day, we change our minds anyway. You guys know how
the process works.

Mrs. Beatty is actually next in line, and she will go next, but to
expedite things and maximize everybody’s time here, let’s go to Mr.
Rothfus for 5 minutes and recognize him and begin the ques-
tioning.

Mr. Rothfus?

Mr. RoTHFUS. Thank you, Mr. Chairman.

Ms. McPeak, I am concerned about the sequencing of the FSB
and the FSOC decisions that we see coming. As you know, in some
cases the Financial Stability Board has gotten ahead of our own do-
mestic regulators. I view this as problematic both for regulatory ac-
countability and quality, as well as our national sovereignty.

I spoke about this issue earlier today with Chair Yellen, and it
has been a frequent topic of discussion in our committee.

Do you believe that the United States should decide its position
on international insurance standards, such as capital standards,
prior to agreeing to an international standard?

Ms. McPEAK. Certainly, I think that the domestic international
capital standard is our priority and where we should direct our at-
tention. We do feel like participating in a discussion on the inter-
national standard, though, is important both to influence the dis-
cussion at the international level and to make sure that our domes-
tic standard is something that comes to a similar outcome.

Mr. RoTHFUS. Has your organization been participating with the
Finan