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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO, 2381

Senate Industry, Business and Labor Committee
Q Conference Committee

Hearing Date 02-10-03
Tape Number Side A Side B Meter #
1 XXXX 0-1640

Vi) 4

Committeo Clerk Mmmm )

Minutes:Vice-Chairman Klein opened the hearing on SB 2381, Senator Mutch was absent.

~,  SB 2381 relates to the insurance commissioner’s rulemaking authority regarding variable life

e contracts,
Senator Every introduced the bill, He described the bill as taking away the authority fiom the

securities commissioner and giving it to the insurance commissioner,
Testimony in support of SB 2381.
Constance Hofland, attorney with the law firm of Zuger Kirmis & Smith of Bismarck,

representing the American Council of Life Insurers in support of SB 2381, See attached

testimony. She also proposed amendments, see attached.
Senator Klein: Are we looking at an atempt to streamline these variable life contracts.
Constance: Yes, and also to avoid a possible extra layer of regulation.

Karl Rakow, ND Association of Insurance Financial Advisors, spoke in support of SB 2381, He

' gtated that it would be simpler to have life contracts handled by the insurance commissioner, }&
4
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@ Senate Inuustry, Business and Labor Committee |
i; Bill/Resolution Number 2381 ,
) ( N Hearing Date 02-10-03
; Semator Klein: Is there a problem now?
? Kari: Two organizations are duplicating the duties and it could be done by one, the insurance
Pat Ward, State Farm, spoke in support of the bill. He stated that the bill would put ND up to
par with 45 other states.
Senator Krebsbach: Why was it set up the way it is now?
Pat: I'm not sure how that happened.
Testimony in opposition to SB 2381,
Karen Tyler, ND Securities Commissioner, spoke in opposition. See testimony:.
Senator Heitkamp: Do you approve of the bill with the proposed amendments?
/‘\ Karen: No.
Hearing was closed, no action taken at this time.
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2003 SENATE STANDING COMMITTEE MINUTES

O Conference Committee

Hearing Date 02-11-03

BILL/RESOLUTION NO. 2381
Senate Industry, Business and Labor Committee
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Roll Call Vote: 6 yes. 1 no. 0 absent.
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2003 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. 838 ’

Senate Committee

Check here for Conference Committee

Legislative Council Amendment Number

adiontaen DO NOT FASDS '
| Motion Made By KLQ):)f\ Seconded By _E-Sgegaxd

Senators Senators
Sen.Jerry Klein, Vice Chairman
Sen.Karen Krebsbach
Sen, Dave Nething
Sen. Joel Heitkamp
Sen.Mike Every

( \ Sen, Duane Espegard
Sen. Duane Mutch,Chairman

Total  (Yes) (O No \

Absent

Floor Assignment K) JBY

If the vote is on an amendment, briefly indicate intent:
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REPORT OF STANDING COMMITTEE (410) Module No: SR-26-2341 ] |
February 11, 2003 4:43 p.m. Carrier: Kiein |

insert LC:. Titls: . |
™ REPORT OF STANDING COMMITTEE
| $B 2381 !ndnlnx. Bueiness and Labor Commities (Sen. Mutch, Chalrman) recommends .

DO NOT PASS (6 YEAS, 1 NAY, 0 ABSENT AND NOT VOTING). SB 2381 was

| placed on the Eleventh order on the calendar.
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b ~ SB 2381
Testimony of North Dakota Securities Commissioner Karen Tyler
Before the Senate Industry, Business and Labor Committee

February 10, 2003

Mr Chairman and Members of the Committee, [ am Karen Tyler, the North Dakota

Securities Commissioner. [ am here this morming to testify in opposition to Senate Bill

2381.

O Referring to lines 7 and 8 of the bill:

“Notwithstanding any other provisions of law” such as the provisions in the North
Dakota Securities Act, “the Commissioner has sole authority” as opposed to the joint
authority the Securitiecs Commissioner and the insurance Commissioner currently
employ, “to regulate the issuance and sale of variable life contracts”, This language
eliminates the registration and enforcement authority currently held by the North Dakota

Securities Commissioner as it pertains to the sale of Variable Life Products,

Variable products are investment contracts and as such fal} under the definition of
Security in the North Dakota Century Code. Variable products are sold first and
foremost as investment alternatives and the insurance component of the product is

o secondary. Attached to your copy of this testimony are photo copies from a sales piece
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/\ for a variable life product. The only place insurance is identified is in the name of the
' ; product. In reviewing this sales literature with a client, the agent is discussing money

manager selection, the concepts of diversification and asset allocation, and how to

structure an investment portfolio. This portfolic could potentially include exposure to
both stocks and bonds. The literature further elaborates that in the stock segment of the
product’s sub accounts, one might incorporate large cap, mid and small cap, and
international stocks. And in the bond segment of the product’s sub accounts, one might
incorporate both short and long term maturities and utilize both investment grade and
high-yield debt instruments. This literature addresses investment concepts and

investment products, and is to be used by an agent in providing investment advice.

m The majority of the premium paid by the investor is allocated to the mutual fund sub

e
accounts of the variable product. Also attached to your copy of this testimony are graphs
representing the allocation of premiums for a hypothetical $250000 variable life policy

sold to a 50 year old male who falls in the preferred risk category.

Because agents who sell variable products are selling securities and providing investment

advice, it is required that they hold a series 6 securities license and register with our

agency. The Series 6 license ensures that at least a ﬁinimum level of securities related
education and qualification has been achieved. The registration requirement makes the
agent part of a national information depository that allows for the public disclosure of,
among other things, employment history, licensing status, disciplinary history and any

O legal action against the agent.
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The Insurance Department, in issuing the Variable Line license, relies on these
aforementioned safeguards that are enforced by the Securities Department. By
Administrative Rule established by the Insurance Department, the Insurance Department |
will verify with our agency that the Series 6 license has been obtained and that the

applicant's registration is in good standing, before issuing the variable insurance license.

Contrary to the Insurance Industry’s argument that Variable products are the subject of
duplicative and inefficient regulation, we take the position that in the state of North
Dakota, we employ an effective reguiatory partnership. The Insurance Department
regulates the insurance company that issues the variable product. The Securities

m Department regulates the broker-dealer through which the variable product must be sold.

The Insurance Department registers the variable product. The Securities Department

registers and regulates the agents that sell the variable product.

A primary motivation for the Insurance Industry in their campaign to change this

regulatory structure is the possible elimination of an agent registration fee. Currently our (
agency generates approximately $500,000 dollars per biennium through the registration

of Series 6 licensed agents who are subsequently licensed to sell variable products.

The North Dakota Securities Commissioner holds jurisdiction over the agents who sell

variable products, and as with the sale of any security by a registered agent, the North
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Dakota Securities Commissioner can assist investors who have been subject to abusive
sales practices. Investors who are sold variable products should not be denied the

same level of protections afforded to investors in every other class of security.

Mr Chairman and Members of the Committee, I respectfully recommend a “do not pass”

on Senate Bill 2381.
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"RIGHT
- MANAGERS

Our role is to find proven managers for your investment program. With thousands of investment
management firms avaliable, selecting the right ones can be especially challenging. We have
developed a multi-level, objective, analytical process to identify the firms that are best suited 10
meet specific invesiment goals.

Comprehensive Selection Process

Step 1

We select our managers from a universe of firms that have strong brand recognition

with most investors, and from institutional firms not typically available to individual
“investors, We utilize rigorous criteria in our dynamic selection process, evaluating the

quality of their organization, performance history and reputation.

Step 2

Once we have identified the established organizations, we apply a sccond level of
analytical screens to evaluate investment performance, including:

« Historlcally-strong performance over time, compared to peers and benchmarks in
the same style’
» The value added through consistently applied “active management” strategies

15t screen for strong
organizations

2nd screen for
performance’

Step 3

The final step involves in-depth reviews with the organization’s key people to
determine the quality of their investment process, including:

* Depth of expertise and decision-making process

* Consistency and validity of portfolio construction techniques

* Risk management and sell disciplines

» Historic adherence to stated investment styles

What Does This Mean 1o You?

Professional money management provided by some of the strongest and most
respected investment management teams in the business,

3rd screen
for process

e

uo Not a Deposit ¢ Not FDIC Insured ¢ Not Insured by any Federal Government Agency
» Not Guarantead by any Bank or Savings Association « May Go Liown In Value
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) Past performance I8 10 guarantae of fulure results,
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Diversification Among Asset Classes Helps Reduce Portfolio Risk
35% —

30% —

25% —

n " .
20% . ] As the numhei of nsset classes In o portiolio increases
| the 1otal risk of volatitity of the portfolio docreases. 1

15% —

J;f‘-mi

10% -

omh S T rwm H

R S T

5% —

2 T i it 47 o
- wt?

Ry
:ﬂa,ﬁ..

0% |

5

Risk is mensurad by standatd deviation, Number of Randomly Selected Asset Classes In Portfolio

YR i
NP s
L

b :f. ! E.. \ A% .
i ﬂ%mﬁdg%m e

n-\c«»rg }"\"A‘-l‘—'l* YA o N .
XROSS Al AT T A e, " )
ii¥d y " b NN LN M wrtﬂm;&u‘ﬂ f .

Eoifibinas }

CoAddifn .’

Hodern Infornation Systeme for mietofiiming and b

the micrographic images on this #1im are accurate reproduct fons of records delivered to
¢ of business. The photographic process meets standards of the Amer{oen National gtandards 1mstitute w
than this Notice, ft 8 due to the quality of the ..

were filmed tn the ragular cours
(ANS1) for ?rch:vnl wicrofilm, NOTICE:

document being {1 ned.

14 the filmed image above s less Legible

1323103
Date

i S



e

. - o i v ¢ Bt Tt i v-.‘."fv : ,‘_‘: : ‘ , .!‘ u s e . ... RY;
S ARSRNS IIOCRTINIEE TRME TS DO IOT CHPOAICE I FenRTE YOI Wik

R

N ¢ KA Ly A Lyt é oy ;
Cao= . : 4 ' : ¢ T " 1 P AR I I by e
¢ A‘I"[l}‘.f'{(l St .’%‘IAJ . O R R TN A RRT I A i

. PR AR | "". c,";“_f lw e
TS VA TADSL [ACIDE

. 1., . v
B, '\ EBEGURE ¥ T o
PRI ,}J‘.',.;.w".‘,j']_.
‘ \

- Asset Allocation: 91.5%

-.— Market Timing: 1.8%
V... Security Selection: 4.6%

- Other: 2.1%
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INVESTMENT

Equitable’s variable life products provide a wide array of investment options to help you implement
the strategies of diversification and asset allocation.

We offer a variety of selections in the three major asset classes — stocks, bonds and cash (money market),
as well as choices in investment objectives - growth, value, blend, and passively managed index funds.

ASSET CLASS DESCRIPTION

'Companies with market capitalization in excess of $5 bilion, T

3 Companies with market capitalization between $100 millon and $7 billon.
Focus primarily on companies organized of headquartered outside the U.S. T
— [ I et e+ = e ._{

Any governiment or investment grade corporate bond that has a maturity, or average maturity
{in the case of a fixed-income fund) of less than 10 years.

S ————e

A fund that iovests in high-vield, fixed-Income securities (so-called “junk bonds"), which
generally involve greater volatility of price, and risk of principal and income, than high-quality
fixed-income securities,

A fund consisting of high-quality, short-term debit securities that seeks to maintain a stable net asset value.

b e bt - i et Bt i A A = e ok 1 i i T 1 Py e e e e A - 1At o

Balanced funds invest In both equity and fixed-income securities with the Intention of conserving
principal, providing income and achleving long-term growth f both principat and income.

VPV U U SV URURD e 1 s e e —]

These options pay a guaranteed rate of interest for a specified time.

m m e e At rt e b Ak e e b | . o s 1 b e - e ke s — e s L 4t — ke

Value: A style of investing that focuses on companles that may be temporarlly out of favor or have earnings or assets that are not
fully refiected in thelr stock prices.

S VSR ORGPPSO POV PR PR e e i i bt e i o

Growth: A style of Investing that emphasizes companies with strong eamings growth. Growth investing is generally considersd 1o
be more aggressive than value investing,

Blend: Equity securities of large capitalization companles that have a mix of both ‘growth’ and ‘value' stock characteristics,

Sector " tunds Ihvest in only a subset of the overall equity market, such as the Tedl?riolb& &“ﬂealﬁ Care sact&ﬁ

e b & L ki, ot i Ak ¢ am t ¢ ke 5 ded o o e

Index funds invest In stocks listed In a particular Index, {1.6., S&P 500 Index, Russell 3000 Growth Index).

The Cholce Is Yours

Equitable also offers you the unique opportunity to choose between management approaches —
single (one investment firm oversees the option) and multiple (a combination of firms),

Your financial professional will be glad to work with you to develop an overall asset allocation that reflects
your objectives, time frame and tolerance toward risk, Once you identify your asset allocation, review the
investment options carefully to determine which options are best suited to meet your particular needs.

4 Slocks of small-sized companies may have less Hquidity than those of larper companles and may be subject to greater price volatifity than the overal) stock market,
Small sompany stocks Involve greater risk than I8 tustomarily assaciated with mora established companles.

¥ Forelgn Investments have special risks that are typically not assoclated with domestic investing, such as fluctuations in currency exchange and the impact of political,
soclal, o dipiomatic events. Thers may 8iso be differing accounting standards and differant regulation of sacuritles markets,

* An Investmant in money market funds is neither insured nor guaranteed by the U.S. government of any other government a , Aithough these funds seek to
preserve their assets and maintain fiquidity, or 386k 10 preserve the value of their invastiment at smoyp« share, it Is poesl 3":3" Jose money,

! Investing I a non-diversified portfolio ks subject to a greater degree of volatility thon a diversified portfolio,
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AMENDMENT TO SB 2381

l : Page 1, line 8, overstrike “to implement” QYY\WM OGKMC[} %
|
|
|

Page 1, line 9, overstrike “sections 26.1-33-13 through 26.1-33-16" and Insert M d«acvw,

immediately thereafler “governing the issuance and sale of variable life contracts”

|
1
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" P\ jurisdiction over variable life contracts would be exclusive. Variable contracts are

My name is Constance Hofland. | am an attomey with the law firm of Zuger

Kirmis & Smith of Bismarck. | represent the American Councll of Life Insurers in

support of SB 2381.
Senate Bill 2381 gives the insurance Commissioner sole authority to regulate the
issuance and sale of variable life contracts. The purnose of this bill is to avoid

duplicate regulation of the same product and provide uniformity.

With the proposed change, the North Dakota Insurance Commissioner's

heavily regulated in today's broad marketplace. Variable life contracts are
currently subject to the jurisdiction of all state insurance departments, as well as

the Securities Exchange Commission and the NASD.

Variable contracts possess important characteristics of both insurance and

securities. For over thity years, their securities characteristics have been |
subject to federal securities regulation, while their insurance characteristics have |
been subject to state insurance regulation. In the manufacture and distribution of

variable contracts, therefore, life insurers satisfy multiple state and federal layers i

of regulation.
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* govern the activity of the securities salespersons, and also impose detailed

' For example, variable contract separate accounts and the products they fund
must be registered under the Investment Company Act of 1840 and the
Securities Act of 1833, which are administered by the U.S. Securities and
Exchange Commission. The disclosure in the prospectuses of variable contract
products are filed with and reviewed by the SEC. Advertisements must satisfy

several detailed regulations under the federal securities laws, and must also be

filed with the SEC.

Variable contacts subject to the federal securities laws can only be sold by

registered representatives of a broker-dealer who is a member of the National

Association of Securities Dealers (NASD). The NASD's rules of conduct strictly
standards concerning advertising, supervision and suitability of individual
securities transactions. All advertisements used to a NASD licensed salesperson

must be filed with and approved by the NASD Advertising Department.

In addition, state insurance departments also have comprehensive authority-over -«

life insurers and the products they issue.

Therefore, life insurers must satisfy multiple, comprehensive state and federal
regulatory structures in developing and selling variable life contracts. The

financial services market in which variable contracts are distributed is extremely
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competitive and fast-moving. The delay and added expense caused by
regulatory conflicts can significantly burden the marketabllity and
compelitiveness of varlable contracts. Also, life insurers can get caught in

between inconsistent interpretations. Multiple layering of regulators is contrary to

the goal of uniformity,

All but 6 of the 50 states grant the Insurance Commissioner exclusive jurisdiction

to regulate variable iife contracts. The states that currently do not are Oregon,

North Dakota, Wisconsin, Indlana, and Virginia.

The proposed modification would help avoid a disruption of the coordinated
system of state and federal regulation that has existed for decades. The

exclusive jurisdiction will avoid possible imposition of a fourth layer of regulation

on variable life contracts.

Giving the tnsurance Commissioner sole authority {o regulate the Issuance and
sale of variable life contracts will avold submitting these products to additional
state regulation, which would provide no added regulatory value, but rather just

create expensive, unnecessary burdens for life Insurers and sales persons,

We urge a do pass vole on SB3281 to streamline regulation of variable life

contracts and prevent further duplicative layers of regulation of a single product.
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