
                              
 

                 
 
 

 
 

 
DATE:    February 9, 2016 
 
TO:  The Honorable Dave Jones, California Insurance Commissioner 
 
FROM: Brad Wenger, President, ACLHIC 

Mark Sektnan, President, ACIC 
  Rex Frazier, President, PIFC 

Steve Suchil, Vice President, AIA 
  John Mangan, Vice President, ACLI 

Stacey Jackson, President, PADIC; 
Christian Rataj, Senior Director – Western Region, NAMIC 

 
SUBJECT: Thermal Coal Divestment Request and Carbon Economy Data Call 

 

 
We are writing on behalf of the Association of California Life and Health Insurance Companies, the 
American Council of Life Insurers, ACIC, the Personal Insurance Federation of California, the American 
Insurance Association, the National Association of Mutual Insurance Companies, and the Pacific 
Association of Domestic Insurance Companies.  Our associations represent a very high percentage of the 
insurance companies – both domiciled and non-domiciled – licensed to do business in California. 
 
We have reviewed the documents issued by the Department of Insurance regarding the divestment 
initiative and forthcoming data call, which have generated a number of questions from our respective 
members.  While we are continuing to receive feedback from our member companies, we respectfully 
request clarification regarding your Department’s request that insurers not invest, renew investments 
and divest from certain “thermal coal” companies.   
 
Our members have consistently expressed a desire to carefully consider your request and work with you 
and the Department.  For this to be done, we are asking for clarification in the following areas:  
 

 We respectfully request that the February 24 response date be adjusted to a reasonable time after 
clarifications have been made. 
 

 Will the methodology used by your Department to determine financial risk be similar to current 
NAIC methodologies? 
 



The Honorable Dave Jones 
February 8, 2016 
 
 

 
 

2 

 Is the Department relying on a specific definition of “thermal” coal?  For consistency, the 
Department should consider adopting the definition in last year’s SB 185, which impacts CalPERS 
and CalSTRS. That measure has a July 1, 2017 divestment effective date.  Your letter defines an 
investment in thermal coal as an investment in “any company that generates 30% or more of its 
revenue from the mining or use of thermal coal.”  The SB 185 definition is “a publicly traded 
company that generates 50% or more of its revenue from the mining of thermal coal, as determined 
by the board.”  The lower revenue threshold and inclusion of the “or use” language in your request 
will make it much more difficult to determine what companies qualify as a thermal coal company, 
and it could very well significantly broaden the scope of the divestment request.  Limiting the 
definition to publicly traded companies would facilitate any potential divestment (as privately held 
investments are less liquid and more difficult to survey). 

 

 Could the Department produce a list of “thermal coal” companies or CUSIPS (a unique security 
identifier) from which it wishes insurers to divest? 

 

 Is this request being made at the holding company or operating company level? 
 

 Why is this request being made of insurers that are legally domiciled in another jurisdiction?  The 
NAIC has a long-standing process for assigning risk to assets, which reflects not only the credit 
quality of an investment but also the company’s long-term viability and ability to pay back bonds.  
NAIC assigns a numerical rating to each insurer asset, and ratings are continually updated to reflect 
evolving market and regulatory conditions.  Likewise, a company’s risk-based capital is adjusted to 
account for fluctuations in asset risks, and such risk is disclosed in annual statements to California. 

 

 Insurers that sell variable annuities/life insurance have (1) a general account which contains all of 
the insurer’s assets and investments, and (2) a “separate account” (created pursuant to Section 
10506) which hold assets invested by VA and VL contract holders (usually in underlying mutual funds 
managed by outside investment managers).  Is the request for disinvestment of thermal coal limited 
to insurer investments made with its own funds, which are located in an insurer’s general account?  
In other words, does the request pertain to underlying investments with funds which are typically 
managed by outside investment managers such as T. Rowe Price, Fidelity, Vanguard, with respect to 
investments that are directed by VA/VL contract holders?   For example, many of our separate 
account policy owners choose to invest in mutual funds that track the S&P500 stock index; these 
funds will certainly invest in some coal companies. 

 

 Will the divestment request recognize that insurers need to act in the best interests of their policy 
owners?  There are many situations where divestment will cause unwarranted financial loss.  Many 
legacy investments in coal companies can profitably pay their debt service and principal, but the 
price at which an insurer can liquidate the investment is significantly below carrying value.  In that 
case, the insurer would protect its surplus by holding the investment through its maturity.  Is there a 
way to address these situations by working with the Department?  This would be in the nature of 
“run off” situations. 

 

 Does the Department intend to include investments in regulated utilities, which provide investors 
with stranded asset protection by the inclusion of these assets in their regulated rate base? 
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 Will the Department exclude electric generation cooperatives, as their members agree by charter to 
pay rates that will cover all capital and operating costs related to the cooperative's assets, thereby 
ensuring stranded asset recovery? 

 

 Will the Department exclude transmission and distribution revenues from the 30% of revenues test, 
and only include only power generation revenues from thermal coal units?  

 

 It is difficult, if not impossible, to demonstrate the percentage of revenue derived from use of 
thermal coal versus other sources of power.  Companies may be able to determine the percentage 
of generation from coal, but many of these companies have distribution and transmission revenues 
that may not be broken out from generation.  Does SB 185 address this issue, or is there a way 
CalPERS and CalSTRS are handling this which would be instructive? 

 
Separately, in response to the proposed data call: 
 

 Will the Department please provide details regarding the scope of “carbon-based investments” in 
advance of March/April data call? 
 

 Does the Department intend to discuss whether it plans to publicize detailed financial disclosures 
provided by insurance companies (identifying the specific holdings of each insurance company) or a 
more generic aggregate disclosure? 
 

 
We would like to stress that our members are asking these questions in order to fairly respond to the 
request and data call.  In an effort to be inclusive of the members of all trades, we recognize that some 
of the questions may overlap.  
 
We are continuing to gather information and are always available to meet with you and your staff to 
discuss these issues further. 
 

## 
 
 
cc:  Geoffrey Margolis, Deputy Commissioner and Special Counsel, Department of Insurance 
       Shannon Heinzer, Department of Insurance 
  


