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Executive Summary
The process of regulating insurance in the United States is a complex one being predominately regulated by the 50 states, the District of Columbia and 4 U.S. territories. When insurance companies want to sell a new product, significantly change the provisions of an old product, or change a product's pricing, they generally have to get approval from the regulators in each of the states in which that product is sold to put the product on the market. The rate and form filing process is the process by which companies seek approval to sell insurance products within the individual regulatory jurisdictions. 

Companies currently use a variety of paper-based or automated tools to develop their insurance products. But from that point on little or no automation is used by the companies or states in the review and approval cycle. Although the paper-based system works remarkably well given the inherent slowness and error-prone nature of filing in up to 55 different jurisdictions with their own idiosyncratic ways, vast improvements can be made through automation. 

For a number of years, a consortium of states and insurance companies have been working to improve the rate and form filing process through automation. Within the last year and a half, the Gramm-Leach-Bliley Act (GLBA) has increased the pressure on the insurance sector to increase efficiencies and shorten the product-to-market cycle.

The System for Electronic Rate and Form Filing (SERFF) is the first effort by states and the insurance industry to replace the paper-based infrastructure with an automated system. The SERFF system, first released to production in early 1998 and most recently in its second revision, uses the technology of the Internet to enable companies to send to states and for states to receive, comment on, and approve or reject, insurance industry rate and form filings without the creation of paper.

Description of Project
Background: The process of regulating insurance in the United States is complex, given the nature of the industry, the products it sells, and the decentralized regulatory environment in which it takes place. For each insurance product a company wants to sell (generally known as an insurance "policy"), it generally has to have the approval of each of the regulatory jurisdictions in which it wants to sell the product. And while automation is commonly used to create the insurance product and build the filing, the filing process itself is paper-based. Since the late 1800s, individual states' laws and business conventions have combined to create a confusing and quite costly paper-based insurance policy rate and form filing system. Companies that are national in scope must often contend with the laws, regulations, and office rules of up to 55 different regulatory jurisdictions (50 states, the District of Columbia and 4 U.S. territories) in order to get one of their products approved and on the market nationwide. 

States, too, have their own problems with the paper-based process. Although we have been in the "information age" for a number of years, states and companies still mail paper filings back and forth as they negotiate the correct filing formats, filing requirements, and product content. State insurance codes are replete with references to "deemer dates" -- dates on which policy or rate forms are deemed approved if a state hasn't explicitly approved them in time -- due to the inefficiency of the process. 

The current paper-based system frustrates insurance companies who struggle to issue new products to compete with the newly enfranchised financial services powerhouses who seek to capture an ever larger share of the insurance products market. States are frustrated at their inability to respond quickly to this growing flood of insurance products requiring regulatory oversight, especially with budgets stagnating or shrinking, with time frames coming under stricter review by frustrated legislative bodies responding to their constituents, and with constantly changing state oversight statutes. The technology of the Internet is also changing the playing field, with states being called on to approve insurance products that are to be marketed and sold over the world wide web. Paper-based technology doesn’t accommodate the e-commerce and e-signature technology that is driving the more efficient business operations. Consumers eventually pay the price exacted by this outdated process by paying higher premiums than necessary for insurance products, reflecting the high back-office costs for companies to develop, gain approval for, and market these products.

Defining and Building the System: The System for Electronic Rate and Form Filing (SERFF) was the direct result of a number of states and insurance companies seeking to improve the performance of state-based regulation by automating a segment of the process: rate and form filing. The original SERFF Consortium, created in 1996, consisted of 16 states and 35 companies. Members of the Consortium met throughout 1996 and 1997 to iron out details of funding, governance, and system requirements. 

From November, 1996, through March, 1997 the Consortium membership met monthly in Chicago and Kansas City to define the requirements of the system. During these meetings, the membership resolved a number of issues -- particularly those related to a central repository of filings, standardization of transmittal information that accompanies filings, and the pricing of the product. Also by the end of this series of meetings, the Consortium had selected Lotus Notes as the software development platform. During the remainder of 1997, IES/Midwest, a private sector software developer under contract to the NAIC, the project manager, worked on writing the production SERFF system. 


From October, 1997 through December, 1997 a pilot implementation of six states and ten companies tested the application in a live environment. The final production version of SERFF,  v1.4, was put into operation in early 1998. Concurrent with the release of the production version the Consortium voted to turn SERFF and its source code over to the NAIC in order to provide a more stable development environment for the product. 

During the summer of 1999, several important enhancements were added to the product, which was released as version 1.4a. Meanwhile, developers began working on the next iteration of SERFF - one that the Board and NAIC believes will provide the greatest incentives for states and companies to embrace SERFF as the de facto standard for rate and form filing processing. This latest version converts SERFF from client/server to browser-based technology. After an initial launch in October 2000 and a prolonged testing phase, ver. 2.0 became available for general production in February, 2001.

SERFF is now licensed in 44 states and is operating in 21. The NAIC is presently striving for 44 states to adopt SERFF by the end of CY 2001 in order to facilitate some of the reforms brought about by the Gramm-Leach-Bliley Financial Modernization Bill.

Governance: The SERFF Consortium originally established a Board of Directors to oversee all aspects of the product's development, deployment, pricing, and enhancement. The Board of Directors consists of 5 state and 4 industry members who serve staggered terms. The Chair of the Board is always a state member, reflecting the regulatory purpose of the system. Industry members, however, contribute significant input as system users with a national perspective and provide invaluable influence within the insurance industry community.

Along with the creation of the SERFF Board, a Product Steering Committee (PSC) was created consisting of representatives of the licensed users of SERFF and interested third parties. The purpose of this group was to provide the business and programmatic requirements for the initial system, and to guide further technical development and enhancements to the SERFF system.


Initially, the Board contracted for staff from the NAIC to act as agents for the Consortium in hiring and managing private sector developers. In 1998, the SERFF Consortium turned SERFF over to the NAIC in order to stabilize the service delivery environment, and to provide coordination between states in the telecommunications area. While the Board still provides the guidance needed for future development and to provide end-user perspective, the NAIC runs SERFF on a day-to-day basis, and now contributes a significant portion of the funding outside of the usual revenue stream.

Funding: The initial development of SERFF was funded entirely through licensing fees assessed of its users, and by pre-purchases of filings paid by companies joining the SERFF Consortium. Pricing for the product has changed somewhat from its earliest implementation. Allowances have been made for small insurance companies to get into the system, and costs to states have been all but eliminated. Additional funding was provided by the NAIC for expanding the scope of the system to include reforms brought about by the Gramm-Leach-Bliley Financial Modernization Act.

Brief Narrative of Technology: SERFF is a distributed, web-based application built on a Lotus Notes platform. All that is necessary at an end-user's site to be able to use the system is to be running the Internet Explorer ver. 5.0 or and Netscape ver. 4.7 browser, and to have a host site for their remote database. Each SERFF customer (state and industry) has their own secure filings database with all rate and form filing data housed within. All states and companies share a database containing the filing requirement information for each state. Because there is no central repository for filing data, a combination of replication and mail routing tasks are used to keep data in synch on the many customer databases. Industry customers are hosted by a certified SERFF hosting provider qualified to set up and administrate the SERFF application on the company’s behalf. States are hosted by the NAIC. Additionally, a Hub Server sits at the NAIC to route traffic between servers and to manage replication between servers. All transactions within the SERFF system are encrypted and secure. But any and all information that is deemed by the state to fall under the freedom of information act (FOIA) is accessible as needed.

During development, the NAIC contracted with two private sector developers to program SERFF using Lotus Notes. The first iteration of the product took 5,000 hours to build. The Internet version was converted from the original, and was then enhanced with another 6,400 hours of development. State and company users all pay an annual licensing fee, and must have their SERFF instance hosted at a site approved by the system operator. State users are hosted at the NAIC. Company users are asked to contract for hosting services from a selection of private sector vendors approved by the Board. All users are required to have initial training in use of the system, some of which must come from the system operator.

The SERFF Process: In SERFF, a company initiates a filing by logging onto their SERFF instance and creating a filing, consisting of electronic transmittal headers (facts and demographics about the filing) and electronic attachments which constitute the filing itself. SERFF seeks to eliminate the so-called "desk drawer rules" - unpublished filing requirements that take companies by surprise - in an effort to shorten the product to market cycle. All states using SERFF are required to have checklists for companies to use in determining the completeness of the filing. Only when the checklist is fully filled out will SERFF allow a filing to be sent, completely eliminating the time wasting "paper chase" so common in the paper-based system. The insurance products for which approval is being sought are put into Adobe's PDF format to allow representation of the insurance policy exactly as the consumer will see it. When the filing is submitted, an entry is made into a filing tracking database so that the company and state alike have access to the same information about the status of the filing.

A state receiving a filing will open it, process it, and either approve the filing, return it to the company for changes or further explanation, or disapprove it. During the processing of the filing, SERFF automatically captures the status of the filing as it makes its way through the state process. This feature alone can eliminate multiple time-draining phone calls between states and companies inquiring on the status of a filing that only delay the process. Because the state is assured that the filing is complete when received, much of the intermediate processing of filings is eliminated, including the non-productive mailroom wait time.

Significance to the Improvement of the Operation of Government
There were two primary critical success factors driving the creation of SERFF: First, the Consortium agreed that if the automated system didn’t allow insurance companies to bring their products to market faster, then SERFF would fail. Second, the users felt that SERFF would also fail if it didn't eliminate much of the inefficient and costly processing of paper in both the public and private sector implementations of the system.

SERFF has achieved success in both of these areas, and in doing so serves at least two important constituencies of state government: the consumers of insurance products who demand consumer protection and the most responsive and lowest price products available; and the business community of insurance providers who rely on states to provide quick, impartial, and relevant services in support of their business needs.

Because SERFF allows companies and state regulators to quickly pass information between themselves, concentrating on the contents of the filing rather than on whether or not the paper is the right size or color, the regulatory process is greatly enhanced. State workers can concentrate on bringing their analytical processes to bear on whether or not insurance products past muster with state laws thereby enhancing the protection that state regulation brings to the consumer of insurance products. Similarly, the insurance companies spend less of their money in supporting a time consuming, confusing, and expensive paper-based, back-office system. Their products get to market faster in response to consumer demand and the cost of those individual products is lower due to reduced back office costs. In both cases the operation of government is enhanced by allowing it to be more responsive to its direct constituencies, and to the larger community of taxpayers and citizens.

A further significance of SERFF to the improvement of government operations is that it provides a starting point for upgrading the regulatory infrastructure needed to support the reforms directed by the provisions of Gramm-Leach-Bliley, the bill that overhauled the U.S. financial services sector. SERFF provides a flexible software platform for implementing some radical changes in the way rate and form filing is done in the nation, at little additional cost to the system. SERFF accommodates the centralized approval of uniform insurance products as well as the decentralized approval of products by individual states. It provides the framework within which new working groups can base future work on standardizing transmittal headers, policy forms, and content for the paper-based system as well. This will allow states the ability to monitor the filings process at a national level, and to demonstrate improvements to the process as a whole to both Congress and the public. In short, SERFF has provided an unusually rich set of opportunities for the regulatory community to take advantage of during the oncoming restructuring of the financial services community in the United States.

Benefits Realized by Service Recipients, Taxpayers, Agency, or State

State Agencies: 
· Electronic Storage and Retrieval: no more lost filings, reduced filing cabinet storage space, fingertip accessibility (no searching through file rooms),

· Computer aided analysis: old and new electronic documents can be compared, calculations in rate spreadsheets can be tested, etc..

· Improved Workflow: electronic filing can be processed, reducing potential for losing filing in stack of papers, improper filing, etc. SERFF provides the capability to assign reviewer roles,  and filing proceeds through a review process based upon workflow rules and role assignments.

· Process efficiencies: accuracy in filings through use of checklists reduces need to communicate with filer and ask for amended filings, missing pieces, etc. Filing can be reviewed and a disposition determined more frequently upon the first review.

· Facilitates public access: freedom of information requests can be met through the creation of a public view via the web.

· Paper filing tracking: information about non-electronic filings can be entered into the SERFF system and tracked by industry and states.

· Enhanced and advanced e-mail: SERFF provides a way to keep components of a filing packaged together for tracking purposes. Users of the system can send and respond to context sensitive e-mail messages that refer to specific pieces of the filing.

· Improved monitoring of review process: SERFF can identify filings assigned to a specific reviewer and can ensure reviews are completed in timely manner. A state manager can also reassign filings to manage workload of reviewers or reassign when reviewers are out of the office, if necessary.

· Communication oversight: a filings manager has access to all correspondence being sent and can monitor this for consistency from reviewer to reviewer.

· The major benefit to state agencies is that the flow of transactions from companies and through the review process is made quicker through the use of the SERFF system. Additionally, because SERFF will only let a filing transaction proceed if it is complete, states don’t have to spend additional time on the front end of the process reviewing the document for completeness.

Insurance Companies: 

· Increased efficiencies in filing preparation, completeness, and accuracy as a result of having access to up-to-date state filing requirements.

· Elimination of state “desk drawer rules” (non-published filing requirements). 

· One stop filing for multi-state filings.

· Faster regulatory approval of new products and rates, primarily due to improved accuracy and completeness, and quick electronic transfer of multi-page documents.

· Reduced filing expenses: no more copying costs, phone calls, minimal document storage costs, etc.

· Greater uniformity and standardization of filing process among states.

· Improved communication: no phone tag or “snail mail” responses.

· Eliminates miscommunication through use of SERFF’s problem report capability.

· Filing tracking: instant update to filing status tracking data through database replication.

· Overall, companies benefit from the much lower cost of creating a new insurance product and filing it electronically in the SERFF states. Companies benefit from getting their products to market quicker, helping companies retain their competitive edge in a sector of the economy that is marked by rapid change in global markets.

Insurance Consumers:

· Customers of insurance products should find that the cost savings due to the new infrastructure are passed on to them through lower cost of the policies. Additionally, they can be assured that state regulators are better able to assess the compliance of these products with state laws for consumer protection.

Taxpayers: 

· The cost to the taxpayer of supporting what is now a paper- and labor-intensive regulatory process should fall in time as state agencies reallocate staff now dedicated to the inefficient paper process.

Return on Investment, Short-Term/Long-term Payback 

Since 1998, over 4,400 filings have been sent through SERFF in various jurisdictions, resulting in projected cost savings of between $34 per filing for a basic 10 page filing, to about $139 per filing for a 40 page filing (labor costs not included). Although many of the SERFF filings exceed 40 pages in length, it is difficult to fix the actual amount of the savings realized to-date because of the decentralized nature of the system and the widely varying filing requirements between states. If all of these filings had been made in Texas with the restrictions that Texas makes on the allowable filing size, the industry would have realized savings of between $150,000 and $614,000.

The long-term payback for SERFF will come as more of the potential 900,000+ annual paper filings turn electronic. Current penetration of SERFF into state filing operations is a miniscule .5%. Changes in the regulatory environment now underway will give a big push to the use of SERFF as the preferred tool of choice for certain types of filings. It has been conservatively estimated that if SERFF makes a 10% penetration into state regulatory processes in the next couple of years, industry alone should save between $3M and $12M per year in filing costs. Because it is not the purpose of SERFF to make a profit past what is needed to maintain the health of the system through regularly scheduled improvements, licensing and filing fees will be reduced in the next several years allowing the industry members to save even more. In the long term, the cost of a SERFF filing should be only slightly higher than what it now takes to simply express mail a paper filing from the company to the state.
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