NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

SUBCOMMITTEE ON NATURAL DISASTER INSURANCE LEGISLATION

NAPA VALLEY, CALIFORNIA

NOVEMBER 9, 2006

DRAFT MINUTES

The National Conference of Insurance Legislators (NCOIL) Subcommittee on Natural Disaster Insurance Legislation met at the Marriott Napa Valley Hotel & Spa in Napa Valley, California, on Thursday, November 9, 2006, at 3:00 p.m.

Sen. Pam Redfield of Nebraska, acting chair of the Subcommittee, presided.

Other members of the Subcommittee present were:




Rep. Donald Brown, FL




Rep. Rich Golick, GA





Sen. Ruth Teichman, KS


Rep. George Keiser, ND


Rep. Donald Flanders, NH


Sen. Neil Breslin, NY


Rep. Craig Eiland, TX


Rep. Larry Taylor, TX


Del. Harvey Morgan, VA

Other legislators present were:  


Sen. Alan Sanborn, MI


Sen. Jerry Klein, ND





Rep. Frank Wald, ND

Also in attendance were:


Susan Nolan, Nolan Associates, NCOIL Executive Director


Candace Thorson, NCOIL Deputy Executive Director 


Mike Humphreys, NCOIL Director of Legislative Affairs & Education, Life, Health, and 
Workers’ Compensation Insurance

MINUTES

The Subcommittee voted unanimously to approve the minutes of its July 20, 2006, meeting in Boston, Massachusetts.

PENDING LEGISLATION

JoAnne Kron of Allstate Insurance Companies said several states in 2006 had introduced legislation, similar to a 1995 NCOIL model law, that would establish state natural disaster catastrophe funds.  She said Hawaii was expected to introduce such a bill in 2007.  Florida and Louisiana, she said, would likely hold special sessions in the near future to address state-specific catastrophe issues.    
On the federal level, Ms. Kron said the current Congress had introduced, but not voted on, nine (9) major pieces of natural disaster insurance legislation, and had held two hearings on catastrophe concerns.  She commented, in part, that new leadership in 2007 would likely continue the bipartisan discussions.
BUILDING CODES

Rep. Keiser said a proposed Model State Uniform Building Code, which he sponsored, would offer comprehensive guidance to states interested in establishing statewide building standards.   He said, among other things, that the draft would institute structural building requirements in order to minimize losses from wind, flood, and earthquake in areas with significant catastrophe exposure.  He said it also would create a framework for building code regulation.  

Rep. Keiser commented on the impact that a statewide construction standard might have on local requirements and said, in part, that local governments would be welcome to adopt even stricter codes in response to greater risk exposures.
Tennessee Insurance Commissioner Paula Flowers, chair of the National Association of Insurance Commissioners (NAIC) Seismic Activity Working Group, said that in addition to regulating insurance, her department oversees other activities, including development of a statewide building standard.  She commented that the recent promulgation of a new International Building Code had significantly changed the science behind seismic construction standards.   
Commissioner Flowers said Tennessee’s use and enforcement of the International Building Code had put the western part of her state, which is most at risk from the New Madrid fault line, at an economic disadvantage compared to contiguous states, where construction costs are lower.  She said these other states, despite sharing similar seismic risk, have not adopted the same strict statewide standard but instead rely on a “patchwork scheme” of local oversight.  
Rep. Keiser noted the Subcommittee’s time constraints at the Annual Meeting and moved that the group defer further consideration of the proposed model code until the 2007 Spring Meeting.  The Subcommittee approved the motion via unanimous voice vote.
NAIC MEGA-CATASTROPHE PLAN
Sen. Redfield overviewed recent NCOIL discussions with regulators regarding a proposed NAIC Discussion Paper on the Current National Catastrophe Plan Proposal.  This included, she said, an August 22 letter that she had sent Florida Insurance Commissioner Kevin McCarty, chair of the NAIC Catastrophe Insurance Working Group, suggesting a process for NCOIL-NAIC collaboration.  She recognized Subcommittee Chair Sen. Steven Geller’s (FL) tireless work on the issue.
In general, Sen. Redfield said, the draft set out a multi-layered system for disaster management, in which primary responsibility would fall to consumers and the private industry; secondary responsibility would rest on optional state or regional catastrophe funds; final responsibility would lie with a federal catastrophe backstop should a newly created Federal Natural Catastrophe Commission determine such a need; and states would be required to implement strong mitigation initiatives at every layer of the proposal.

David Foy, chief of staff in the Florida Office of Insurance Regulation, represented the NAIC and discussed recent regulator activity related to the proposal, as well as the need for a national catastrophe system.  He acknowledged that some states are concerned that such an approach would disproportionately benefit coastal territories.  He responded by noting that Florida pays 41 percent of premiums collected by the National Flood Insurance Program (NFIP) but receives just 16 percent of NFIP claims paid.  He said other states are in a similar situation.      
Sen. Redfield directed the Subcommittee to an NCOIL handout that detailed elements of the draft.  She said the Subcommittee would first address aspects of Layer One, regarding consumer and private market participation.
Following discussion, the Subcommittee indicated support for requiring that insurance rates be fully reflective of risk.  Reps. Brown and Eiland stressed the need to tie the notion of the term “actuarially sound” to some specific criteria in order to prevent marketplace abuses.  Rep. Brown said the term could mean different things to different people and suggested probable maximum loss (PML) as a potential criterion.  Rep. Eiland expressed frustration that some insurers, particularly along the Gulf Coast, have revised the formulas they use to underwrite risks on the premise that their previous calculations were incorrect.  He said the new formulas resulted in greater insurer profit.  
In response to a question from Rep. Golick, Mr. Foy said that for some insurers rising reinsurance costs consumed as much as 40 cents of each premium dollar.
Mr. Foy said that, while the NAIC had not taken a particular position on what “actuarially sound” could mean, the Federal Commission contemplated under the proposal would investigate that and other issues.  He said regulators had removed any reference to a specific trigger point as a result of industry concerns that an initially proposed $25 to $50 billion threshold was too low because it was within what the industry could handle.
Dennis Burke of the Reinsurance Association of America (RAA) commented that if insurers and reinsurers were allowed to price according to actuarial soundness, there would be no need for a national catastrophe plan. 
The Subcommittee, after discussion, determined that it would support instituting a system whereby an insurance policy would contain a fixed-dollar deductible for non-catastrophe losses, a percentage-of-insured-value deductible for catastrophe losses, and the option of a lower catastrophe deductible should a consumer pay additional premium.
Legislators also supported the mitigation initiatives outlined in the draft, including low-interest mitigation loans; federal income tax credits for investments in property mitigation; grants and premium credits to retrofit existing structures; new, thoughtful land-use policies in hazard-prone areas; and strengthened and enforced building codes.  The Subcommittee recognized a July 2006 NCOIL resolution endorsing strong statewide building standards, as well as the proposed Model State Uniform Building Code.  Legislators did not specifically discuss the property certification program contemplated in the plan. 
The Subcommittee reiterated its long-standing support for revising IRS tax code to allow insurers to establish tax-deferred catastrophe reserves to prepare for future natural disasters.
The Subcommittee expressed strong reservations regarding requiring a mandatory offer of all-perils insurance coverage in which the NFIP would serve as a reinsurance mechanism.  Among other things, legislators had concerns as to the ability of insurers to pay flood claims themselves while depending on infusions of reinsurance money from the NFIP, particularly given the program’s recent funding history.  
Legislators indicated that such a significant restructuring of the way in which insurers pay flood claims would likely bring with it heavy administrative burdens that ultimately would impact consumers.

During discussion on the mandatory offer proposal, James Tuite of State Farm Insurance Companies said Congress long ago had shifted the NFIP from a reinsurance entity to a direct subsidy program in which primary insurers act as facilitators under a Write-Your-Own system.  He said Congress recognized that adverse selection, in which only those persons most at risk for flood damage will buy flood coverage, made it extremely difficult for the private industry to underwrite flood insurance and spread risk.
Mr. Tuite pointed to an experience in California after the state required homeowners’ insurers to offer earthquake coverage as part of their policies.  He said the market subsequently shrank in many hazard-prone areas because insurers could not absorb the earthquake risk.
Mr. Tuite suggested that rather than reconfigure the function of the NFIP, it would be wiser to support key NFIP reforms.  He commented that a reorientation of the program might be worse than the problem it tried to solve.
Tammy Velasquez of the American Insurance Association (AIA) opposed both the need for the national system envisioned by the NAIC plan and the proposed mandatory all-perils offer.   She said some Write-Your-Own companies would not have the capacity to pay flood claims themselves. 

Neil Alldredge of the National Association of Mutual Insurance Companies (NAMIC) and Mr. Griffin of PCI agreed.  Mr. Griffin said there are significant differences between what is allowed under a standard homeowners’ policy and what is included in a flood insurance contract.  Among other things, he said homeowners’ insurance tends to be far more comprehensive in response to market competition. 

Mr. Griffin said insurers in the Write-Your-Own program must settle flood claims in accordance with NFIP requirements or else must reimburse the NFIP for any portion of a claim that, according to the flood program, was not resolved following NFIP settlement guidelines.  Mr. Griffin said it would difficult to imagine the NFIP, in its new role as reinsurer, paying insurers for flood claims that were settled according to private-market, homeowners’ policy procedures.
Mr. Foy said it was important to remember what consumers wanted, which he said in Florida and other states was an all-perils insurance policy.  He noted that, under the current system, a homeowner could have four or more adjusters investigating damage on his or her home, depending on the different kinds of insurance the homeowner had purchased.  He said that if flood coverage were priced properly, he did not believe that insurer reimbursement from the proposed NFIP reinsurer would be problematic.  
The Subcommittee sympathized with the attempt by the NAIC plan to streamline the adjustment process but indicated that other efforts toward that end might be more appropriate.

Following further discussion, the Subcommittee unanimously voted to send a letter to Commissioner McCarty prior to the December NAIC Winter Meeting that would outline the Subcommittee’s initial comments on Layer One of the mega-catastrophe plan.  Ms. Thorson said she would distribute a draft of the letter to Subcommittee members attending the Napa meeting in order to ensure that it accurately reflected their thoughts.
ADJOURNMENT

There being no further business, the meeting adjourned at 4:30 p.m.
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