NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

SUBCOMMITTEE ON NATURAL DISASTER INSURANCE LEGISLATION

WASHINGTON, DC
FEBRUARY 28, 2008
MINUTES

The National Conference of Insurance Legislators (NCOIL) Subcommittee on Natural Disaster Insurance Legislation met at the Hyatt Regency Washington on Capitol Hill in Washington, DC, on Thursday, February 28, 2007, at 10:30 a.m.

Sen. Steven Geller of Florida, co-chair of the Subcommittee, presided.

Other members of the Subcommittee present were:



Rep. George Keiser, ND


Assem. Ivan Lafayette, NY


Sen. William J. Larkin, Jr., NY

Other legislators present were:

Rep. Kurt Olson, AK


Assem. Joseph Morelle, NY


Sen. Bill Brady, IL


Assem. Joseph Hardy, NV


Sen. Jerry Klein, ND  


Rep. Tony Melio, PA

Rep. Frank Wald, ND


Rep. Warren Kitzmiller, VT

Sen. Neil Breslin, NY


Rep. Judith Livingston, VT



Also in attendance were:


Susan Nolan, Nolan Associates, NCOIL Executive Director


Candace Thorson, NCOIL Deputy Executive Director 


Mike Humphreys, NCOIL Director of State-Federal Relations


Jordan Estey, NCOIL Director of Legislative Affairs & Education
MINUTES

The Subcommittee voted unanimously to approve the minutes of its November 15, 2007, meeting in Las Vegas, Nevada.

PENDING STATE AND FEDERAL INITIATIVES

Sen. Geller said a representative of the U.S. House Financial Services Committee had been scheduled to address NCOIL regarding Committee efforts but was ultimately unable to attend.  
JoAnne Kron of Allstate Insurance Companies overviewed state and federal efforts.  Regarding the states, she said, Connecticut was holding a hearing that day on S.B. 167, a bill that would require the insurance commissioner to study the feasibility of establishing a state catastrophe fund.  The Georgia House, she said, held a January 30 second reading of H.R. 1076, which would create a House Study Committee on Georgia Coastal Property Insurance and would establish that any report the Committee might produce (H.R. 1076 would not require one) must be submitted by February 2009.  
Regarding Congress, Ms. Kron reported that the U.S. House had recently passed H.R. 3355, a bill co-sponsored by NCOIL keynote speaker Rep. Tim Mahoney (D-FL) and by Rep. Ron Klein (D-FL).  The legislation, she said, had moved to the Senate Committee on Banking, Housing, and Urban Affairs.  Ms. Kron said the bill would establish a capital markets consortium to help states pool their catastrophic risk; would offer loans to states and their reinsurance programs to help with liquidity and other needs; and would establish a federal reinsurance fund to cover mega-catastrophes.  She said that among the reinsurance fund provisions was authorization for a study on inclusion of commercial lines coverage.  Ms. Kron commented that House sponsors of H.R. 3355 were looking for broader Senate support.
H.R. 3121, a National Flood Insurance Program (NFIP) reform bill, Ms. Kron said, had passed the House after lawmakers had added a controversial provision that would require the NFIP to also offer wind coverage.  She said the bill would revise the flood program by phasing in actuarially sound rates for certain properties; increasing penalties for certain lenders; creating new NFIP coverage for items such as additional living expenses; requiring that the flood program participate in state mediation programs; prohibiting Write-Your-Own (WYO) insurers from denying payment on their wind-coverage claims when flood also contributed to a loss; and requiring the NFIP to repay the Treasury in ten years the more than $17 billion dollars the program had borrowed from it.  She described the bill as “languishing” in the Senate.  
Julie Gackenbach of Confrere Strategies offered additional insight into federal activity.  She said other pending bills would alter IRS tax code 1) for insurers that chose to pre-plan for a catastrophic event, 2) for homeowners who wanted to create catastrophe savings accounts, and 3) for policyholders with excessive homeowners’ insurance costs.  She predicted that there would be little new discussion of catastrophe issues in the House and that, due to an abbreviated calendar and election-year activity, the Senate would take scant action.   
Ms. Gackenbach noted that all natural catastrophe proposals were subject to newly reauthorized House-Senate “pay-go” rules, in which the costs of a new bill must be offset by decreased spending or increased revenue.  

Rep. Keiser expressed interest in state programs that offer tax credits for homeowner catastrophe funds and other catastrophe preparedness, as well as laws that require insurers to offer a range of deductible levels.  Dennis Burke of the Reinsurance Association of America (RAA) noted that South Carolina had passed a bill that offered state tax credits for needy consumers with high insurance costs, as well as tax incentives for homeowners with catastrophe savings accounts. 
NAIC ACTIVITY

CLIMATE CHANGE
Avery Brown of the National Association of Insurance Commissioners (NAIC) reported on recent Climate Change and Global Warming Task Force efforts.  He said regulators at a December 2007 NAIC meeting had explored whether insurers should be required to make enhanced disclosures regarding their exposure to climate change risk and, if so, what data should be disclosed and in what fashion.  The Task Force also exposed a draft white paper, Mr. Brown said, that concentrates on issues faced by regulators and attempts to assess where the insurance industry is with regard to climate change.  He said the white paper overviews solvency concerns, including investment opportunities and loss prevention efforts.  He added that at the March NAIC meeting the Task Force would present a range of proposals that would address carbon sharing and building codes, among other things, and that regulators would hold a hearing on the issue.  Mr. Brown said mandatory versus voluntary disclosure requirements were critical concerns.  

MEGA-CATASTROPHE REFORM

In response to questions from Sen. Geller, Mr. Brown said the NAIC supports an all-perils system but does not specifically endorse adding wind coverage to the National Flood Insurance Program (NFIP).  He said the NAIC favors a comprehensive rethinking of the entire issue and may support restructuring the flood program into a first-line reinsurance mechanism.

RESOLUTION REGARDING STATE CATASTROPHE FUNDS
Sen. Geller overviewed a proposed Resolution Regarding a New Approach to State Catastrophe Funds and Federal Mega-Disaster Assistance.  He remarked that mega-catastrophe preparedness is important throughout the country and that some regions are more susceptible to insured damage than is Florida.
Sen. Geller said the proposed NCOIL resolution, which he sponsored, was similar to the federal bill, H.R. 3355, that Ms. Kron had just addressed.  He said he was offering new amendments to the resolution, which had not met the 30-day deadline, that were the product of his recent discussions with interested parties.  The amended resolution, Sen. Geller explained, would support, among other things, an unspecified loss threshold beyond which the federal government could issue a state catastrophe fund an interest-free loan to help cover insured losses for which the catastrophe fund was exposed.  The loan, Sen. Geller noted, would be repayable over the course of 20 years.  He added that, under the resolution, options for federal assistance would include creation of a catastrophe reinsurance backstop.
Rep. Keiser, describing the resolution as “extremely important,” identified several concerns that some interested parties had brought to his attention, including items related to a state catastrophe fund’s repayment obligation; use of risk-based premiums; competition between state catastrophe funds and the private market; and subsidies for unwise development.

Ms. Kron said Allstate supported the proposed amended resolution because it encouraged state flexibility while preserving opportunities for federal assistance.  John Ashenfelter of State Farm Insurance Companies also issued support for the amended draft and commented that it was consistent with other long-standing NCOIL catastrophe efforts. 

Eric Goldberg of the American Insurance Association (AIA) opposed the resolution, predicting that, in the system contemplated by the amended draft, taxpayers in low-risk areas across the country would be forced to repay catastrophe loans designed to benefit homeowners in high-hazard locations.  He drew parallels with the Florida system, which he said promoted subsidies to the detriment of the private insurance market.  Regarding a federal role, Mr. Goldberg said, insurers historically pay significantly more after a natural catastrophe than does the federal government.  He characterized the plan proposed by the resolution as “deeply flawed.”

Mr. Burke of the RAA likewise opposed the amended resolution, expressing concern that a failure to allow risk-based pricing would lead to liquidity problems.  He warned that the NFIP might serve as an example of inadequate rates leading to excessive borrowing that might never be repaid.  He remarked that states should worry about their bonding ability in the current economic environment and should pursue even stricter building standards.
Lynn Knauf of the Property-Casualty Insurers of America (PCI) echoed opposition to the amended resolution, noting that it did not include requirements for mitigation or actuarially sound pricing.  She said PCI did not support use of interest-free loans on the grounds that they promote cross-subsidies.
Sen. Geller responded to insurance industry opposition by saying, among other things, that under current tax laws no insurer could prepare for a 1-in-100 or 1-in-200 year storm.
Sen. Geller then lamented the pace of Subcommittee deliberations.  Rep. Keiser moved that interested parties submit prior to the 30-day deadline any amendments to the resolution that they feel would be appropriate.  He added to his motion that the Subcommittee consider at the Summer Meeting only amendments submitted before the 30-day.  Legislators approved the motion via unanimous voice vote.  
ADJOURNMENT

There being no further business, the meeting adjourned at 11:35 a.m.
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