NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

SUBCOMMITTEE ON NATURAL DISASTER INSURANCE LEGISLATION

PHILADELPHIA, PENNSYLVANIA
JULY 9, 2009
MINUTES

The National Conference of Insurance Legislators (NCOIL) Subcommittee on Natural Disaster Insurance Legislation met at the Marriott Philadelphia Downtown in Philadelphia, PA, on Thursday, July 9, 2009, at 8:50 a.m.

Rep. George Keiser of North Dakota, acting chair of the Subcommittee, presided.

Other members of the Subcommittee present were:



Sen. Ralph Hudgens, GA


 


Sen. William Haine, IL


Rep. Donald Flanders, NH

Rep. Charles Curtiss, TN
Other legislators present were:

Sen. Ruth Teichman, KS

Assem. Nancy Calhoun, NY

Sen. Chris Steineger, KS

Assem. Joseph Morelle, NY


Rep. Ron Crimm, KY


Rep. Dan Dodd, OH


Rep. Barb Byrum, MI


Rep. Brian Kennedy, RI


Rep. Marc Corriveau, MI

Sen. Ann Cummings, VT


Sen. Jerry Klein, ND


Rep. Kathleen Keenan, VT


Sen. Carroll Leavell, NM

Also in attendance were:


Susan Nolan, 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

Upon a motion made and seconded, the Subcommittee voted unanimously to approve the minutes of its February 27, 2009, meeting in Washington, DC.

NAIC ACTIVITY

CATASTROPHE RATING MODEL
Eric Nordman of the National Association of Insurance Commissioners (NAIC) reported that the NAIC had hired a consultant, as well as an earthquake subcontractor, to study issues relating to possible development of an NAIC rating model.  He said the consultant had released a report, which the NAIC economist and information technology staff were reviewing in order to draft a corresponding cover paper.  Mr. Nordman said that a group of regulators, primarily from catastrophe-prone states, as well as actuaries, lawyers, and others then would examine the report and cover paper.  

Mr. Nordman stated that the NAIC would expend roughly $15 million over a two-year period to develop a basic rating model.  He said the model would be a less-detailed version of commercial models already on the market and that the potential cost of creating an NAIC product, as well as how it would be funded, were critical concerns.  
Mr. Nordman said regulators also were discussing alternative mechanisms, including regional commissions that would evaluate private-sector models.  Regulators also, he said, were considering enhancements to an already-existing regulator handbook that allowed states to access information on catastrophe modelers.  
Mr. Nordman reported that an NAIC Internal Administration (EX1) Subcommittee, which he said dealt with the organization’s budget issues, also would consider the report once it was finalized.  He said that if the Subcommittee approved the budget item, it would be released for public comment along with other NAIC budget items.

MEGA-CATASTROPHE WHITE PAPER

Mr. Nordman reported that the NAIC Property and Casualty Insurance (C) Committee had adopted a long-awaited white paper entitled Natural Disaster Risk:  Creating a Comprehensive National Plan during the June NAIC meeting in Minneapolis.  He described evolution of the paper and commented that the final product was more of a compendium of regulator perspectives rather than a single framework for reform.
Mr. Nordman said the report contained four layers, beginning with personal and private-market responsibility and moving to creation of a national commission to evaluate a need for federal involvement.  He said that Director Michael McRaith (IL), chair of the C Committee, last year had invited regulators to contribute comments for inclusion in the white paper. 
Mr. Nordman reported that the NAIC Executive Committee and Plenary would consider the white paper at the September NAIC Meeting.
Dennis Burke of the Reinsurance Association of America (RAA) commented that natural catastrophes were an insurable risk.  He referred to Director McRaith’s comments at the beginning of the white paper, in which the Director acknowledged regulators’ inability to endorse a single plan.     

PENDING INITIATIVES
STATE ACTIVITY

JoAnne Kron of Allstate Insurance Companies reported that Missouri, New Jersey, and New York were again considering catastrophe fund legislation.  She said that NCOIL Subcommittee Chair Sen. Joseph Crisco had introduced a bill in Connecticut that would have formed a study commission on the feasibility of creating a state catastrophe fund.  She also noted that the California legislature had passed a joint resolution expressing strong support for earthquake-related mitigation efforts.
In response to a question from Sen. Haine, Ms. Kron said that Allstate supported state catastrophe funds, as well as a federal backstop.  John Ashenfelter of State Farm Mutual Insurance Companies reported that State Farm supported catastrophe funds in certain states, depending on specific risks involved.  He noted that NCOIL had adopted a catastrophe fund model act.
Eric Goldberg of the American Insurance Association (AIA) said catastrophe funds were unnecessary.  He said that the most active fund, located in Florida, was created when the reinsurance market had “dried up” after Hurricane Andrew in 1992, but that such a situation no longer existed.  He said that as a result of the Florida fund, rates in the state had risen and new business had failed to enter the market.
Marsha Cohen of the RAA expressed support for the private market system over state catastrophe funds.  She cautioned that a majority of insurance industry in states with pending catastrophe fund bills were opposed to those mechanisms.  
David Eppstein of the National Association of Professional Insurance Agents (PIA) stressed the importance that agents placed on ensuring that policies were written by financially strong insurers. 

FEDERAL EFFORTS

Ms. Thorson reported on legislation pending in both the U.S. House of Representatives and Senate, including H.R. 83, the Homeowner’s Insurance Protection Act, which she said would establish a reinsurance program for certain state funds that would be administered by the Secretaries of Treasury and Homeland Security.  The bill, she explained, stated that federal reinsurance should not compete with private reinsurance markets; would establish a nine-member commission to advise the Treasury Secretary on program costs and effectiveness; and would have the General Accountability Office (GAO) examine the National Flood Insurance Program (NFIP).

Ms. Thorson said that H.R. 1264, the Multiple Peril Insurance Act, was Rep. Gene Taylor’s (D-MS) latest effort to incorporate windstorm coverage into the NFIP.  She reported that the bill, which she said the insurance industry widely opposed, would require the NFIP to offer stand-alone windstorm coverage, as well as combination windstorm-flood insurance.  She then addressed proposed limits on residential and non-residential coverage.   
Ms. Thorson overviewed H.R. 2555, the Homeowners’ Defense Act, which she said was similar to legislation introduced in previous sessions.  She said the bill would create a consortium to help state funds access capital markets, would authorize the Treasury to guarantee debt issued by eligible state funds, offer federal reinsurance to such funds, and would create a mitigation grant program.  
Ms. Thorson then addressed H.R. 2592, the Safe Building Code Incentive Act; H.R. 3026, the Hazard Mitigation for All Act; and H.R. 3027, the Pre-Disaster Hazard Mitigation Enhancement Program Act.
Regarding Senate activity, Ms. Thorson reported on S. 886, the Catastrophe Obligation Guarantee Act, noting that it would create a system in which the federal government guaranteed debt issued by eligible state programs—$5 billion for earthquake perils, she explained, and $20 billion for all other perils.  Ms. Thorson said that to access the program states would need to have nationally recognized building code standards and rate structures that recognized mitigation efforts.
Finally, Ms. Thorson overviewed S. 505, a companion bill to H.R. 2555.  In addition to creating a catastrophe consortium, she said, S. 505 would establish a fund that would give loans to state and regional reinsurance programs and would set forth loan repayment terms.  Ms. Thorson said the bill also would require Treasury to submit an annual report to Congress regarding outstanding loans.
PUBLIC/PRIVATE CATASTROPHE FINANCING PROPOSAL
Rep. Keiser praised NCOIL for developing a model act on strong statewide building codes and a resolution on land-use strategies.  He described a financing mechanism as the third and perhaps most difficult leg of the stool.  He then overviewed North Dakota legislative and other initiatives related to flooding along the Red River.

Rep. Keiser stressed a need for personal responsibility and sound actuarial principles and said that states are obligated to address catastrophe financing.  He said he supported incentives for private-market participation over penalties that would mandate involvement.  He noted that the proposed public-private financing system he had introduced would rely on such incentives and would build upon NCOIL building code and land-use efforts. 
Sen. Hudgens, Sen. Haine, and Rep. Keiser discussed issues related to the NFIP and the Federal Emergency Management Agency (FEMA).
Martin Simons of the American Academy of Actuaries (AAA) commented that Rep. Keiser’s proposal had much merit but that AAA had significant concerns with its proposed target level for a state catastrophe pool.  Mr. Simons noted that under the proposal a state pool’s targeted financing level would be 70 percent of the total insured amount that a state would need in order to cover the average exposure of the three largest natural catastrophes within the state over the last 15 years.  Mr. Simons described how a prospective analysis, rather than a historical one, would be more actuarially sound.  
Mr. Simons addressed other related issues, including a need for actuarially sound premiums; interest rates and timeframes for repaying federal loans to state catastrophe pools; and ensuring that a state pool could meet its targeted financing level upon the pool’s creation.
Joe Thesing of the National Association of Mutual Insurance Companies (NAMIC) said that while his organization appreciated Rep. Keiser’s proposal, NAMIC believed several issues called for further discussion.  He suggested that NCOIL form a working group that would collaborate with insurance industry representatives to more fully develop the financing plan.  Mr. Thesing reported that NAMIC companies disliked state catastrophe pools in general but believed that if a state established one, the pool should have a high attachment point that would ensure it covered only mega-catastrophes.  He stressed that a financing system must require actuarially sound rates.
Mr. Goldberg of AIA said that a majority of consumers who wanted to buy homeowners’ coverage could either purchase it directly through the private insurance market or indirectly through a state residual market mechanism.  He commented that regulatory environments in certain catastrophe-prone states were not conducive to a healthy private insurance system.  Mr. Goldberg said “affordability” was a social, rather than insurance, concept and that insurers believed some consumer subsidies might be appropriate.  
Ms. Cohen of RAA suggested that NCOIL discuss other state catastrophe programs.  In response to a question from Ms. Cohen, Rep. Keiser said that he hoped his financing proposal would supplant the 1995 NCOIL catastrophe fund model act.
Lynn Knauf of the Property Casualty Insurers Association of America (PCI) stressed that private capital would not enter insurance markets until insurers could charge actuarially sound rates.  She said certain federal proposals could result in price suppression, and she echoed Mr. Goldberg’s support for consumer subsidies.  Ms. Knauf encouraged NCOIL to hear from regulators regarding their state catastrophe efforts.

Mr. Burke of RAA then spoke to issues regarding risk-based pricing and catastrophe rating models. 
Ms. Kron of Allstate Insurance Companies said Allstate supported comprehensive catastrophe preparedness that included mitigation, state and federal financing, and suitable funding for emergency responders, among other things.  She said that Allstate questioned whether a private insurance market would have existed in Florida if not for creation of the state’s hurricane catastrophe fund following Hurricane Andrew.

Rep. Keiser said the Subcommittee could either continue consideration of the proposal at the November Annual Meeting or hold interim conference calls with members of the insurance industry prior to that time.  Sen. Hudgens endorsed continuing consideration in November.  Rep. Keiser said the Subcommittee would hear from a variety of interested parties at the Annual Meeting.  He then commented that development of the financing proposal could take one year.
ADJOURNMENT

There being no further business, the meeting adjourned at 9:35 a.m.
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