NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

SUBCOMMITTEE ON NATURAL DISASTER INSURANCE LEGISLATION

WESTON, FLORIDA
FEBRUARY 23, 2006
MINUTES

The National Conference of Insurance Legislators (NCOIL) Subcommittee on Natural Disaster Insurance Legislation met at the Bonaventure Resort & Golden Door Spa in Weston, Florida, on Thursday, February 23, 2006, at 9:15 a.m.

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

Other members of the Subcommittee present were:

Sen. Joe Crisco, CT


Assem. Ivan Lafayette, NY

Rep. Donald Brown, FL

Rep. George Keiser, ND

Rep. Pat Patterson, FL

Rep. Kenneth Bingham, SC

Rep. Dennis Ross, FL


Rep. Gene Seaman, TX

Rep. Shirley Bowler, LA

Other legislators present were:  


Sen. Neil Breslin, NY


Rep. Robert Godshall, PA
Sen. Carroll Leavell, NM

Rep. Tony Melio, PA

Assem. Nancy Calhoun, NY

Rep. Brian Kennedy, RI
Sen. William J. Larkin, Jr., NY
Rep. Larry Taylor, TX
Sen. Duane Mutch, ND

Rep. Mark Young, VT


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 November 18, 2005, joint meeting with the NCOIL Task Force on Terrorism in San Diego, California.

PENDING FEDERAL LEGISLATION

JoAnne Kron with Allstate Insurance Company reported that Congress was considering three bills related to natural disaster insurance.   She said The Homeowners Insurance Protection Act of 2005 (H.R. 4366) would establish a government-sponsored national catastrophe fund financed through the sale of federal reinsurance to state cat funds.  She said those state funds would be required to charge actuarially sound rates.  Ms. Kron said H.R. 4366 also would require that 1) states adopt strong statewide building codes and effective enforcement measures, 2) institute anti-price gouging practices following a disaster, and 3) dedicate a percentage of state fund monies to mitigation and land-use initiatives.
Ms. Kron said H.R. 4507, The Natural Catastrophe Insurance Act of 2005, was similar to H.R. 4366 but also would apply to commercial risks.  She said H.R. 2668, The Policyholder Disaster Protection Act of 2005, would allow insurers to set aside tax-deferred catastrophe reserves.  
Ms. Kron acknowledged that no hearings had been scheduled for any of the bills.  She said sponsors were working to expand support among lawmakers, including attracting more geographically diverse co-sponsors.
Sen. Geller noted that NCOIL is on record as supporting tax-deferred catastrophe reserves and commented that, although they might be the least controversial proposal, the reserves’ economic impact could make them the least likely to succeed.  

Ms. Kron said H.R. 4366, which Allstate and other parties were aggressively working to enact, could incorporate tax-deferred reserves. She said the two bills were not mutually exclusive.  Neither, she said, would address terrorism risk.    
Scott Gilliam of Cincinnati Insurance Companies said there were three significant differences between H.R. 4507 and the personal-lines only H.R. 4366.  He said H.R. 4507 would institute a $50 billion trigger, rather than a “1-in-100-year event” threshold.  The industry is more receptive to this specific attachment point, he said, because it already can handle a $50 billion disaster.
Second, Mr. Gilliam said, H.R. 4507 would only allow a state cat fund to purchase federal reinsurance if it had laws allowing insurers to charge risk-based rates.  Third, he said, the bill would require that the pricing mechanism for federal reinsurance be somewhat higher than similar coverage offered in the private reinsurance market.  
NEW YORK STATE CATASTROPHE FUND LEGISLATION

Sen. Larkin said that he and Assem. Lafayette had introduced a study bill in New York that could serve as a model for other states as well. 
Assem. Lafayette said New York is a complex, diverse jurisdiction and that, to accommodate this, the study bill would allow for in-state regionalization.  He encouraged NCOIL to review the proposal as a potential model law.

Steve Casscles, counsel to Sen. Larkin, overviewed the bill.  He said the bill would:
· establish a cat fund authority, meaning that the state could not “raid” the fund  
· establish a $6 billion retention level that would increase with inflation and premium written, followed by a $15 billion cap on state fund participation, after which the federal government would need to step in  
· allow an insurer to choose one of three coverage bands that best meets its needs (75 to 85 percent, 85 to 95 percent, or 65 and up)—unlike the Florida cat fund, which allows insurers to choose from one of three coverage levels (90, 75, or 45 percent)
· allow the fund authority to negotiate with other cat funds regarding fund mergers, on the premise that larger, more regional mechanisms are more responsive to market needs

· specify that the fund should outreach with domestic and international reinsurers to determine how they might participate in the proposed system, including, perhaps, allowing them to contribute money to the fund that might either be tax-deferred or tax-forgiven 

NAIC MEGA-CATASTROPHE PLAN

Sen. Geller said NCOIL has historically taken the lead on the need for a national mega-catastrophe plan and overviewed recent NCOIL-National Association of Insurance Commissioners (NAIC) collaboration on the issue.
Ray Spudeck of the Florida Office of Insurance Regulation, representing the NAIC, reported that the NAIC Catastrophe Insurance Working Group was refining a proposed mega-cat system and receiving comments from interested parties.  He said the organization had begun working on the issue in earnest in February 2005 and, at the time, considered both natural and man-made catastrophes.  He said the current proposal addresses only natural events.
Mr. Spudeck acknowledged that the NAIC plan, in an earlier draft, would have mandated all-perils insurance coverage, though it still would have allowed traditional homeowners’ exclusions.  Due to significant opposition from the insurance industry, he said, the current version would only require that insurers offer all-perils coverage, giving a consumer the chance to affirmatively opt-out.  
Regarding flood coverage, Mr. Spudeck said the NAIC proposal envisions the National Flood Insurance Program (NFIP) transitioning to a first-dollar reinsurer.  He commented that the “bedrock” of the mega-catastrophe plan would be mitigation.

In response to questions from Sen. Geller, Mr. Spudeck said the NAIC currently contemplated a fixed attachment point per state based on that jurisdiction’s risks.  He said the national advisory committee created under the NAIC plan would determine appropriate trigger levels.
Mr. Spudeck commented that pre-event funding was desirable because, among other things, it allows better pricing and more flexibility to fund mitigation efforts.
Sen. Geller said the current draft of the NAIC proposal was a “non-starter,” as it would add a layer of cost, as a result of purchasing federal reinsurance, to the operation of state funds.  He said this surcharge ultimately would be paid by policyholders.  Sen. Geller suggested revising the plan so that state funds must require insurers to lower their prices, on the basis that these primary companies would now be less responsible for covering insured losses than without the national mega-cat system.  
Mr. Spudeck responded that most states would be very reluctant to mandate insurance rates.  He said that the reinsurance protection created under the NAIC plan should result in rates decreasing on their own in a competitive marketplace.  He commented that, although premiums might initially increase under the NAIC proposal, the higher costs would be much less than what consumers would pay without a national mechanism.  
Rep. Brown and Mr. Spudeck discussed mitigation issues, including, among other things, rating individual properties for their disaster-readiness.  Mr. Spudeck noted that a similar program exists in Japan for earthquakes.
Eric Nordman of the NAIC outlined the timing of the NAIC efforts.  He said the Catastrophe Insurance Working Group would consider the issue at the NAIC Spring Meeting the following week and hoped to adopt something soon.
PROPOSED AMENDMENTS TO NCOIL RESOLUTION REGARDING NATURAL DISASTER INSURANCE ISSUES

Sen. Geller overviewed his proposed amendments to the NCOIL Resolution Regarding Natural Disaster Insurance Issues, originally adopted by NCOIL in July 2004.  He said the changes would, in part, recognize the recent work of the NAIC; commit NCOIL to working with regulators and other interested parties toward enactment of a national catastrophe system; support a federal role in a mega-cat program, as long as that role did not result in a net increase in consumer premiums; reassert NCOIL support for tax-deferred catastrophe reserves; and welcome additional dialogue regarding merging natural and man-made catastrophe risk.
The Subcommittee discussed the proposed amendments at length.  Sen. Leavell expressed doubt that a national system could be implemented without a rise in consumer premiums.  Sen. Geller responded that he did not object to rates continuing to increase as a result of a greater risk of loss.  What he objected to, he said, was a further increase as a direct consequence of creating a federal role.     
Rep. Keiser urged the Subcommittee to add language reaffirming NCOIL’s support for state insurance regulation.  He said this was important because legislators were asking for federal participation regarding state oversight, which he noted was an exception to general NCOIL policy.  
Rep. Ross encouraged the Subcommittee to specifically recognize that insurance industry members qualified as interested parties under the resolution.  By unanimous consent, the Subcommittee voted to so amend the resolution.
Mr. Gilliam said he had several proposed revisions to Sen. Geller’s amendments, which he did not have available for legislative review and which did not have a legislative sponsor.  Sen. Geller said the Subcommittee could not consider his suggestions under those circumstances.
James Tuite of State Farm Insurance Companies suggested clarifying or eliminating the reference to a net increase in consumer premiums due to a federal role.  He also suggested changing the word “policy” in the resolution to “program” in order to more accurately reflect the nature of the NAIC proposal.  
Legislators discussed options for revising the “net increase” amendment.  
Sen. Geller suggested adopting the proposed amendments, and subsequently the amended resolution, with the understanding that the full Property-Casualty Insurance Committee would consider clarifying amendments when it reviewed the document the next day.  He said that that forum also would be Mr. Gilliam’s opportunity to present his proposed changes, after having secured a sponsor and distributing the draft language to Committee members.

Following discussion regarding appropriate procedural action, legislators overwhelmingly voted the proposed amendments out of the Subcommittee—for discussion purposes only—with the understanding that the P-C Committee would consider revisions to the amendments the next day. 
STATE BUILDING CODES
Sen. Geller said he intended to sponsor, for Summer Meeting consideration, a proposed resolution endorsing statewide adoption of effective building codes.  He said strong building standards have proven successful at reducing insured damage in Florida and elsewhere.
Ms. Thorson said NCOIL had scheduled a general session on the assessment and enforcement of state building codes, to be held on February 25.  She said the panel discussion would lay the groundwork for the July Subcommittee deliberations. 
ADJOURNMENT

There being no further business, the meeting adjourned at 10:00 a.m.
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