NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

SUBCOMMITTEE ON NATURAL DISASTER INSURANCE LEGISLATION

NEW ORLEANS, LOUISIANA
NOVEMBER 19, 2009
DRAFT MINUTES

The National Conference of Insurance Legislators (NCOIL) Subcommittee on Natural Disaster Insurance Legislation met at the Royal Sonesta Hotel in New Orleans, LA, on Thursday, November 19, 2009, at 8:30 a.m.

Rep. Chuck Kleckley of Louisiana, co-vice chair of the Subcommittee, presided.

Other members of the Subcommittee present were:



Sen. Ralph Hudgens, GA


 

Sen. Robert Dearing, MS

Sen. Dean Kirby, MS

Rep. George Keiser, ND

Rep. Charles Curtiss, TN
Other legislators present were:

Sen. Ruth Teichman, KS

Sen. Buck Clarke, MS


Rep. Bruce Goforth, NC







Sen. Carroll Leavell, NM


Rep. Brian Kennedy, RI


Rep. Craig Eiland, TX

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 July 9, 2009, meeting in Philadelphia, Pennsylvania.

DEVELOPMENT OF NAIC CATASTROPHE RATING MODEL
Louisiana Insurance Commissioner James Donelon, on behalf of the National Association of Insurance Commissioners (NAIC), reported that during the NAIC’s 2009 budget process, regulators had allocated $200,000 to consider the feasibility of developing an NAIC catastrophe rating model.  He said that a study group charged with reviewing the topic had consulted with various experts and had made recommendations to an NAIC Internal Administration Subcommittee (EX1).  
The recommendations, Commissioner Donelon said, had included developing a commercial-grade NAIC regulatory model; establishing a national commission patterned after a similar commission in Florida to examine methodologies for projecting hurricane risk; and developing improved guidance for state regulators who were charged with reviewing models and their rate-filing impacts.  He said that the NAIC also could decide against acting.  Commissioner Donelon reported that the EX1 Subcommittee planned to review recommendations not offered by the study group.  He said that the EX1 Subcommittee understood a need to balance transparency with financial and other demands associated with creation of an NAIC model. 
Commissioner Donelon said that a public catastrophe model would provide a benchmark against which regulators could examine private-sector models.  He offered comments on how a Florida public rating model compared to existing private models.  He noted that the Florida Insurance Commissioner had proposed using the Florida model as an NAIC starting point.  
Commissioner Donelon addressed components of rating models, as well as specifics regarding the NAIC study group’s efforts.  He said that the proposed 2010 NAIC budget did not provide funds for an NAIC rating model.
OTHER COMMENTS
Lynn Knauf of the Property Casualty Insurers Association of America (PCI) overviewed a recently released PCI guidebook regarding natural catastrophes.  She said that insurer CEOs had prepared the report, rather than PCI staff.   The study, she said, addressed the nature of catastrophe perils, availability and affordability of coverage, pros and cons of various regulatory responses, and basic catastrophe terminology, among other items.
PUBLIC-PRIVATE CATASTROPHE FINANCING PROPOSAL
Rep. Keiser, sponsor of a proposed System for Public-Private Natural Catastrophe Financing, reported that NCOIL already had addressed two of three important elements of catastrophe regulatory reform, pointing to an NCOIL model act that promoted strong statewide building codes and to an NCOIL resolution in favor of certain land-use strategies.  He said that NCOIL still needed to examine a financing component.
Rep. Keiser, after commenting on experiences in North Dakota, described his proposal as a starting point for Subcommittee debate.  He said that his plan would rely significantly on the private sector and would offer incentives to help private insurers prepare for natural disasters.  Rep. Keiser said that catastrophe financing affected all states.  He also said that his proposal would improve accessibility and affordability of coverage.
Bob Mackin of Mackin & Company said he supported the proposed financing system.  He said it was a balanced plan and then commented on the importance of inland-state participation.  Sen. Teichman stressed that Kansas had significant exposure to a variety of natural hazards.

Interested parties commented on the proposal.  Marty Simons, representing the American Academy of Actuaries (AAA), said that a financing system should rely on actuarially sound cost estimates for different types of disasters.  He said that use of catastrophe models should be mandatory and that financing systems should be revised periodically to account for changes in underlying costs and demographics.  In response to remarks from Rep. Keiser regarding the National Flood Insurance Program (NFIP), Mr. Simons commented that a financing plan should incorporate all catastrophe risks that exceeded a certain level.
John Forney of Raymond James & Associates supported a multi-tiered, public-private sector partnership in which all levels of government participated.  He said that timing risks associated with mega-catastrophes, among other factors, made creation of a financing plan necessary.  Mr. Forney said that risk-based rates and mitigation were not enough to anticipate certain mega-catastrophic losses.  He then commented that controversial Florida catastrophe reforms had been more successful than generally reported.    
Steve McManus of State Farm Insurance Companies said that State Farm supported state flexibility to create public-private financing systems.  He said that markets and exposures varied from state-to-state and that legislators should look beyond anecdotal evidence to determine what affordability and availability challenges actually existed.  Mr. McManus cautioned against regulatory barriers to market entry and exit. 
Eric Goldberg of the American Insurance Association (AIA) said that the private insurers could cover future mega-catastrophe claims.  He expressed concern with the NCOIL financing proposal, particularly regarding its establishment of state catastrophe funds.  He said that state cat funds failed to diversify risk and disallowed actuarially sound rates.  
Mr. Goldberg doubted the effectiveness of state tax breaks, as supported by the NCOIL proposal, and he cautioned against a federal catastrophe role.  Mr. Goldberg said that suitable reform would feature streamlined state form-filing approvals and allowance for certain computer modeling approaches, among other things.  He outlined an AIA five-pronged approach to remedy the catastrophe insurance market and then said that affordability was a social, rather than insurance, concern. 
Dennis Burke of the Reinsurance Association of America (RAA) asserted that the private insurance and reinsurance markets could handle catastrophe risk.  He commented on state allocation of funds to address catastrophe hazards, and he echoed Mr. McManus’ concerns regarding market entry and exit.  Regarding growth in market capital, Mr. Burke said that catastrophe bonds were becoming increasingly popular partially, he said, because large pension funds were using them to diversify their investment portfolios.
Mr. Burke said that the Subcommittee’s proposed financing plan would subsidize states that suppressed their rates.  He cautioned that the proposed NCOIL system ultimately would lead to unwise building and other behavior, and thus higher insured costs.  He said that RAA would support certain insurer tax-free catastrophe reserves.
Rep. Kleckley said the Subcommittee would further review the proposal at the next NCOIL meeting.
PROPOSED 2010 SUBCOMMITTEE CHARGES

Ms. Thorson said that the proposed Subcommittee charges for 2010 were as follows:
· Finalize development of a proposed public-private catastrophe financing framework

· Monitor state and federal natural catastrophe initiatives

· Examine issues regarding state preparedness for earthquake risk
Following a comment on the importance of state reinsurance needs, and upon a motion made and seconded, the Subcommittee approved the charges via unanimous voice vote.

ADJOURNMENT

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