NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

SUBCOMMITTEE ON NATURAL DISASTER INSURANCE LEGISLATION

LAS VEGAS, NEVADA
NOVEMBER 15, 2007
DRAFT MINUTES

The National Conference of Insurance Legislators (NCOIL) Subcommittee on Natural Disaster Insurance Legislation met at the Rio All-Suite Hotel & Casino in Las Vegas, Nevada, on Thursday, November 15, 2007, at 10:45 a.m.

Sen. Dean Kirby of Mississippi, chair of the Subcommittee, presided.

Other members of the Subcommittee present were:



Rep. Pat Patterson, FL


Sen. Keith Faber, OH  


Sen. Ralph Hudgens, GA

Assem. Ivan Lafayette, NY

Sen. Robert Dearing, MS

Sen. William J. Larkin, Jr., NY

Rep. Donald Flanders, NH

Rep. Larry Taylor, TX


Rep. George Keiser, ND

Other legislators present were:  


Sen. Joseph Crisco, CT


Sen. Charles Wiger, MN
Rep. Robert Herkes, HI

Sen. John Horhn, MS





Sen. Ruth Teichman, KS

Rep. Bruce Goforth, NC

Rep. Ted Edmonds, KY

Rep. Frank Wald, ND

Rep. Joseph Fischer, KY

Assem. Joseph Morelle, NY

Rep. Jeffrey Greer, KY


Rep. James Zehringer, OH

Rep. Dennis Horlander, KY

Rep. Robert Godshall, PA

Rep. Dennis Keene, KY

Rep. Roger Picard, RI
Rep. Leon Lillie, MN


Sen. Ann Cummings, VT
Sen. Linda Scheid, MN

Rep. Virginia Milkey, 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 July 19, 2007, meeting in Seattle, Washington.

PENDING NATURAL DISASTER INITIATIVES
Robert Zeman of Allstate Insurance Company overviewed state and federal natural disaster insurance activity.  Regarding state initiatives, he said, eight (8) jurisdictions had proposed and/or passed legislation that supported a broader governmental role in natural disaster preparedness.  He said that most efforts endorsed development of state or regional catastrophe funds but proposals in Florida, Hawaii, and Louisiana also urged congressional action.  Mr. Zeman said Missouri, New Jersey, New York, Rhode Island, and Texas were the other states considering the natural disaster issue. 
Regarding federal activity, Mr. Zeman said federal lawmakers had introduced five (5) new bills since the 2007 NCOIL Summer Meeting.  Sen. Christopher Dodd (D-CT) had sponsored S. 2286, the Commission on Natural Catastrophe Risk Management and Insurance Act of 2007, that Mr. Zeman said would create a nonpartisan commission to examine the financial feasibility of national, regional, or other pooling mechanisms.  Mr. Zeman said Sen. Dodd had also introduced S. 2284, the Flood Insurance Reform and Modernization Act of 2007, that would strengthen and update the National Flood Insurance Program (NFIP).
Mr. Zeman said that Rep. Maxine Waters (D-CA) and 13 co-sponsors had offered H.R. 3121, passed by the full House of Representatives on September 27.  The bill would restore the financial solvency of the NFIP and incorporated elements of an earlier proposal, H.R. 920, that would require the NFIP to offer wind coverage in addition to flood.  Mr. Zeman said H.R. 920, the Multiple Peril Insurance Act, had been introduced by Rep. Gene Taylor (D-MS) in February.
Mr. Zeman reported that Reps. Ron Klein and Tim Mahoney (both D-FL) had introduced H.R. 3355, the Homeowners’ Defense Fund Act of 2007, which the full House passed on November 8.  Mr. Zeman said the bill was comprised of three (3) parts.  First, he said, it would create a consortium that would help state catastrophe funds pool their resources to invest in capital markets.  Second, he said, the bill would allow the Treasury to make low-interest loans to state reinsurance funds in order to protect their liquidity following a natural catastrophe.  Finally, Mr. Zeman said, the bill would establish a federal program that would sell reinsurance to state reinsurance funds.  He said the federal program would cover high-level losses following a catastrophic event and would impose certain requirements on the state reinsurance funds before they could receive money from the Treasury.  He said Sens. Hillary Clinton (D-NY) and Bill Nelson (D-FL) had recently sponsored a companion bill,    S. 2310.  
In response to questions from Rep. Keiser, Mr. Zeman discussed funding sources contemplated under H.R. 3355.  Scott Gilliam of Cincinnati Insurance Companies said the Bush Administration had issued a veto threat because officials thought the plan would ultimately rely on taxpayer dollars.  
Dennis Burke of the Reinsurance Association of America (RAA) said that under the bill, theoretically, state reinsurance programs would reimburse the Treasury for loans they receive.  He commented, though, that Treasury might have to waive the payback requirement after certain massive losses—similar to when Treasury recently waived the NFIP’s approximately $20 billion loan because the NFIP could never repay the money.
Marsha Cohen, also of the RAA, reported that Sen. Dodd had just introduced two (2) additional natural disaster bills that, she predicted, the insurance industry might all support.  S. 2327, the Homeowners’ Insurance Assistance Act of 2007, she said, would amend IRS tax code to let coastal homeowners in certain areas take tax credits of up to 50 percent of their homeowners’ insurance premiums, with a maximum deduction of $250 annually.  She said  S. 2328, the Property Mitigation Assistance Act of 2007, would allow the Federal Emergency Management Agency (FEMA) to establish a grant program that would help states promote pre-disaster mitigation.
Brett Palmer of the National Association of Insurance Commissioners (NAIC) reported that the NAIC had supported the Klein-Mahoney H.R.3355 bill as it had appeared before the House added the reinsurance component at the close of legislators’ floor deliberations.  He said that the first two (2) components of the bill, regarding the pooling consortium and the Treasury loans, would establish tools for states to use only if they wanted to.  Regarding the Treasury loans, Mr. Palmer said that although it would be possible for Treasury to waive the payback requirement, public policymakers could expect that the federal government would be reimbursed.    
Eric Goldberg of American Insurance Association (AIA) expressed concern that H.R. 3355’s Treasury loan program would allow a state to create a “thinly financed” catastrophe fund that could quickly run out of money following a catastrophic event and then benefit from a low-interest Treasury loan.  He said state funds should be eligible for the loan program only if they first manage a certain level of catastrophe risk across the state.
TRAVELERS INSURANCE COMPANY PROPOSAL
John Miletti of Travelers Insurance Company overviewed a draft Travelers plan that he said was a conceptual, private market–based proposal to prevent the federal government from interfering in insurance underwriting.  He said the Travelers’ system would establish four (4) or five (5) regional coastal zones based on zip codes and extending from Texas to Maine.  He said almost all of the Florida would fall within a Travelers’ zone. 

Mr. Miletti said there would be risk-based pricing within the zones.  He then described items associated with such pricing; said there would be minimum and maximum rates in each zone; explained that insurers in each zone would be allowed to accumulate catastrophe reserves; and stressed that the Travelers’ system would only address hurricane risk (rather than tornado or other wind damage).  Regarding catastrophe forecasting, Mr. Miletti said companies would look back at the last ten (10) years’ disaster experience.  
Under the program, Mr. Miletti said, the federal government would establish common sets of underwriting and claims handling requirements—which state insurance departments would then have to enforce.  Issues such as solvency and market conduct, as well as regulation of other lines of insurance, would remain state responsibilities.
Mr. Miletti said that in order to help policyholders adjust to new risk-based rates, the federal government would provide a credit/incentive mechanism to policyholders in the Travelers’ zones based on economic need, as well as on their loss mitigation efforts.  He said the federal government would also give economic incentives to states based on their adoption and enforcement of federal building standards, among other things.
Mr. Miletti said Travelers would require mandatory participation in the NFIP for coastal and flood zones and would require residual market mechanisms in zone states to “play by the same rules” as the private markets.  At a minimum, he said, these mechanisms could charge no less than the same rates private insurers charge.

CLIMATE CHANGE
Mr. Palmer of NAIC briefly addressed regulator efforts regarding the insurance impacts of climate change.  He said the NAIC had lost a driving force in its efforts due to the death of one of the Climate Change Task Force co-chairs, Commissioner Tim Wagner of Nebraska.  Mr. Palmer said regulators were continuing their work on a white paper that, among other things, looked at whether insurers should make enhanced disclosures regarding their climate change exposure and, if so, what should be disclosed and where.  He said the Task Force was also examining initiatives by U.S. and non-U.S. companies to mitigate against carbon-production activity and other climate change factors. 

Mr. Palmer said regulators would consider the draft white paper at the upcoming NAIC Winter Meeting but that no vote was scheduled.
Neil Alldredge of National Association of Mutual Insurance Companies (NAMIC) expressed concern regarding the possibility of further insurer disclosure requirements.  He said a new disclosure mandate would force the insurance mechanism to enter the climate change debate—since insurers would have to disclose the companies they invest in and would be penalized in some fashion for selecting companies that are not “green” enough.
REPORT ON NAIC NATURAL CATASTROPHE ACTIVITY
Mr. Palmer said regulators, among other things, had recently discussed a South Carolina proposal to enact natural catastrophe reform.  He said the plan would establish a pro-rata system for allocating loss in cases where both wind and water caused damage.  Mr. Palmer said that the percentage of loss would be based on physical evidence.  In instances where a dwelling is destroyed and only a slab remains, Mr. Palmer said, the proposal would pay claims based on formulas tailored to individual areas.  He said the program would require a significant change in the way state regulators respond after natural disasters, as well as in the way the NFIP operates.
STATE CATASTROPHE FUNDS
Ms. Thorson said Sen. Steven Geller of Florida had submitted a proposed Resolution Regarding a New Approach to State Catastrophe Funds and Federal Mega-Disaster Assistance.  She said Sen. Geller had been scheduled to attend the Annual Meeting but had to revise his plans just prior to the conference.
Ms. Thorson explained that the resolution overviewed long-standing NCOIL support for certain natural disaster initiatives and recognized congressional interest in the issue.  She said the resolution supported a system in which optional state/regional catastrophe funds would serve as pass-through mechanisms for distribution of federal monies following qualified natural disasters.  Ms. Thorson said the monies would be interest-free loans payable to the Treasury over 20 years.
The Subcommittee voted unanimously to defer its consideration of the proposed resolution until the 2008 Spring Meeting in order for Sen. Geller to lead the discussion.
HAWAII NATURAL DISASTER ISSUES
Rep. Herkes overviewed catastrophe challenges unique to Hawaii, reporting that he has every type of natural hazards in his district except windstorm.  He said that following recent consultations with scientists and insurer, real estate, and financial market representatives, he and his fellow legislators were convinced that Hawaii must establish scientific-based risk zones followed by adoption of appropriate building codes.  He took issue with the idea that a catastrophe preparedness plan should address only hurricanes, stressing that policymakers, including NCOIL, need to take a global view.

Rep. Herkes then endorsed pre-event risk-based pricing and discussed his efforts to reactivate a now dormant Hawaii catastrophe fund. 
Sen. Teichman agreed that states must take a broader view of disaster exposure, noting that her state had suffered from several hazards in recent months.
ADJOURNMENT

There being no further business, the meeting adjourned at 11:45 a.m.
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