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          1  STATE AND FEDERAL LEGISLATION

          2                 CHAIRPERSON BAEZ: We will now bring

          3  this meeting to order. Good afternoon. My name is

          4  Maria Baez, Chair of the State and Federal

          5  Legislation Committee.

          6                 Let me begin first by introducing the

          7  members.

          8                 To my left, Council Member Addabbo,

          9  Council Member Dilan, Council Member Rivera, Council

         10  Member Fidler, Counsel to the Committee, Danielle

         11  Barbato, and Policy Analyst, Jake Herring.

         12                 Today we are here to discuss a

         13  preconsidered resolution which calls on the State

         14  Legislature and Governor to take steps to protect

         15  New York homeowners from catastrophic losses due to

         16  natural or man-made disasters.

         17                 This resolution is important as it

         18  urges the State to more accurately study and

         19  consider measures to stabilize and strengthen our

         20  state system of catastrophic insurance, with the

         21  hope that we may bring more stability to the

         22  sometimes unstable conditions that we face when hit

         23  by a natural or man-made disaster.

         24                 Thank you.

         25                 We will now be calling on the
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          2  individuals who would like to testify.

          3                 COUNSEL TO COMMITTEE: Jay Adolf.

          4  Protecting New York.

          5                 MR. ADOLF: Yes. I confess, I'm not

          6  used to doing this. I'm usually lurking in the

          7  background on these things. But first of all, I want

          8  to apologize for not having any written submission,

          9  but we were just invited to appear before you

         10  literally last night, so I didn't have a chance to

         11  prepare any written material.

         12                 I am Counsel to Bolton St. John's. We

         13  represent Protecting New York.org, which is the New

         14  York subsidiary of an organization called protecting

         15  America.org. That organization was established a

         16  little over a year ago for the purpose of advocating

         17  for and establishing insurance catastrophe funds,

         18  both on the state level and several states

         19  throughout the country and on the federal level, as

         20  well. So, we've been involved in two parallel

         21  efforts; one, to establish a catastrophe fund under

         22  federal law, similar to that which was established

         23  under 9/11 for terrorism risk. And also a continuing

         24  effort on the State level.

         25                 Legislation has been introduced in
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          2  addition to our state, in New Jersey, Connecticut,

          3  Massachusetts, in some of the Gulf states, Texas,

          4  Louisiana, and Mississippi.

          5                 Protecting America is a

          6  not-for-profit organization. It's chaired by James

          7  Lee Whitt, who was the FEMA Director under President

          8  Clinton, and Co-chaired by James Loy, who was the

          9  head of the Coast Guard under President Clinton.

         10                 They got interested in this whole

         11  effort both from an insurance perspective in terms

         12  of an attempt to stabilize and moderate the

         13  homeowners insurance market in areas where there was

         14  the greatest risk, and also because these funds have

         15  a unique aspect to them, which is that they

         16  accumulate money on a year-to-year basis, part of

         17  which is used to fund protective efforts, mitigation

         18  efforts for natural disasters, things like funds for

         19  municipalities, local governments, programs for

         20  warning systems, first responders, the upgrade and

         21  enforcement of Building Codes, all of these things

         22  that are related to coping with natural disasters.

         23                 The bills that have been introduced

         24  in the State Legislature, which are referenced in

         25  your proposed resolution, deal with the
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          2  establishment of the New York State Catastrophe

          3  Fund, which according to that fund, and according to

          4  federal law, would have requirements that require

          5  money to be disbursed every year for appropriation

          6  to the kinds of efforts that I've outlined.

          7                 The funds are essentially what we

          8  call "reinsurance funds," when insurance companies

          9  write primary insurance, the stuff that you and I

         10  buy, homeowners' insurance, the companies like State

         11  Farm and All State, Nationwide, the primary

         12  companies, those companies in turn, they go to

         13  reinsurance companies to spread out the risk, so

         14  that if they get hit with a huge catastrophic

         15  disaster, the risk is spread throughout other

         16  companies as well.

         17                 This fund would provide that

         18  reinsurance or back-up insurance to the companies

         19  and as a result it would help stabilize the primary

         20  market, the reinsurance would be less expensive

         21  because the State fund, number one, is

         22  not-for-profit, number two is tax exempt under

         23  federal law, and number three, instead of the money

         24  being distributed every year as profits through

         25  private companies, the money would accumulate on a
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          2  year-to-year basis, would earn money, and that money

          3  would be available in the case of a catastrophe.

          4                 There are obviously several technical

          5  aspects to the bill, but that's the essential, and

          6  when I spoke to Council about appearing today, I

          7  think that most importantly they wanted me to be

          8  available to answer any questions that you might

          9  have and discuss any suggestions that you might have

         10  to improve the legislation and hopefully to garner

         11  your support in calling on the State Legislature to

         12  enact this catastrophic fund.

         13                 Obviously, and I'm sure you're all

         14  familiar with it, there have been predictions that

         15  just by the law of averages and based on historical

         16  precedent, the likelihood has been increasing on a

         17  year-to-year basis that the East Coast will get hit

         18  with a Category 3 or worse hurricane, and obviously,

         19  if a hurricane of that force were to hit the

         20  metropolitan area, particularly New York City, the

         21  results would be beyond catastrophic, in terms of

         22  both property damage and even the possibility of

         23  loss of life and physical injury.

         24                 The last major hurricane to hit the

         25  East Coast was in 1938. It was called the "Long
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          2  Island Express," that was actually heading for New

          3  York City and veered off at the last moment, hit

          4  Long Island, and resulted at that time in the loss

          5  of almost 700 lives and hundreds of millions of

          6  dollars in property damage, and there is a real

          7  concern that since these things seem to work in 60

          8  to 70-year cycles, that the East Coast, possibly the

          9  metropolitan area, is due for a major catastrophic

         10  storm. And that's why we feel, and the members of

         11  the Coalition that comprises protecting America,

         12  feel that it's important to begin this effort, and

         13  this is one aspect of it and one way to get things

         14  moving to both stabilize the insurance marketplace

         15  and provide a funding stream for prevention and

         16  mitigation.

         17                 The last thing I'd like to say is, in

         18  terms of the membership of the Coalition, the

         19  American Red Cross is a member, New York City is a

         20  member through the Mayor's Office. Many local first

         21  responder groups, Building Code enforcement groups,

         22  real estate organizations, builders, cities,

         23  municipalities, counties are all members of this

         24  Coalition and have been supporting this legislation,

         25  both in New York and in the other states as well.
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          2                 So, I appreciate the time, and would

          3  like to answer any questions that you may have.

          4                 CHAIRPERSON BAEZ: Council Member

          5  Fidler.

          6                 COUNCIL MEMBER FIDLER: Mr. Adolf, I'm

          7  just curious about something.

          8                 MR. ADOLF: Sure.

          9                 COUNCIL MEMBER FIDLER: I'm reading

         10  the Council memo on this, it says that Intro. Senate

         11  3800 and Assembly 5118B, which would create the

         12  Catastrophe Program, will be funded by property

         13  insurance premiums. Could you tell me what

         14  percentage increase property insurance payers will

         15  see as a result of those?

         16                 MR. ADOLF: Well, actually that's a

         17  very general statement. The Fund will act -- the

         18  Catastrophe Fund would actually be funded by

         19  companies reinsurance premiums. What happens now is

         20  when the insurance -- insurance companies write

         21  primary homeowners insurance, and they in turn then

         22  lay off part of the risk by buying reinsurance and

         23  they do that generally by sending a percentage of

         24  the premiums they collect to the reinsurers who then

         25  back up part of that risk.
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          2                 So, it would be the reinsurance that

          3  would fund the Fund.

          4                 In fact --

          5                 COUNCIL MEMBER FIDLER: But Mr. Adolf,

          6  I mean, I'm not totally unfamiliar with laying off

          7  on reinsurance.

          8                 MR. ADOLF: Right.

          9                 COUNCIL MEMBER FIDLER: Who is going

         10  to pick up the additional reinsurance cost premium?

         11  Certainly not the primary insurer.

         12                 MR. ADOLF: No, there wouldn't be an

         13  additional reinsurance premium. It would be in lieu

         14  of at least partially on what they pay now to

         15  private reinsurers. So, in fact, it's estimated that

         16  the cost of that reinsurance would be 20 to 30

         17  percent less, and since that's part of rate filing,

         18  in fact it would result in a lowering of primary

         19  rates. Not an increase.

         20                 COUNCIL MEMBER FIDLER: So, it's not

         21  actually being funded by reinsurance premiums. It is

         22  going to create a separate entity that will become a

         23  reinsurer?

         24                 MR. ADOLF: Yes, the Fund would

         25  actually become a reinsurer and the companies could
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          2  buy reinsurance from the Fund at lower rates than

          3  they currently buy it from private reinsurers.

          4                 COUNCIL MEMBER FIDLER: Now, why would

          5  those rates be lower than those being afforded by

          6  commercial reinsurers?

          7                 MR. ADOLF: The rates would be lower

          8  because the Fund is not-for-profit, the Fund is tax

          9  exempt under federal law, and the Fund, unlike

         10  private reinsurers, can accumulate the money from

         11  year to year.

         12                 Right now private reinsurers, if they

         13  don't pay it out at any given year, they take the

         14  money and they distribute it as profit, and they

         15  start all over again. A fund would accumulate that

         16  money and earn money on it from year-to-year.

         17                 Just to give you an example, Florida

         18  was the first state to do this and they did it after

         19  Hurricane Andrew in the '90s, and before they

         20  actually had to tape into the fund, after the

         21  terrible year they had in '04 and '05, they

         22  accumulated almost $12 billion in this fund. So,

         23  when the prices came, they had the necessary back-up

         24  to back up their local insurance companies and

         25  stabilize that market.
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          2                 COUNCIL MEMBER FIDLER: And in the

          3  long list of groups that you mentioned that support

          4  this, not that it's Holy Grail for me, but I didn't

          5  hear you mention insurance companies.

          6                 MR. ADOLF: There are several

          7  insurance companies that are part of the Coalition -

          8  All State, State Farm, Nationwide, the Principle

          9  Group - I'm sure I'm leaving some out.

         10                 COUNCIL MEMBER FIDLER: So, I guess

         11  everyone would be for this except for the

         12  reinsurers.

         13                 MR. ADOLF: Well, the reinsurers are

         14  definitely against it.

         15                 There are a couple of insurance

         16  companies that have not supported this for a couple

         17  of reasons. There are companies that philosophically

         18  just don't want government at any level to get

         19  involved in this, and there are insurance companies

         20  that by buying private reinsurance actually get

         21  commissions from those reinsurance companies, for

         22  placing it. And there are companies that own

         23  reinsurers.

         24                 So, the industry is generally

         25  supportive but it is divided on some level.

                                                            13

          1  STATE AND FEDERAL LEGISLATION

          2                 COUNCIL MEMBER FIDLER: Thank you.

          3                 CHAIRPERSON BAEZ: Thank you very much

          4  for your testimony.

          5                 This concludes the testimony portion

          6  of this hearing, and I urge my colleagues to vote

          7  aye on this reso. Thank you.

          8                 COUNCIL CLERK: Preconsidered

          9  resolution, Council Member Baez.

         10                 CHAIRPERSON BAEZ: Aye.

         11                 COUNCIL CLERK: Rivera.

         12                 COUNCIL MEMBER RIVERA: I vote aye.

         13                 COUNCIL CLERK: Addabbo.

         14                 COUNCIL MEMBER ADDABBO: Aye.

         15                 COUNCIL CLERK: Dilan.

         16                 COUNCIL MEMBER DILAN: Aye.

         17                 COUNCIL CLERK: Fidler.

         18                 COUNCIL MEMBER FIDLER: May I be very

         19  briefly excused to explain my vote?

         20                 CHAIRPERSON BAEZ: Yes.

         21                 COUNCIL MEMBER FIDLER: Based on the

         22  witness's assurance that in fact the cost is going

         23  to be less, and you know, not being terribly

         24  familiar with the issue, I mean it sounds like it

         25  makes sense to me, I certainly would have loved to
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          2  have heard from the insurance companies before I

          3  took a position on this because they might have a

          4  different point of view.

          5                 But based upon the testimony that we

          6  heard, I feel comfortable enough to vote yes. And I

          7  do vote aye.

          8                 COUNCIL CLERK: By a vote of five in

          9  the affirmative, zero in the negative, and zero

         10  abstentions, item is adopted. Members, please sign

         11  the Committee report. Thank you.

         12                 CHAIRPERSON BAEZ: This meeting is now

         13  recessed. Thank you.

         14                 COUNCIL CLERK: Roll call for

         15  Preconsidered Reso on the Committee and State and

         16  Federal Legislation is now closed, however the

         17  meeting will still be recessed. The final vote

         18  stands at five in the affirmative, zero in the

         19  negative and no abstentions.

         20                 (Hearing recessed at 12:54 p.m.)
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