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PREFACE

The lrgislative Research Commission, established by Article 6B of Chapter 120 of the

General Statutes, is the general purpose study group in the Legislative Branch of State

Government. The Commission is cochaired by the Speaker of the House and the President

Pro Tempore of the Senate and has five additional members appointed from each house of the

General Assembly. Among the Commission's duties is that of making or causing to be made,

upon the direction of the General Assembly, "such studies of and investigations into

governmental agencies and institutions and matters of public policy as will aid the General

Assembly in performing its duties in the most efficient and effective manner" (G.S.

120-30.1,7(r)).

The kgislative Research Commission, prompted by actions during the 1995 Session, has

undertaken studies of numerous subjects. These studies were grouped into broad categories

and each member of the Commission was given responsibilrty for one category of study. The

Cochairs of the kgislative Research Commission, under the authority of G.S. 120-30.10O)

and (c), appointed committees consisting of members of the General Assembly and the public

to conduct the studies. Cochairs, one from each house of the General Assembly, were

designated for each committee.

The snrdy of insurance and insurance-related issues was authorizedby Section 2.1(13) of

Chapter 542 of the 1995 Session Laws. Part II of Chapter 542 allows for studies authorized

by that Part for the I*gislative Research Commission to consider Senate Joint Resolution

881, Senate Bill 1,02 and House Bill 98, and Executive Order 66 (since amended by

Executive Order 88) in determining the nature, scope and aspects of the study. Section 1 of

Senate Joint Resolution 881 reads in part: "The Legislative Research Commission may study

the problems of insurance availability and affordability in coastal and Eastern North Carolina.
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The Commission may also study the operation of the Beach and FAIR plans and other matters

relating to insurance availability and affordability." Senate Bill 102 and House Bill 98

authorize the Legislative Research Commission to study "the availability, coverage, and

provision of long-term care insurance in North Carolina... " The relevant portions of Chapter

542, Senate Joint Resolution 881, and House Bill 93 (identical to Senate Bill 102) are

included in Appendix A. The kgislative Research Commission authorized this study under

authority of G.S. 120-30.17(1) and grouped this study in its Insurance Laws and Financial

Institutions Grouping area under the direction of Representative Jerry C. Dockham. The

Committee was chaired by Senator R.C. Soles, Jr. and Representative John A. Cocklereece.

The full membership of the Committee is listed in Appendix B of this report. A Committee

notebook containing the Committee minutes and all information presented to the Committee is

filed in the lrgislative Library

a



COMMITTEE PROCEEDINGS

Senate Joint Resolution 881 authorized the Insurance and Insurance-Related Issues

Committee of the Legislative Research Commission to study the issue of coastal insurance

availability and affordability and the operation of the Beach Plan. The Committee met five

times to consider insurance and insurance-related issues. During these meetings, the

Committee studied the issue of coastal insurance availability and affordability, including ways

to encourage the voluntary market to write policies in the beach area of the State and how to

improve the North Carolina Insurance Underwriting Association (Beach Plan). The

Committee requested the Department of Insurance and all interested parties to present their

concerns and recommendations to the Committee. In addition to the Deparftnent, the

Committee heard from the Outer Banks Chamber of Commerce, the Independent Professional

Insurance Agents, the American Insurance Association, the Independent Insurance Agents of

North Carolina, Nationwide Insurance Enterprises, State Farm Insurance Company, Aetna

Life & Casualty, Allstate Insurance Company, and North Carolina Farm Bureau Munral

Insurance Company.

The Committee also considered issues related to the establishment of an emergency

management trust fund, the assumption of reinsurance, the supervision and liquidation of

continuing care facilities; the regulation of insurance company invesftnents, insurance

coverage of motor vehicles, and Deparrnent recommendations regarding making conforming

and clarifying changes to the laws in the areas of Medicare supplement insurance and small

employer health benefits.
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January 30,1996

The LRC Committee on Insurance and Insurance-Related Issues held its initial meeting on

January 30, 1996, at 9:00 a.m. in Room 415 of the Legislative Office Building.

Representative Jerry C. Dockham, LRC member, introduced the Committee members and

staff. Representative John A. Cocklereece, Cochair of the Committee, presided over the

meeting. Committee counsel reviewed the Committee's charge and the Committee adopted

its budget.

The Independent Insurance Agents of North Carolina presented a film regarding the

building code of North Carolina to the Committee. Mr. Dewey Meshaw, Manager of the

Beach Plan, gave an overview of the Beach Plan to the Committee. He presented the

Committee with an historical perspective of the Plan and discussed the structure of the Plan.

Mr. Meshaw informed the Commiffee that the Beach Plan and the North Carolina Joint

Underwriting Association (FAIR Plan), have grown each year since they were created and

gave the Committee statistics supporting that fact. He also reviewed the profit and loss

figures for the Beach and FAIR Plans. (See Appendix D) Finally, Mr. Meshaw discussed

the revisions that were made to the Beach and FAIR Plans as a result of the 1991 Beach and

FAIR Plans Study Committee of the Legislative Research Commission.

Mr. Dascheil Propes, with the Department of Insurance, spoke next. Mr. Propes

distributed and reviewed a chart of suggested changes to the Beach Plan that was compiled

from various sources since the 1991 study. There was general discussion regarding the fact

that so few companies write coverage in the area covered by the Beach Plan.

Mr. John Bone with the Outer Banks Chamber of Commerce introduced Mr. Robert Wells

and Mr. Fletcher Wiley to make recommendations to the Committee. Mr. Wiley discussed
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the problems facing homeowners and businesses on the beach in obtaining insurance

coverage. He emphasized that the lack of a competitive insurance market hurts the economy

of the State's beaches and recommended that the Beach Plan provide coverage for loss of

business income. Mr. Wells reviewed a list of recommendations presented to the Committee.

(See Appendix E) He stated that the Beach Plan may want to consider providing law and

ordinance coverage as well as loss of business income coverage.

There was discussion regarding the status of the federal Natural Disaster Protection Act.

The Committee expressed interest in hearing the concerns and recommendations of the

industry.

February 15, 1996

The second meeting of the Committee was held on February 15, 1996, at 10:00 a.m. in

Room 643 of the I-egislative Office Building. Senator R.C. Soles, Jr., Cochair of the

Committee, presided.

Mr. Robert Caldwell with the North Carolina Grange addressed the Committee and

presented a film on reinsurance. He stated that insurance companies need reinsurance to

spread the risk.

Mr. Chris Roe, counsel for the dmerican Insurance Association (AIA), spoke to the

Committee next. (See Appendix F) Mr. Roe told the Committee ttrat the AIA, when

assessing state plans, considers whether plans: 1) maximize capacity; 2) manage windstorm

exposure; and 3) adopt rates adequate enough to match the risk. He reviewed the state

insurance plans of Florida and Texas in light of these principles and emphasized that North

Carolina could adopt reforms to achieve these principles or goals.
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Mr. Roe presented the recommendations of the AIA to the Committee. The AIA

recorlmended: 1) maximizing capacity for higher windstorm deductibles; 2) providing some

type of relief to the industry for residual market assessments; 3) allowing insurers to write

themselves out of the Beach Plan; 4) purchasing reinsurance; and 5) getting surplus lines to

take commercial risks out of the residual markets. The AIA does not recommend expanding

the geographic region of the Beach Plan, requiring the Plan to write additional coverage like

homeowners, providing indirect loss coverage, or assigning risks to insurers.

Mr. Smitty Harrison with the South Carolina Wind and Hail Underwriting Association

spoke to the Committee about the problems facing South Carolina in providing coastal

insurance, including the problems that developed as a result of Hurricane Hugo. He

informed the Committee about the structure and funding of the South Carolina Beach Plan.

He stated that North Carolina and South Carolina should not have a statewide hurricane plan

like Florida and Hawaii because South Carolina and North Carolina are not experiencing the

same insurance and political problems as those states.

Mr. Donald Stauffacher, Assistant Manager of the Beach Plan, and Mr. Alvin Ashworth,

Accounting Manager of the Beach Plan, addressed the Committee on questions and issues

posed by Committee counsel regarding the geographic region of the State covered by the

Beach Plan, the requirements for member companies, and coverages available under the

Beach Plan. In addition, Messrs. Stauffacher and Ashworth discussed the Plan's participation

formula and the percentage participation and assessments for the member companies as well

as the income of the Plan for fiscal years 1,970-1995. (The written information submitted to

the Committee by Messrs. Stauffacher and Ashworth is included in the Committee notebook

in the Legislative Library.)

Ms. Karen Clark with Applied Insurance Research explained the use of computer

modeling in determining risks and setting rates for the insurance industry. She informed the
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Committee that the opinion of climatologists is that we are entering a more active.period for

hurricanes in the next 10 years.

The Committee also heard recommendations of the industry, including Ms. Susan Valauri,

Nationwide Insurance Enterprises; Mr. Dave Lockard, State Farm Operations

Superintendent; Ms. Joanne Kton, Allstate; Mr. Benjamin Seagle, Aetna Life and Casualty;

and Mr. Bill Pollard, Executive Vice-President and General Manager of North Carolina

Farm Bureau Mutual Insurance Company.

Ms. Valauri suggested that the Committee consider a three-part funding mechanism for the

Beach Plan whereby Plan profits would be retained in a pre-funded loss reserve. The Plan

would secure advance funding for catastrophic losses, such as revenue bonds or a line of

credit. A recoupment process through an increase in policy premiums would be used each

year until the loss is recouped. She also recommended that credits for homeowners policies

be increased to make it advantageous to write voluntary business and that the Beach Plan

territory be expanded. (See Appendix G)

Mr. Lockard stated that State Farm advocates a competitive voluntary market rather than

an expansion in the geographic region of or coverage by the Beach Plan. State Farm supports

adequate rates and a revised participation formula to provide greater incentives for companies

to write voluntary business.

Allstate representative Ms. Joanne Kron informed the Committee that Allstate

recommends reforms that would make the Beach Plan self-sustaining, increase rates to make

them commensurate with the risk, expand the geographic area of the Plan, simpliff the

consent to rate procedures, and establish more loss mitigation efforts, such as strict

enforcement of the building code.

Mr. Benjamin Seagle with Aetna Life and Casualty spoke to the Committee and informed

the Committee of the growth in the Beach and FAIR Plans. He recommended surcharging
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policyholders and abolishing the North Carolina Rate Bureau or, in the alternative, deleting

the property coverages from the Bureau and having insurance companies file their rates and

forms directly with the Commissioner. He also commended a Statewide FAIR Plan.

Finally, Mr. Bill Pollard, Executive Vice-President and General Manager of North

Carolina Farm Bureau Mutual Insurance Company (Farm Bureau), addressed the Committee.

He informed the Committee that Farm Bureau advocates a revision to the participation

formula of the Beach Plan. At present, the percentage share exposure for each company is

determined by the market share of voluntary writings written by the company throughout the

State. This increases pressure on companies' policyholder surplus and the need to purchase

catastrophe reinsurance. Mr. Pollard suggested that the problem may be solved in part by

increasing deductibles by basing the deductibles on the percentage of the insured value of the

property. Farm Bureau also advocates revising the Beach Plan so only wind and hail

coverages are written through the Plan.

March 5, L996

The third meeting of the Committee was held on March 5, \996, at 10:00 a.m. in Room

544 of the I*gislative Office Building. Senator Soles presided over the meeting.

The first speaker, Mr. Aaron "Buddy" Jackson with the Division of Emergency

Management of the Department of Crime Control and Public Safety presented a proposal to

the Committee for an Emergency Management, Preparedness, and Assistance Trust Fund.

Mr. Jackson stated that a trust fund is needed because operational expenses of the emergency

management program have increased as federal funding has decreased. The fund would be

based on insurance surcharges of $3.00 per homeowners policy and $6.00 per commercial

policy. Mr. Tom Collins, the Watauga County Emergency Management Coordinator and
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President of the North Carolina Emergency Management Association, Mr. Dwayne West, the

Johnston County Emergency Management Coordinator, and Mr. Sandy Sanderson, the Dare

County Emergency Management Coordinator, were present in support of the trust fund

proposal. The Committee questioned Mr. Jackson about the budget of the Division of

Emergency Management, the location and staffing of the area offices of the Division, and the

intended use of the proposed fund.

Mr. George Teague, on behalf of the Alliance of American Insurers, distributed the 1993

report of the Alliance. The report provides data on property insurance residual markets in

over thirty states, including FAIR and Windstorm plans. The report includes data on the

market shares of the residual market, the number of policies issued, and the profits and losses

of the plans.

Mr. Donald Evans presented the concerns and recommendations of the Independent

Insurance Agents of North Carolina (IIANC) to the Committee. He emphasized that the

primary goal is to encourage companies to write policies in the beach area of the State

voluntarily and recommended a revision to the participation formula and the retention of

profits from the Beach Plan in a catastrophic claim pool. Mr. Evans also informed the

Committee that IIANC supports the expansion of the insurance coverage offered by the Beach

Plan to include business income coverage, homeowners coverage, and law and ordinance

coverage.

The Committee discussed the extent to which the Beach Plan should be expanded while

simultaneously encouraging companies to write voluntary policies. The Committee debated

whether to expand the Beach Plan coverage to include homeowners coverage.

Mr. Dascheil Propes with the Deparffnent of Insurance addressed the Committee next. He

disputed statements made by the Beach Plan and the industry regarding the variation of

discounts by tenitory and the assertion that the Beach Plan is over-regulated. He also
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informed the Committee that the Deparfinent does not recommend the trust fund ploposal of

the Division of Emergency Management.

Mr. Propes advocated a revision to the participation formula of the Beach Plan and the

retention of Beach Plan profits in a pre-funded loss reserve. He urged the Committee to

consider expansion of the coverage offered in the Beach Plan only after the participation

formula has been revised and a reserve fund has been established.

The Committee questioned Mr. Propes regarding the inclusion of additional living

expenses and the option of companies that do not have agents in the beach area buying

business from the Plan. The Committee asked that the Deparfinent determine why

independent companies are not writing policies in the.beach area of the State.

The Committee discussed the recommendations submitted to the Committee from the

Departrnent of Insurance, the insurance industry, the American Insurance Association, the

Independent Insurance Agents of North Carolina, the Outer Banks Chamber of Commerce,

and the Independent Professional Insurance Agents Association. Committee counsel was

directed to work with the Department, the industry, and the Beach Plan to draft

recommendations and proposed legislation for presentation to the Committee at the next

meeting.

March 2L,1996

The fourth meeting of the Committee was held on March 21, L996, at 10:00 a.m. in Room

42t of the kgislative Office Building. Representative Cocklereece presided.

Mr. Robert Paschal with State Farm Insurance Company presented a proposal to provide

that insurers do not have to provide uninsured and underinsured coverage under umbrella

policies. The proposal addresses a problem that arose in the case of Isenhour v. Universal
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Underwriters, 341N.C. 597, 461 S.E.2d 317 (1995), in which the North Carolina Supreme

Court held that, under the facts of the case, an insurer was required to provide underinsured

coverage equal to the limits of the umbrella coverage in the policy. The concern of the

industry is that the insurance company in the Isenhour case was required to provide coverage

for a liabillty for which the company had not charged a premium. The Committee discussed

the fact that companies may be able to address and solve the problem by revising their

policies.

Ms. Marsha Cohen with Reinsurance Association of America (RAA) addressed the

Committee next. Ms. Cohen presented two proposals to the Committee to repeal obsolete

sections of Chapter 58 of the General Statutes. The first proposal is to repeal G.S. 58-30-

160OX4), which govems the authority of insurance agents to "setoff' earned premiums from

the amount owed to insurers. She argued that the purpose of G.S. 58-30-160(b)(4) is to

prevent agents from withholding funds paid to them by their policyholders and due insolvent

insurers. However, in 1990, North Carolina enacted the National Association of Insurance

Commissioners model act governing the recovery of premiums owed, G.S. 58-30-175.

Though not contradictory, G.S. 58-30-175 is a more specific statute and RAA is concerned

that the courts may require policyholders to continue to pay premiums to insolvent companies

unless G.S. 58-30-1600)(4) is repealed.

The second proposal of RAA is to repeal G.S. 5843-20 because it prohibits reinsurers

licensed in North Carolina from reinsuring a surplus lines insurer, or nonadmitted insurer,

which has business in North Carolina. Ms. Cohen argued that G.S. 5843-20 intribits risk-

spreading because surplus lines companies are forced to purchase reinsurance from

unlicensed reinsurers rather than financially strong reinsurance companies. Ms. Cohen also

pointed out that laws passed and codified in Article 2L of Chapter 58 since the enacfinent of

G.S. 5843-20 regulate the placement of surplus lines business and impose financial
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requirements on nonadmitted insurers. In addition, there are penalties for fraudulently

transacting business in the State. (The written proposal of RAA is included in the Committee

notebook in the Legislative Library.) Mr. Bill Hale with the Department of Insurance

informed the Committee that the Department supports the recommendations of RAA.

Mr. Hale then presented six recommendations to the Committee. The first

recommendation is to place the financial supervision, rehabilitation, and liquidation of

continuing care retirement centers under Article 30 of Chapter 58 of the General Stanrtes. He

explained to the Comminee that, under present law, a retirement center that is having

financial problems goes into rehabilitation or bankruptcy, with no intermediate supervisory

steps or direction toward straightening out the financial problems. Expanding the scope of

Article 30 to give the Commissioner authonty to supervise the retirement centers would

provide an intermediate step and assist retirement centers that are financially impaired.

The second proposal of the Deparfrnent of Insurance is to revise G.S. 58-50-130(a)(2) to

conform that section with the intent of Section 23A.1 of Chapter 507 of the 1995 Session

Laws. In 1995, the North Carolina Health Planning Commission recornmended that the law

governing health care plans be revised, in part, to expand portability. Mr. Hale explained

that portability is the ability of an individual to change employment without having to go

through a new waiting period for coverage of a health condition that previously existed. The

1995 amendments to Chapter 58 allow credits for the period of time spent satisfying waiting

periods under prior policies. Mr. Hale informed the Committee that under the current law an

individual covered under a small employer group health plan is only credited with time that

has elapsed under a prior group health plan.

The third recommendation of the Department is to clarify the definition of "nonfleet" for

the purposes of private passenger motor vehicle insurance. The industry requested that the

Department address a problem involving the classification of motor vehicles as fleet or
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nonfleet vehicles for rating purposes. The intent of the Deparunent's proposal was.to correct

the discrepancy that had arisen regarding the number of vehicles that could be included in a

fleet policy. The Committee questioned whether the problem actually arose as a rating issue

and discussed the fact that the draft presented did not solve the stated problem. The

Committee requested that the Deparfrnent consult with industry and present Committee staff

with a proposal that addresses the problem.

The fourth proposal of the Department is the revision of Article 54 of Chapter 58,

"Medicare Supplement Insurance Minimum Standards", to add a new section to Article 54 to

give the Commissioner of Insurance the authority to adopt rules to conform Medicare

supplement policies and certificates to federal laws and regulations. Mr. Hale explained that

Congress amended the Social Security Act in 1994 to provide more protection to buyers of

Medicare supplement insurance policies. Congress also directed the National Association of

Insurance Commissioners (NAIC) to adopt rules and revise the model act governing Medicare

supplement insurance policies accordingly and gave the states one year from the development

of the NAIC rules and the revision of the model act to enact the changes. The Department

recommended amending Article 54 of Chapter 58 of the General Statutes to conform to the

1994 amendments to the Social Security Act and to adopt the NAIC's proposed revisions to

the model act.

Mr. Hale also presented a Deparfinent recommendation to revise G.S. 58-7-t62(6), which

govems allowable or admined assets of insurance companies. G.S. 58-7-162(6) requires that,

for all premiums that exceed 5% af the insurer's total premiums in the course of collection

and not more than 90 days past due, agents must hold those premiums in a trust account,

have a letter of credit issued to cover the amount, or obtain a financial guaranty bond. The

Departrnent recommends that the statute be revised to raise the threshold by which insurers

must comply with G.S. 58-7-162(6) by requiring a trust account, letter of credit or guaranty
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bond only if the amount of premiums "equals or exceeds five percent (5%) of the insurer's

surplus as regards policyholders".

Finally, Mr. Hale presented a recorlmendation to revise the law governing workers'

compensation loss costs ratings. The Committee requested that Mr. Hale present the

proposal to the Legislative Research Commission's Study Committee on Workers'

Compensation.

Committee counsel then presented the Committee with draft proposed legislation pursuant

to directions to staff at the March 5 meeting of the Committee to confer with the Deparhnent

of Insurance, the Beach Plan, and the industry in drafting proposed recommendations to the

kgislative Research Commission. The drafts presented addressed the concerns and

suggestions of the Committee regarding establishing a reserve fund for the Beach Plan,

revising the participation formula of the Beach Plan to encourage more insurance companies

to write voluntary policies in the beach area of the State, expanding the coverage offered by

the Beach Plan, and revising the law governing consent to rate. The Committee discussed the

proposals and debated whether the Beach Plan should be expanded to include homeowners

and law and ordinance coverage as well as business income coverage. The Committee also

discussed recommending the Departnent to study why companies refuse to write

homeowners policies in the beach area of the State when they can cede the wind and hail risks

to the Beach Plan. (See Findings and Recommendations)

The Committee directed staff to prepare the report to the Irgislative Research

Commission for approval at its April 18 meeting.
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April 18, 1996

The Committee held its fifth meeting to discuss and adopt its recommendations and

legislative proposals for the interim report to the Legislative Research Commission.

Committee counsel reviewed the draft report and recommendations with the Committee.

Mr. Ruffin Bailey, representing the American Insurance Association (AIA), presented an

alternative proposal to Recommendation and Irgislative Proposal II, Revise Beach Plan

Participation Formula. Mr. Bailey informed the Committee that the AIA is concerned that

I*gislative Proposal II gives too much discretion to the Association to revise the participation

formula, without adequate standards and guidelines. The Committee discussed the concerns

of the AIA and decided, after comments and discussion by the AIA and counsel on the

constitutionality of the proposal, that the language in I-egislative Proposal II should be

retained as is.

The Committee voted to adopt the recommendations and legislative proposals for the

interim report with the following revisions:

1. I-egislative Proposal II was revised to direct the Department to study the issue

of why companies are not writing voluntary coverage for property in beach

areas of the State when they may cede the wind risks to the Association.

2. l,egislative Proposal V was revised to add a new section to Article 3 of Chapter

58 to provide that companies may exclude uninsured and underinsured motorist

coverage from excess and umbrella policies.

3. Legislative Proposal VIII was revised to address concerns of the North Carolina

Association of Non-Profit Homes for the Aging regarding how continuing care

retirement centers are determined to be "insolvent'.

-15-



COMMITTEE RECOMMENDATIONS AND LEGISLATIVE PROPOSALS

The Insurance and Insurance-Related Issues Study Committee recommends the following

legislation to the 1996 Regular Session of the 1995 General Assembly. The Committee

recommends twelve legislative proposals. Each proposal is followed by an explanation,

which includes the Commiuee findings that support the proposal.
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PROPOSAL I
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SENATE DRS 5 67 2-W Zr32(3 .21)

Short Title: Beach Plan Reserve Fund. (Public)

Sponsors:

1

2
J
4

5

6
7

8
9

10
11

T2

13
l4
15

r6
t7
18
19
20
2T

22
23
24
25

Referred to:

A BILL TO BE ENTITLED
AN ACT TO DEVELOP A PROPOSAL FOR A RESERVE FUND TO PAY

CATASTROPHIC LOSSES AS RECOMMENDED BY THE LEGISLATIVE
RESEARCH COMMISSION'S COMMITTEE ON INSURANCE AND
INSURANCE-RELATED IS SUES.

Whereaso there is a compelling State interest in maintaining a viable and
orderly private sector market for property insurance in the State; and

Whereas, mortgages require reliable property insurance, and the
unavailability of reliable property insurance would therefore make most real estate
transactions impossible; and

Whereas, the public health, safety, and welfare demand that structures
damaged or destroyed in a catastrophe be repaired or reconstructed as soon as

possible; and
Whereas, the inability of the private sector insurance and reinsurance

markets to maintain sufficient capacity to enable residents of the beach area of the
State to obtain property insurance coverage in the private sector endangers the
economy of the State and endangers the public health, safety, and welfare; and

Whereas, many property insurers are unable or unwilling to maintain
reserves, surplus, and reinsurance sufficient to enable the insurers to pay all claims in
full in the event of a catastrophe and State action is necessary to protect the public
from an insurer's unwillingness or inability to maintain sufficient reserves, surplus,
and reinsurance; and

Whereas, in order to increase insurance capacity, it is essential to the
functioning of a State program that revenues received be exempt from federal
taxation; Now, therefore,

18-
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1 The General Assembly of North Carolina enacts:
2 Section 7. The Department of Insurance and the North Carolina
3 Insurance Underwriting Association shall study the feasibility of and develop a
4 proposal for a reserve fund to operate exclusively for the purpose of paying
5 catastrophic losses incurred by wind risks insured under policies issued by the
6 Association and for protecting and advancing the State's interest in maintaining
7 insurance capacity in the State. The Department and the Association shall consult
8 with the United States Internal Revenue Service for the purpose of making the fund
9 exempt from federal taxation and may consider other options, including the purchase

10 of reinsurance, in connection with establishment of the fund. The Department and
11 the Association shall report to the Legislative Research Commission's Study
12 Committee on Insurance and Insurance-Related Issues on any findings and
1,3 recommendations on or before October 7, 7996, and shall report to the President Pro
1'4 Tempore of the Senate and the Speaker of the House of Representatives on the
15 proposal on or before March 1,7997.
L6 Sec. 2. This act is effective upon ratification.

Page 2 Senate DRS5672



Beach Plan Reserve Fund

FINDINGS: The Deparnnent of Insurance and other interested parties, including many

within the insurance industry, recommended to the Committee that Beach Plan profits be held

in a pre-funded loss reserve fund rather than distributed to member companies. The state of

Florida has had great success with the catastrophe fund it established after Hurricane

Andrew. The advantage of the fund is to have the means in place to pay catastrophic losses

in the event of a major hurricane. Many insurers are unable or unwilling to maintain

reserves, a surplus, or reinsurance sufficient to enable the insurers to pay all claims in full in

the event of a catastrophe. This inability of the private sector to maintain sufficient capaclty

to pay all claims in full endangers the public health, safety, and welfare and endangers the

economy of the State. A tax-exempt reserve fund would ensure that insurance claims would

be paid in the event of a catastrophe and that damaged structures would be repaired or

reconstructed as soon as possible.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL I: The bill

short titled "Beach Plan Reserve Fund" directs the Deparffnent of Insurance and the North

Carolina Insurance Underwriting Association (Beach Plan) to study the feasibility of and to

develop a proposal for a tax-exempt reserve fund for the purpose of paying catastrophic

losses incurred by wind risks insured under policies issued by the Association. The

Deparftnent and the Association are required to report to the Committee on the proposal on or

before October I, 1996, and to the President Pro Tempore of the Senate and the Speaker of

the House of Representatives on or before March t, 1997 .
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SENATE D RS s 682-LTZ133 (3.2t)

Short Title: Revise Beach Plan Participation Formula. (Pubtic)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED
2 AN ACT TO REVISE THE PARTICIPATION FORMULA OF THE NORTH
3 CAROLINA INSURANCE UNDERWRITING ASSOCIATION AS
4 RECOMMENDED BY THE LEGISLATIVE RESEARCH COMMISSION'S
5 COMMITTEE ON INSURANCE AND INSURANCE-RELATED ISSUES.
6 The General Assembly of North Carolina enacts:
7 Section 1. G.S. 58-45-25 reads as rewritten:
8 "$ 58-45-25. Each member of Association to participate in its rrritingq expenses,
9 orofrts. and

10 losses.
11 r\Jl rnemUers ef tne wso
12 in
13

14 er€flft
15

76 ierr
t7
18

t9
20
2l
22 ior All members of the
23 Association shall participate in its expenses. profits. and losses and shall receive credit
24 annually for essential property insurance voluntarily written as determined by the
25 directors of the Association. with the apgoval of the Commissioner. Participation of
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1 each member in the losses of the Association shall be reduced accordingly. Any
2 insurer authorized to write and engage in writing any insurance, the writing of which
3 requires sa€h !k insurer to be a member of the Association, pursuant to t$e
a povis.ieasref G.S. 58-45-10, tiast*rar€e
5ffisha1lbecomeamemberoftheAssociationontheJanuary1
6 immediately following sueh authorization and the determination of su€h !b insurer's
7 participation in the Association shall be made as of the date of sueh membership in
8 the same manner as for all other members of the Association."
9 Sec. 2. G.S. 58-45-5(6) is repealed.

10 Sec. 3. The directors of the North Carolina Insurance Underwriting
11 Association (Beach Plan), in consultation with the Department of Insurance, shall
12 develop a plan to revise the participation formula of the Plan in a manner that
13 encourages insurance companies to write voluntary policies in the beach area or
14 other areas of the State and to write themselves out of the losses of the Plan, to apply
15 to the 1996-97 fiscal year. In connection with the development of the plan, the
76 Department and Association shall determine the reasons insurance companies are not
77 writing voluntary coverage on properties in the beach area of the State, considering,
18 among other factors, that the companies may cede wind risks to the Association. The
19 directors shall report to the Legislative Research Commission's Study Committee on
20 Insurance and Insurance-Related Issues on their findings and the revised formula on
21 or before October 75,7996.
22 Sec. 4. Sections 1 and 2 of this act become effective October 1, 1996, and
23 apply to policies issued or renewed on or after that date. The remainder of this act is
24 effective upon ratification.

Page 2
_23_
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Revise Beach Plan Participation Formula

FINDINGS: The Committee finds that the majority of voluntary policies written in the

beach area of the State are written by just a few of the insurers licensed in the State. In

addition, most of the burden of insuring property in the beach area of the State is placed on

the Beach Plan, which was established originally to be a residual market. The economy of

the State and the citizens that live in the beach area of the State would benefit from the

increased competition that would result from more companies writing voluntary policies in

the beach area.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL II: The

Committee recommends and the bill short titled "Revise Beach Plan Participation Formula"

directs, that the directors of the North Carolina Insurance Underwriting Association @each

Plan), with the approval of the Commissioner, revise the participation of and credits to

member companies to encourage insurance companies to write voluntary policies in the beach

area of the State and to write themselves out of the losses of the Plan. Section I of the bill

revises G.S. 58-45-25 to delete the statutory requirements for participation in the Plan and to

give the Association the authority to determine participation and credits in the Plan, with the

approval of the Commissioner of Insurance. The standards and guidelines by which the

Association and Commissioner shall revise the participation formula arc set forth in Section 3

of the bill. Section 2 is a conforming change that repeals G.S. 5845-5(6), the definition of

'net direct premium', since the revision to G.S. 584:5-25 deletes the reference to net direct

premium.

In connection with the revision of the participation formula, the Departrnent of Insurance

and the Association are required to determine the reasons insurance companies are not

writing voluntary policies in the beach area of the State in Section 3 of the bill and to report

to the Committee on or before October 15. 1996.
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SENATE DRS s 673-WZr3 4 A(3 .2t)

Short Title: Beach Plan Additional Coverage.

D

(Public)

Sponsors:

Referred to:

1_

2
3

4
)
6
7

8
9

10

11

12
13

1,4

t5
76
L7

18

A BILL TO BE ENTITLED
AN ACT TO PROVIDE ADDITIONAL COVERAGE UNDER THE NORTH

CAROLINA BEACH PLAN AS RECOMMENDED BY THE LEGISLATIVE
RESEARCH COMMISSION'S COMMITTEE ON INSURA,NCE AND
INSURANCE-RELATED ISSUES.

The General Assembly of North Carolina enacts:
Section 1. G.S. 58-45-35(b) reads as rewritten:

"(b) If the Association determines that the property is insurable and that there is
no unpaid premium due from the applicant for prior insurance on the property, the
Association, upon receipt of the premium, or part of the premium, as is prescribed in
the plan of operation, shall cause to be issued a policy of essential property insurance
and shall offer additional extended coverage, optional perils endorsements, bigs
income coverage. crime insurance, separate policies of windstorm and hail insurance,
or their successor forms of coverage, for a term of one year or three years. Any policy
issued under this section shall be renewed, upon applicationo as long as the property
is insurable property."

Sec. 2. This act becomes effective January 1,7997, and applies to policies
issued or renewed on or after that date.



Beach Plan Additional Coverare

FINDINGS: Under current law, the North Carolina Insurance Underwriting Association

does not offer business income coverage. Property owners in the beach area have difficulty

obtaining affordable business income coverage from the private sector and the economy of

the beach area would benefit from affordable business income coverage.

RECOMMEI\DATION AND ANALYSIS OF LEGISLATM PROPOSAL III: The

Committee recommends, and the bill short titled "Beach Plan Additional Coverage'

proposes, that the North Carolina Insurance Underwriting Association (Beach Plan) offer

business income coverage in addition to the other insurance coverages offered by the Plan.
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95-LTZ-136(3.21)
(TErS rS A DRAFT AND NOT READy FOR INTRODUCTTON)

Short Pitle: Revise Consent to Rate.

D

( PubIic )

Sponsors:

1

2

3

4

5

6

7

I
9

10
1L
L2
1.3

L4

15
16
l7
18
19
20
2L
22
23
24

Referred to:

A BILL TO BE ENTITLED
AN ACT TO PROVTDE THAT TNSURERS ARE NOT REQUIRED TO OBTAIN

WRITTEN CONSENT TO RATE ON EACH POLICY RENEWAL AS RECOMMENDED

BY THE LEGISLATIVE RESEARCH COMMISSION'S COMMITTEE ON INSURANCE

AND INSURANCE-RELATED ISSUES.
The General Assembly of North Carolina enacts:

Section 1. G.S. 58-36-30 reads as rewritten:
"S 58-36-30. Deviations.

(a) No insurer, officer, agent or representative thereof shall
knowingly issue or deliver or knowingly perrnit the issuance or
delivery of any policy of insurance in this State which does not
conform to the rates, rating plans, classifications' schedulest
rules and standards made and filed by the Bureau. Howeverr an
insurer may deviate from the rates promulgated by the Bureau
provided the insurer has filed the deviation to be applied both
with the Bureau and the Cornmiss j-oner, and provj.ded the €+id
deviation is uniform in its application to all risks in the State
of the class to which €u€b the deviation is to applyi and
provided such deviation is approved by the Commissioner. The
Commj-ssioner shal-l approve proposed deviations if €be-+a*n'e thev
do not render the rates excessive, inadequate or unfairly
discriminatory. If approved, the deviation may thereafter be
amended, subject to the provisions of this subsection. The
deviation may be terminated only if the deviation will have hqs
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been in effect for a period of six months before the effective
date of the terrnination and the insurer notifies the Commissioner
of the termination no later than 15 days before the effective
date of the termination.

(b) A rate in excess of that promulgated by the Bureau may be
charged bv gn insurer on any specific risk pre+ieea--ereil if the
higher rate is charged in accordancg with @ rules
adopted bv the Commissioner and with the knowledge and written
consent of the insured. The insurer is not requirell to obtajln
the written_consent of the insured on Sach renewal of the policv
if each policv renewal states that the rates are qreater than
those rates that are applicable in ttre State oLNorth Carolina.
The insurer shall retain the siqned consent form and other policv
information for each insured and make this information available
to the Commissioner, upon request of the Commissioner. This
subsection may be used to provide motor vehicle liability
coverage lirnits above those required under Article 9A of Chapter
20 of the General Statutes and above those cedable to the
Facility under Article 37 of this Chapter to persons whose
personal excess liability insurance policies require that they
maintain specif ic higher liability coverage limits. sJ!-daSa
f,iled rritsh Any data obtained bv the Commissioner under this
subsectiona4isproprietaryandconfidentialand@
ree.er4s is not a public record under G.S. L32-1. or G.S. 58-2-100.

(c) Any deviation with respect to workers' compensation and
employers' liability insurance written in connection therewith as
filed under subsection (a) of this section shall apply unifornly
to alI classifications. Any approved rate under subsection (b) of
this section with respect to workers' compensation and enployers'
liability insurance written in connection therewith shall be
furnished to the Bureau.

(d) Notwithstanding any other provj.sion of law prohibiting
insurance rate differentials based on d9€, with respect to
nonfleet private passenger motor vehicle insurance under the
jurisdiction of the Bureaur ooy member of the Bureau may apply
for and use in this State, subject to the Commissioner's
approval, a downward deviation in the rates for insureds who are
55 years of age or older. "

Sec. 2. G.S. 58-40-30(c) reads as rewritten:
"(c) Upon written consent of the

Ehereferr insured statinq the insured's reasons, a rate or
deductible or both in excess of that provided by an otherwise
applicabl-e filing may be used on a specific r.@
iE is filed with tshe €ersnissiener in aeeerdanee wiEh suhseetren
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#i.ee- risk i4 accordance witn rules adopted bv the
Commissioner. The insurer is not required to obtain the written
consent of the insured on each renewal of the policy if each
policv renewal states that the rates or deductible, or both, are
qreater than those rates or deductibles, or both' that are
aoolicable in the State of North Caro1ina. The insurer shall
retain the siqned consent form and other policv infonnation for
each insured and rnake this infornation available to the
Commissioner, upon reguest of the Commissioner. "

Sec. 3. This act becomes effective October L' L996, and
applies to policJ-es issued or renewed on or after that date.

gs-Lrz- 136 ( 3.2 1 ) -31 - Page 3



Revise Consent to Rate Statutes

FINDINGS: Insurers are allowed to charge more than the standard rate for higher risks if

the insured signs a consent form. Insurers are required, pursuant to administrative rule, to

obtain the written consent of an insured each time the policy is renewed. The Committee

finds that the requirement is burdensome and has increased the administrative costs of the

industry, which are passed on to the consumer.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL IV: Upon

recommendation of the Committee. the bill short titled "Revise Consent to Rate" amends

G.S. 58-36-30 and G.S. 5840-30(c) to provide that an insurer is not required to obtain the

insured's written consent to charge rates higher than the standard rate on each policy renewal

if the renewal indicates the rates are higher. The insurer is required to retain the insured's

written consent with the other policy information and make it available to the Commissioner

upon request.
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SENATE DRS 5 680-LTZ1, 448 (3.2r)

Short Title: UninsuredAJnderinsured Coverage. (Public)

Sponsors:

Referred to:

1

2

3
4
5
6
7
8
9

10
tl
72
73
1,4

15
16

A BILL TO BE ENTITLED
AN ACT TO PROVIDE THAT UNINSURED AND UNDERINSURED

MOTORIST COVERAGE MAY BE LIMITED OR EXCLUDED UNDER
EXCESS OR UMBRELLA POLICIES AS RECOMMENDED BY THE
LEGISLATIVE RESEARCH COMMISSION'S COMMITTEE ON INSURANCE
AND INSURANCE.RELATED ISSUES.

The General Assembly of North Carolina enacts:
Section 1. Article 3 of Chapter 58 is amended by adding a new section

to read:
"S 58-3-152. Excess liabilitv policies: uninsured and underinsured motorist coverase.

or coverage. an insurer may limit or exclude coverage for uninsured motorist
coverage set forth in G.S. 20-279.21(bX3) and underinsured motorist coverage set
forth in G.S. 20-279.21(bX4)."

Sec. 2. This act becomes effective October 1, t996, and applies to
policies issued or renewed on or after that date.
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Uninsured and Underinsured Motorist Coverage Limits

FII\DINGS: G.5.20-279.21 requires insurers to offer uninsured and underinsured motorist

coverage in an amount "equal to the highest limit of bodily injury and property damage

liability coverage for any one vehicle in the policy" if the insured does not reject the coverage

or select different coverage limits in the policy. The North Carolina Supreme Court has held

that, unless there is a rejection or selection of different coverage limits in writing, uninsured

and underinsured coverage must be provided in the amount of any umbrella or excess

coverage. Isenhour v. Universal Underwriters, 341 N.C. 597, 461 S.E.2d 317 (1995). In

the facts of the case, there was testimony that the insured had selected a different coverage

amount by specific endorsement. However, the Court held that there was no evidence in the

record that the insured had rejected in writing the uninsured or underinsured motorist

coverage for the umbrella section of the policy or had selected a different limit. The

Committee finds that Chapter 58 should be amended to provide that insurers may limit or

exclude coverage for uninsured and underinsured motorist coverage under umbrella or excess

policy forms.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL V: This

proposal amends Article 3 of Chapter 58 to add a new section that gives insurers the authority

to limit or exclude uninsured and underinsured motorist coverage under umbrella or excess

policies.
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SENATE DRS s678-WZ1 4s (3.21)

Short Title: Conform Receivership Laws. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED
2 AN ACT TO CONFORM THE LAW GOVERNING SETOFFS WITH THE LAW
3 GOVERNING THE RECOVERY OF PREMIUMS OWED INSURERS AS
4 RECOMMENDED BY THE LEGISLATIVE RESEARCH COMMISSION'S
5 COMMITTEE ON INSURANCE AND INSURANCE-RELATED ISSUES.
6 The General Assembly of North Carolina enacts:
7 Section 1. G.S. 58-30-160(bX4) is repealed.
8 Sec. 2. This act becomes effective October 1,1996.
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Conform Receivership Laws

FINDINGS: In 1989, North Carolina adopted the National Association of Insurance

Commissioners model act regarding insurers' authority to recover premiums owed, codified

at G.S. 58-30-175. G.S. 58-30-175 provides that "[e]xcept as provided in G.S. 58-30-160,

credits or setoffs or both are not allowed to an agent, broker, or premium finance company

for any amounts advanced to the insurer by the agent, broker, or premium finance company

on behalf of, but in the absence of a payment by, the insured." G.S. 58-30-160(b)(4)

provides that no setoff shall be allowed in favor of a person against an impaired or insolvent

insurance company if the person is obligated to pay the insurance company earned premiums.

G.S. 58-30-160(c) allows setoffs for certain expenses from the balances payable to insurers.

The Committee finds that G.S. 58-30-160(bXa) is unnecessary and may cause confusion in

the interpretation of G.S. 58-30-175 since G.S. 58-30-175 addresses the same subject in a

more general manner.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL VI: The

Committee recommends, and includes in its draft legislation, that G.S. 58-30-160(bXa) be

repealed.

-38-



RECOMMENDATION AI\D LEGISLATIVE
PROPOSAL VII





Ds

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 1995

SENATE D RS s 679-LTZL3 s (3.21)

Short Title: Repeal Reinsurance Restrictions. (Public)

Sponsors:

L

2

3
4
5
6

7

8

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REPEAL THE LAW PROHIBITING LICENSED REINSURERS

FROM ASSUMING REINSURANCE FROM NONADMITTED INSURERS AS
RECOMMENDED BY THE LEGISLATIVE RESEARCH COMMISSION'S
COMMTTTEE ON INSURANCE AND INSURANCE-RELATED ISSUES.

The General Assembly of North Carolina enacts:
Section 1. G.S. 58-43-20 is repealed.
Sec. 2. This act becomes effective October 1,7996.



Repeal Reinsurance Restrictions

FINDINGS: G.S. 58-43-20 prohibits reinsurers licensed in North Carolina from reinsuring a

surplus lines insurer, or nonadmitted insurer, which has business in North Carolina. The

Committee finds that G.S. 5843-20 inhibits risk-spreading because surplus lines companies

are forced to purchase reinsurance from unlicensed reinsurers rather than financially strong

reinsurance companies.

RECOMMEI\DATION AND LEGISLATM PROPOSAL VII: The Committee

recommends, and includes in its draft legislation, the repeal of G.S. 5843-20.
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gs-LTz-138A( 3.2 1 )
(TEIS IS A DRAFT AND NOT READY FOR INII(IJUUT-IIL'N

Short Titfe: Continuing Care Facility Supervision. ( Public )

Sponsors:

Referred to:

1 A BTLL TO BE ENTTTLED
2 AN ACT TO PROVTDE FOR MORE EFFECTM FTNANCIAL SUPERVISION,
3 REHABILITATION, AND LIQUIDATION PROCEDURES FOR CONTINUING CARE
4 RETIREMENT CENTERS AND TO PROVIDE fHA? CONTINUING CARE
5 AGREEMENTS ARE SUBORDINATE TO THE COST OF .ADMINISTRATION IN
6 LIQUIDATION AS RECOMMENDED BY THE LEGISLATIVE RESEARCH
7 CONIMISSfON'S COvtl,lITTEE ON TNSURANCE AND INSURANCE-RELA?ED
8 ISSUES,
9 The GeneraL Assembly of North Carolina enacts:

10 Section 1. G.S. 58-30-5(5) reads as rewritten:
11 "(5) A]1 persons subject to Articles W 64,
L2 65 and 66, or 67 of this Chapter; except to'the
13 extent there is a conflict between the provisions
t4 of this Article and the provisions of those
15 Articles, in which case those Articles will
16 govern. "
17 Sec. 2. G.S. 58-30-10(14) reads as rewritten:
18 "(14) 'Insurer' means any entity licensed under
19 Articles 7 , L6, 26, 49- 65, or 67 of this Chapter
20 and any employer that has furnished to the
2I Commissioner satisfactory proof of its financial
22 responsibility under G.S. 97-93(a) (2). For
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DurDoses of this Artic1e, 'insurer' afso includes
continuinq care retirement centers licensed under

Sec. 3. G. S. 58-6 4-45 reads aslewritten:
"S 58-64-45. ffi Supervision, rehabilitation' and
liquidation.

(a) If, at any time, the Conmissioner determines, after notice
and an opportunity for the provider to be heard, that:

( 1) A portion of an entrance fee escrow account
required to be maintained under this Article has
been or is proposed to be released in violation of
this Article;
A provider has been or will be unable, in such a
manner as may endanger the ability of the provider,
to fully perform its obligations pursuant to
contracts for continuing care, to meet the
projected financial data previously filed by the
provider;
A provider has failed to maintain the escrow
account required under this Articlei or
A facility is bankrupt or insolvent, or in imminent
danger of becoming bankrupt or insolventi

the Commissioner may suoervision proc
to Article 30 of this Chapter or mav apply to the Superior Court
of Wake County or to the federaL bankruptcy court that may have
previously taken jurisdiction over the provider or facility for
an order directing the Commissioner or authorizing the
Commissioner to rehabititate or to liquidate
a *eeif-*;t f acif itv in accordance with Article 30 of this
Chapter.

( b ) nn e*'der €e *'ehabiliEaEe a €aeilitl' shall direets Ehe

W@ The definition of insolvencv' or
.insolvent' in c.S. 58-30-10(13) shaIl not apply to facilities
under this article. Rules adopted bv the Cornmissioner shall
define and describe 'insolvencv' or thazardgus financial
condition' for facitities under this Article. G.S. 58-30-12
shall not app]v to facilities under this Article.

( c ) If , at any tirne, the Court f inds r upon
CpnrnfSStqngl or Provider'

(2',)

(3)

(4)

petition of the
or on its own

emBleyrnenE ef sueh managers er agentss ae tsh€ eenmi ss*ener er
35 Erustsee may deem neees-ary and te €ake suef! sEeps as Ehe GourE
36
37
38
39
40
4L
42
43
44
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1 motion, that the objectives of an order to rehabilitate a
2 facility have been accornplished and that the facility can be
3 returned to the provider's management without further jeopardy to
4 the residents of the facility, the Court fidy, upon a full report
5 and accounLing of the conduct of the facility's affairs during
6 the rehabilitation and of the facility's current financial
7 condition, terrninate the rehabilitation and, by order, return the
g facility and its assets and affairs to the provider's management.
9 (d) lf, aE any tsime, tshe €enunissiener detsermines tshaf furtsher

10 effertss tse rehabilitatse tshe pnevider weuld be u'elessr tshe
11 rat ge" an ereer eg I
L2
13 {-t} i€+i€n€'r
L4 wheEher er net tshere lra^ beer issued a pr{er erder
15
1.6 {..+f Shall aeE as a reveea€ien er ts}re lieens+ ef Ehe
L7
18 ++f is+i€n€s
L9
20 pr€{Fi
2L ( f ) fn applying for an order to rehabilitate ar liquidate a
22 facility, the Commissioner shall give due consideration in the
23 application to the manner in which the welfare of persons who
24 have previously contracted with the provider for continuing care
25 may be best served.
26 (g) An order for rehabil-itation r*Mie* shall be
27 refused or vacated if the provider posts a bond, by a recognized
28 surety authorized to do business in this State and executed in
29 favor of the Commissioner on behalf of persons who may be found
30 entitled to a refund of entrance fees from the provider or other
31 damages in the event the provider is unable to fulfill its
32 contracts to provide continuing care at the facility, in an
33 amount determined by the Court to be equal to the reserve funding
34 that would otherwise need to be available to fu]fill such
35 obligations. ''
36 Sec. 4. G.S. 58-64-60 reads as rewritten:
37 "S 58-64-60. Agreenents as preferred clai-ns on liquidation.
38 In the event of liquidation of a provider, all continuing care
39 agreements executed by the provider shall be deemed preferred
4O claims against all assets owned by the provider; provided'
4L however, such claims shall be subordinate to the liquiqetor's
42 cost of administration oq any secured claim. "
43 Sec. 5. This act becomes effective October L, 1996' and
44 applies to continuing care retirement centers that are determined
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I
2

3

by the Commissioner of rnsurance
after that date.

to be financially inpaired on or
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Financial Supervision of Continuing Care Retirement Centers

FINDINGS: The Committee finds that the law that governs the rehabilitation and liquidation

of continuing care retirement centers, Article 64 of Chapter 58, does not give the

Commissioner authority to supervise centers that are financially impaired and intervene

before an order for rehabilitation or liquidation must be issued. Article 30 of Chapter 58

govems the supervision, rehabilitation, and liquidation of insurers and provides for

supervision of companies before their financial condition deteriorates to the point that

rehabilitation or liquidation is required. The Commissioner should have the authority to

assist financially impaired retirement centers in straightening out their financial problems

before rehabilitation or liquidation is necessary.

RECOMMEI\DATION AND LEGISLATM PROPOSAL VIII: Upon the

recommendation of the Committee, the bill short titled "Continuing Care Facility

Supervision" amends Article 30 of Chapter 58 in Sections 1 and 2 to provide that continuing

care retirement centers licensed under Article 64 of Chapter 58 are governed by the

provisions of Article 30. Section 3 of the bill amends the section of Article 64 that goveflN

the rehabilitation and liquidation of continuing care retirement centers, G.S. 58-6445, by

repealing the provisions of the section that give the Commissioner authority to appoint

trustees for rehabilitation of facilities and to apply for an order of liquidation and by adding

language that provides that the Commissioner may commence a supervision proceeding or

apply to the Superior Court of Wake County for an order directing or authorizing the

Commissioner to rehabilitate or liquidate a center in accordance with Article 30. Section 4 of

the bill amends G.S. 58-64-60 to provide that claims of continuing care agreements shall be

subordinate to a liquidator's cost of administration in the event of liquidation.
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SENATE DRS 5 674-LTZ7 42(3.27)

Short Title: Small Employer Health Plans. (Public)

Sponsors:

Referred to:

1

2

3

4

5

6
7

8
9

10
11

72

13

t4
15

t6
77

A BILL TO BE ENTITLED
AN ACT TO CONFORM THE LAW GOVERNING SMALL EMPLOYER

HEALTH BENEFIT PLANS TO T995 LEGISLATION AS RECOMMENDED BY
THE LEGISLATIVE RESEARCH COMMISSION'S COMMITTEE ON
INSURANCE AND INSURANCE-RELATED ISSUES.

The General Assembly of North Carolina enacts:
Section 1. G.S. 58-50-130(a)(2) reads as rewritten:
"(2) In determining whether a preexisting-conditions provision applies

to an eligible employee or to a dependent, all health benefit plans
shall credit the time the person was covered under a previous
tr€l*p health benefit plan if the previous coverage was continuous
to a date not more than 60 days before the effective date of the
new coverage, exclusive of any applicable waiting period under the
plan. As used in this subdivision with respect to previous coverage,
'health benefit plan' is not limited to plans subject to this act under
G.S. 58-50-115."

Sec. 2. This act is effective upon ratification.



Small Employer Health Benefit Plans

FIITIDINGS: In 1995, the General Assembly amended Chapter 58 in Section 234.L of

Chapter 507 of the 1995 Session Laws to require that insurers give credit for the time spent

satisffing the waiting period for preexisting conditions under a previous health insurance

plan, regardless of the type of plan. Before the 1995 amendments, credit was given only for

prior group plans. A drafting oversight resulted in one reference to "group" plans being left

in G.S. 58-50-130(^)(2), which should be removed to conform the statute to the intent of the

1995 legislation.

RECOMMBNDATION AND ANALYSIS OF LEGISLATM PROPOSAL IX: The

Committee recommends, and includes in its draft legislation, that G.S. 58-50-130(a)(2) be

revised to delete the word "group" as used in reference to health benefit plans. By deleting

the reference to "group', the bill requires health benefit plans of small employers to credit

the time an employee or dependent of an employee was covered under a previous health plan,

regardless of the type of plan, when determining whether a preexisting condition provision

applies to the employee or dependent.
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SENATE DRS s 68 1 -mzt 40(3 .2r)

Short Title: Revise Def. of Nonfleet Motor Vehicle. (Public)

Sponsors:

Referred to:

1 A BILL TO BE ENTITLED
2 AN ACT TO REVISE THE DEFINITION OF NONFLEET MOTOR VEHICLE TO
3 ALLOW FLEXIBILITY FOR THE NUMBER OF AUTOMOBILES THAT MAY
4 BE WRITTEN UNDER A PERSONAL AUTOMOBILE INSURANCE POLICY
5 AS RECOMMENDED BY THE LEGISLATIVE RESEARCH COMMISSION'S
6 COMMITTEE ON INSURANCE AND INSURANCE-RELATED ISSUES.
7 The General Assembly of North Carolina enacts:
8 Section 1. G.S. 58-40-10(2) reads as rewritten:
9 "(2) 'Nonfleet' motor vehicle means a motor vehicle not eligible for

10 classification as a fleet vehicle for the reason that the motor vehicle
n isf
L2&
13
14h
15
76t
17 * iey
18
L9 fouse*o+erer
20 * r€y
2t lagq
22 erueoptior
23 is one of four or fewer motor vehicles hired under a long-term
24 contract or owned by the insured named in the policy."
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Sec. 2. Article 36 of Chapter 58 of the General Statutes is amended by
adding a new section to read:
"$ 58-36-2. Private passeneer motor vehicles: number of nonfleet policies.

Notwithstanding the definition of 'nonfleet' in G.S. 58-40- 10(2). the Bureau may
adopt rules. subject to the Commissioner's approval. that specify the circumstances
under which more than four private passenger motor vehicles may be covered under
a nonfleet private passenger motor vehicle policy that is subject to this Article."

Sec. 3. This act becomes effective October 1, t996, and applies to
policies issued or renewed on or after that date.

Page 2 Senate DRS5681



Revise the Definition of Nonfleet Private Passenger Motor VeNcles

FINDINGS: The Committee finds that the definition of "nonfleet" motor vehicle has caused

some confusion in the industry with regard to how many private passenger motor vehicles

may be covered under a nonfleet private passenger motor vehicle policy. The definition

should be revised to clariff the number of automobiles that are allowed and to give the Rate

Bureau authority to adopt rules that would allow flexibility for the number of automobiles

that may be written under a private passenger motor vehicle policy.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL X: Upon

recommendation of the Committee, the bill short titled "Revise Definition of Nonlleet Motor

Vehicle" amends G.S. 5840-10(2), the definition of "nonfleet" motor vehicle, to provide

that a nonfleet motor vehicle is a motor vehicle that is not eligible to be classified as a fleet

vehicle because it is one of four or fewer vehicles under contract or owned by the insured.

Section 2 af the bill adds a new section to Article 36 of Chapter 58 that gives the Rate Bureau

the authority to adopt rules that speciff special circumstances in which more than four

vehicles may be covered under a nonfleet policy.
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Short Title: Medicare Supplement Policies. (Public)

Sponsors:

Referred to:

1

2

3
4
5
6

7

8
9

10
11

72

13

t4
15
16
77
18
79
20
2l
22
23
24

A BILL TO BE ENTITLED
AN ACT TO AMEND THE MEDICARE SUPPLEMENT INSURANCE LAWS TO

COMPLY WITH THE FEDERAL SOCIAL SECURITY AMENDMENTS OF
T994 AS RECOMMENDED BY THE LECISLATIVE RESEARCH
COMMISSION'S COMMITTEE ON INSURANCE AND INSURANCE-
RELATED ISSUES.

The General Assembly of North Carolina enacts:
Section 1. Article 54 of Chapter 58 of the General Statutes is amended

by adding a new section to read:
"$ 58-54-12. Rules for compuance with federal law and resulations.

The Commissioner may adoot rules necessary to conform Medicare supplement
policies and certificates to the requirements of federal law and regulations. including:

CU Reouiring refunds or credits if the policies or certificates do not
meet loss ratio requirements.

@ Establishing a uniform methodology for calculating and reporting
loss ratios.

(3) Assuring public access to policies. premiums. and loss ratio
information of issuers of Medicare supplement insurance.

C4) Est4blishing a process for approving and disapproving policy forms
and certificate forms and proposed premium increases.

(5) Establishing procedures for holding public hearings before
approval of premium increases.

(O Establishing standards for Medicare Select policies and
eertificates."
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1

2
Sec. 2. This act is effective upon ratification, and shall apply to Medicare

supplement policies issued or renewed on or after October 1, 1996.

Page 2 Senate DRS5675



Conform Medicare Supplement Policies to the 1994 Social Security Act Amendments

FINDINGS: The Committee finds that Article 54 of Chapter 58, "Medicare Supplement

Insurance Minimum Standards", should be revised to conform the law to the Social Security

Act, as amended in 1994. The 1994 amendments provide more protection to buyers of

Medicare supplement insurance policies and the National Association of Insurance

Commissioners has adopted rules that revise the model act governing Medicare supplement

insurance policies accordingly.

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL XI: The bill

short titled "Medicare Supplement Policies" amends Article 54 of Chapter 58 by adding a

new section to the Article that gives the Commissioner of Insurance the authority to adopt

rules necessary to conform Medicare supplement policies and certificates to the requirements

of federal law and regulations.
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Short Title: Insurance Company Investments. (Public)

Sponsors:

Referred to:

1

2

3

4

5
6

7

8

9
10
tl
12
73

1.4

15

t6
77
18
79

20
2T

22
23
24
25

A BILL TO BE ENTITLED
AN ACT TO LESSEN THE REQUIREMENT OF INSURANCE COMPANIES TO

MAINTAIN TRUST ACCOUNTS OR OBTAIN LETTERS OF CREDTT OR
GUARANTY BONDS AS RECOMMENDED BY THE LEGISLATIVE
RESEARCH COMMISSION'S COMMITTEE ON INSURANCE AND
INSURANCE-RELATED ISSUES.

The General Assembly of North Carolina enacts:
Section 1. G.S. 58-7-162(6) reads as rewrirten:
"(6) All premiums in the course of collection not more than 90 days

past due, excluding commissions payable thereon, due from any
person that solely or in combination with the person's affiliates
owes the insurer an amount that equals or exceeds five percent
(sVo) of the insurer's
surplus as regards policyholders. but only if:
a. The premiums collected by the person or affiliates and not

remitted to the insurer are held in a trust account with a
bank or other depository approved by the Commissioner.
The funds shall be held as trust funds and may not be
commingled with any other funds of the person or affiliates.
Disbursements from the trust account may be made only to
the insurer, the insured, or, for the purpose of returning
premiums, a person that is entitled to returned premiums on
behalf of the insured. A written copy of the trust agreement
shall be filed with and approved by the Commissioner
before becoming effective. The Commissioner shall
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1

2

3
4

5

6

7

I
9

10
11

12

13
1.4

15

T6

17

18
19

20
2T

22
23
24
25
26
27
28
29
30
3l
32
33
34
35
36
37
38
39
40
4l
42
43
44

disapprove any trust agreement filed under this sub-
subdivision that does not assure the safety of the premiums
collected. The investment income derived from the trust
may be allocated as the parties consider to be proper. The
person or affiliates shall deposit premiums collected into the
trust account within 15 business days after collection; or
The person or affiliates shall provide to the insurer, and the
insurer shall maintain in its possession, an unexpired, clean,
irrevocable letter of credit, payable to the insurer, issued for
a term of no less than one year and in conformity with the
requirements set forth in this sub-subdivision, the amount of
which equals or exceeds the liability of the person or
affiliates to the insurer, at all times during the period that
the letter of credit is in effect, for premiums collected by the
person or affiliates. The letter of credit shall be issued
under arrangements satisfactory to the Commissioner and
the letter shall be issued by a banking institution that is a
member of the Federal Reserve System and that has a
financial standing satisfactory to the Commissioner; or
The person or affiliates shall provide to the insurer, and the
insurer shall maintain in its possessiono evidence that the
person or affiliates have purchased and have currently in
effect a financial guaranty bond, payable to the insurer,
issued for a term of not less than one year and that is in
conformity with the requirements set forth in this sub-
subdivisionn the amount of which equals or exceeds the
liability of the person or affiliates to the insurer, at all times
during which the financial guaranty bond is in effect, for the
premiums collected by the person or persons. The financial
guaranty bond shall be issued under an arrangement
satisfactory to the Commissioner and the financial guaranty
bond shall be issued by an insurer that is authorized to
transact that business in this State, that has a financial
standing satisfactory to the Commissioner, and that is
neither controlled nor controlling in relation to either the
insurer or the person or affiliates for whom the bond is
purchased.

Premiums receivable under this subdivision will not be allowed as
an admitted asset if a financial evaluation by the Commissioner
indicates that the person or affiliates are unlikely to be able to pay
the premiums as they become due. The financial evaluation shall
be based on a review of the books and records of the controlling or
controlled person."

Sec. 2. This act becomes effective October 1.7996.

b.

c.
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Insurance Company Investments

FINDINGS: G.S. 58-7-t62(6) governs allowable or admitted assets of insurance companies

and requires that, for all premiums that exceed 5% of the insurer's total premiums in the

course of collection and not more than 90 days past due, agents must hold those premiums in

a trust account, have a letter of credit issued to cover the amount, or obtain a financial

guaranty bond. The Committee finds that this statutory requirement is burdensome to the

industry and increases the administrative costs of the industry. Therefore, the insurance

industry, and ultimately insurance policyholders as consumers, would benefit from a revision

to the statute to ease the burden by requiring agents to set up trust accounts or to obtain

letters of credit or guaranty bonds only if the amount of premiums collected "equals or

exceeds five percent (5%) of the insurer's surplus as regards policyholders".

RECOMMENDATION AND ANALYSIS OF LEGISLATM PROPOSAL XII: Upon

the recommendation of the Committee, the bill short titled "Insurance Company Invesftnents"

amends G.S. 58-7-162 to provide that, in determining the financial condition of an insurer,

allowable assets include assets up to 5% of the surplus as regards policyholders, or the

monetary surplus, before the premiums must be placed in a trust account or the agent must

obtain a letter of credit or financial guaranty bond.
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CHAPTER 542

AN ACT TO AUTHORIZE STUDIES BY THE LEGISLATIVE RESEARCH
COMMISSION, TO CREATE AND CONTINUE VARIOUS COMMISSIONS, TO
DIRECT STATE AGENCIES AND LEGISLATIVE OVERSIGHT COMMITTEES AND
COMMISSIONS TO STUDY SPECIFIED ISSUES. TO MAKE VARIOUS
STATUTORY CHANGES, AND TO MAKE TECHNICAL CORRECTIONS TO
CHAPTER 507 OF THE 1995 SESSION LAWS.

The General Assembly of North Carolina enacts:

PART I.---.-TITLE
Section 1. This act shall be known as "The Studies Act of 1995".

PART II. -----LEGISLATIVE RESEARCH COMMISSION
Sec. 2.1. The kgislative Research Commission may study the topics listed

below. When applicable, the 1995 bill or resolution that originally proposed the issue or
study and the name of the sponsor is listed. The Commission may consider the original bill
or resolution in determining the nature, scope, and aspects of the study. The topics are:

(13) Insurance and insurance-related issues:
a. Coastal insurance availability and affordability (S.J.R. 881 - Soles,
Parnell)
b. Long-term care insurance (S.B. 102 - Parnell; H.g. 98 - Edwards)
c. Statewide flexible benefits program and third-party administrator

contracts (Executive Order 66)

Sec. 2.8. Committee Membership. For each kgislative Research Commission
committee created during the 1995-96 biennium, the cochairs of the kgislative Research
Commission shall appoint the committee membership.

Sec. 2.9. Reporting Dates. For each of the topics the Legislative Research
Commission decides to study under this act or pursuant to G.S. 120-30.17(1), the
Commission may report its findings, together with any recommended legislation, to the 1996
Regular Session of the 1995 Genetal Assembly, if approved by the cochairs, or the 1997
General Assembly, or both.

Sec. 2.10. Bills and Resolution References. The listing of the original bill or
resolution in this Part is for reference purposes only and shall not be deemed to have
incorporated by reference any of the substantive provisions contained in the original bill or
resolution.

A-l



Sec. 2.11. Funding. From the funds available to the General Assembly, the
Legislative Services Commission may allocate additional monies to fund the work of the
kgislative Research Commission....

PART XXU.-----EFFECTIVE DATE
Sec. 26.1. This act is effective upon ratification.

l\'2
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Referred to:

A JOINT RESOLUTION AUTHORIZING THE LEGISLATI\E RESEARCH
COMMISSION TO STUDY THE AVAILABILITY AND AFFORDABILITY OF
COASTAL INSURANCE.

Whereas, the coastal areas of North Carolina are experiencing problems
with the avaiiabiliry and affordability of property, liability, and othei essential
insurance coverages; and

Whereas, these problems should be addressed as soon as possible after
deliberation and study and after input by insurers, policyholders, agents,
businessowners, homeowners, and other affected parties;
Now, therefore, be it resoived by the Senate, the House of Representatives
concurring:

Section 1. The Legislative Research Commission may study the problems
of insurance availability and affordability in coastal and Eastern North Carolina. The
Commission may also study the operation of the Beach and FAIR plans and other
matters relating to insurance availabiiiry and affordabiiiry.

Sec. 2. The Commission may make an interim or final report, including
a:ty legislative proposals, to the 1995 General Assembly, Regular Session 1996. If no
final report is made to the 1995 General Assembiy, RJgular Session 1996, the
Commission may make a final report, including any legislative proposals, to the tggT
General Assembly.

Sec. 3. This resolution is effective upon ratification.
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HOUSE BILL 98*

Short Title: Long-Term Care Insurance Study. (Public)

Sponsors: Representatives Edwards; Aldridge, Culp, Gardner, Howard, and
Buchanan.

Referred to: Insurance.

February 2, 1995

1 A BILL TO BE ENTITLED
2 AN ACT TO AUTHORIZE THE LEGISLATIVE RESEARCH COMMISSION TO
3 STUDY LONG-TERM CARE INSURANCE.
4 The General Assembly of North Carolina enacts:

5 Section 1. The Legislative Research Commission shall study the
6 availability, coverage, and provision of long-term care insurance in North Carolina
7 and may make recommendations to overcome any barriers to the provision of private
8 long-term care insurance coverage. The Legislative Research Commission may
9 investigate the relationship between Medicaid, Medicare, and long-term care

t0 insurance; whether private long-term care coverage can provide some relief to the
t1 increasing public burden of Medicaid cost escalation; whether to mandate long-term
t2 insurance coverage; impediments to product development; whether the State could
13 promote product purchase; and minimum standards oi coverage. The Legislative
14 Research Commission may consult with the Commissioner of lnsurance, the
t5 insurance industry, the long-term care industry, and senior citizens' groups.
16 Sec. 2. The Legislative Research Commission may make an interim
L7 report to the 1995 General Assembly, 1996 Regular Session, and shall make a final
18 report to the 1997 General Assembly.
19 Sec. 3. This act is effective upon ratification.

H
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LRC Member: Rep. Jerry C. Dockham
P. O. Box 265
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President Pro Tempore Appointments

Sen. R. C. Soles, Jr., Co-Chair
P. O. Box 6
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Rep. William E. McMahan
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Rep. David M. Miner
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Mr. John Bone
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Mr. Robert Paschal
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Mr. John B. McMillan
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Farah Boyce
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Wilmington, NC 28401
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1 700 Hillsborough Street
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Raleigh, NC 27605
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Mr. Robert Wells
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P. O. Box 1486
Kitty Hawk, NC 27949

Mr. Dascheil Propes
NC Department of Insurance

Dobbs Building
430 N. Salisbury Street

Raleigh, NC 27603

Mr. Dave Diehl
NC Department of Insurance
430 N. Salisbury Street
Raleigh, NC 27603

Mr. Bill Hale
NC Department of Insurance
430 N. Salisbury Street
Raleigh, NC 27603

Ms. Beckie Street
PPAB
P. O. Box 389
Raleigh, NC 27602

Ms. Mary Anne Hocutt
DHR-Personnel
101 BlairDrive
Raleigh, NC 27626

Mr. Bill Trott
P. O. Box 31627
Raleigh, NC 27622

Ms. Sean Flannery
SEANC
P. O. Drawer27727
Raleigh, NC 27611

Ms. Polly Williams
NC Coalition of Aging
622 Woodbum Road
Raleigh, NC 27605

Mr. Dewey Meshaw
NCruA
1 700 Hillsborough Street
Raleigh, NC 27605

Mr. Robert A. Henderson
315 South Calhoun St.

Suite 849 Barnett Bank Building
Tallahassee, FL 32301

Mr. George M. Teague
Post Office 8ox26507
Raleigh, NC 2761I

Mr. B. Davis Horne, Jr.

P. O. Box 2611
Raleigh, NC 27602

Mr. Tommy Sutton
108 W. Gordon Street
Kinston, NC 28501

Mr. Terry Pemberton
State Farm Insurance
1500 State Farm Blvd.
Charlottesville, VA 22909

Mr. Art Ivey
110 Gleneagles Rd.
Campobello, SC 29322

Ms. Marge Foreman
NCAE
P. O. Box 27347
Raleigh, NC 27611

Ms. Tina Meehan
PHP
113 Edinburgh South
Cary, NC 2751I

Ms. Brenda Franco
Smith Anderson
P. O. Box 2611

Raleigh, NC 27602
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NORTH CAROUNA INSURANCE UNDERWRMNG ASSOCNNON
INCOME COMPARISON FOR FISCAL YEARS 1970.1995

NET

INCOME

CHANGE IN

ASSESSMENTS NON.ADMITTEDASSETS
( DISTRIBUTIONS ) ACCRUED INTEREST

MEMBERS'
EQUITYAS OF

SEPTEMBER 30. LOSS

58,472

298,952
544,509
762,967

761,981
6'18,996
859,168

.971,700
1,550,647

'2,056,728

3,101,399
:3,371,272

,3,217,862
(1,955,437)

3,291,632
6,615,155

1,0,172,762

1:1,090,480

7,858,204
8,293,278

10,327,974

11,3?2j04
(4,862,351)
10,952,532
17,107,404

74

(363,791)

:
(464,981)

(674,832)

(1,328,368)
(819,496)
(897,549)

(1,083;986)
(1,810,875)

(2,412,5791
(2,901,304)
(3,3s1,6e7)

(16,828,114)
(10,509,954)
(10,278,7?2)

(6,021,452)
(7,496,291)
(9,132,226)
(5,941,583)
(3,241,019)

:

(5e2)

96

205
( /,o0o,

175,791

78,579
(110,8s2)

65,186
(185,718)

(8,185)
(4,664)

15,930

19,963
(16,394)

(6,670)

(2,266)
(8s,747)
(38,811)

14,042

( DEFTCTT

57,153
356,105
536,823

1,299,790

2,061,771
2,215,796
3,074,362
3,271,326
4,822,179
5,542,992
8,000,566

10,552,868

12,575,892
8,874,766

9,568,101
13,273,767
20,090,168
14,368,464
11,736,671
9,734,839

14,034,691

17,858,238
3,773,9't4
8,746,052

22,626,479

1970
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1976
1977
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1979
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TOTAL NETASSESSMENTS
TOTAL NET DISTRIBUTIONS

$ 108,231,574 $ (85,503,322) $

55,497
(85,558,819)

(101,773) S 22,626,479

$

$

$ (85,503,322):
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l.

2.

3.

4.

5.

POINTS OF RECOMMENDATION FOR
LEGISLATIVE RESEARCH COMMISSION

Legislation to make available through the N.C.I.U.A. business income and

loss of rental income coverage for Commercial Lines policies, on a limited
amount basis.

Legislation to make law and ordinance coverage available through the
N.C.I.U.A.

Requiring the N.C.I.U.A. to retain a portion of its profits as a reserve fud
against future company assessments that would cause rate increases and

company withdrawal from North Carolina.

Setting the rates for windstorm policies through the Beach Plan to insure
equity between the credit given for the windstorm exclusion and the cost to
repurchase windstorm coverage. (Applicable to Homeowners & Commercial
Package policies.)

A revised formula for company participation in N.C.I.U.A. profits and losses

that would provide a greater incentive for companies to write voluntary
business.
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TESTIMONY OF

CHRISTOPHER ROE
COUNSEL

Before The

INSURANCE ISSUES STUDY COMMITTEE

On

COASTAL INSURANCE AVAILABILITY

Raleigh, NC
February 15, 1996

Mr. Chairman and Committee members:

My name is Chris Roe. I am counsel to the American Insurance Association.
AIA represents major property and casualty insurance companies across the United
States which write more than 30% of the property insurance in North Carolina. We
appreciate your invitation to testify today on the problems some North Carolina
residents have experienced with property insurance, particularly homeowners residing
in coastal communities. We commend you for holding this meeting and affording us
an opportunity to share our perspective of homeowners insurance for coastal areas --
an issue that has both local and national implications.

ldentifying the Problem

Catastrophes have been described by A.M. Best as "insurers' number one
financial challenge," and is a top priority for AlA. Whether the issue is phrased in

terms of an $80 billion hunicane or a "sudden knockout punch," the problem is

enormous. The industry probably has enough capacity to handle one event about the
size of Hunicane Andrew, or maybe a little larger. Because insurers are concemed
about the "knockout punch," they have begun utilizing state-of-the-art computer
models which indicate that the gap between exposure and capacity is severe.

At the same time insurers have discovered that they have been
underestimating possible catastrophe losses, North Carolina has experienced huge
increases in coastal population and coastal property exposure. Between 1980-1993,
the coastal population increased by 25o/o and property exposure increased by 241o/o

totaling $45 billion. Using catastrophe computer modeling performed for the Natural
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Disaster Coalition (NDC) by RMS/ISO, the NDC estimates that the 100 year
hurricane hitting the Southeast would cause $6.2 billion in losses. This scenario is not
the worse. Losses could be significantly higher. For example, the 500 year storm (a
.2o/o probability) would result in losses of $16.5 billion. Insurers are greatly concemed
about the mega-catastrophe and have begun adjusting their coastal business.

Three Maior Principles

I understand that the Committee is reviewing multiple suggestions for
addressing coastal insurance availability and is interested in how other states like
Florida and Texas have handled the issue. In particular, I understand the Committee
is concemed about the groMh of the Beach Plan. Before responding, it is important
to articulate three major principles which we believe are essential for determining the
impact of these suggestion or weighing the impact of proposals from other states:

. Does the proposal maximize present capacity in the industry?

. Does the proposal allow insurers to manage their windstorm exposure?

. Does the proposal provide for adequate rates?

Some of the "solutions" that have been offered around the country would
exacerbate, not alleviate, cunent conditions. Other reforms have demonstrated that
solutions can be crafted. For example, even though Florida implemented a
moratorium after Hunicane Andrew on cancellations and nonrenewals on residential
property insurance, their recent reforms compare favorably to these three principles
and have produced some immediate results. Similarly, Texas has followed an
approach which also compares favorably.

lf the proposal does not affirmatively answer one of these principles, the
proposal is likely to have little impact or create a disincentive for insurers. After
discussing other state reforms, I would like to respond to some of the proposals
before the Commiftee.

Florida

Florida's recent reforms accomplished three major goals: maximized capacity,
permitted catastrophe computer modeling in ratemaking, and removed the
disincentive of residual market assessments. To maximize capacity, Florida has
adopted windstorm deductibles as high as 5% with a 10% co-payment. They are now
expforing a 10o/o deductible which Califomia has already adopted for the peril of

F-2



earthquakes. A spread of deductibles provides consumers with a progressive means
of handling the amount of the deductible. Rather than a flat deductible for all
consumers, those consumers with higher coverage limits can assume more exposure
with a percentage deductible. On May 1, Florida's windstorm poolwill have a
minimum 1% deductible on the value of the dwelling for residentialwhich can't drop
below $500 and an optional 2Vo deductible. Commercial property will have a3o/o
deductible which cannot drop below $1000.

Florida's windpool is called the Florida Windstorm Underwriting Association
(FWUA) and the joint underwriting association is known as the Florida Residential
JUA. Both residual markets are intended to write exclusively in their geographical
areas. The Florida Residential JUA has over 800,000 risks and is the second largest
insurer in the state with more than 20o/o of the homeowners market. The Florida
windpool has also exploded in growth and has accumulated over $30 billion in
windstorm exposure.

As these two residual markets grew, their increased exposure substantially
contributed to a dysfunctional market. In the past, insurers were entirely responsible
for residual market deficits which were passed onto insurers through assessments.
North Carolina has a similar assessment. These assessments are like a tax and
insurers soon realized that a company's assessments could exceed its own losses
from a storm. As a result, residual markets forced insurers to take on more
windstorm exposure than they could individually handle. Regardless of whether they
undertook appropriate underwriting and properly distributed their risk, insurers were
unable to control their windstorm exposure.

These residual market liabilities also produced a major disincentive for insurers
to increase writings. Like North Carolina, assessments are based upon an insure/s
market share. An insurer with 10o/o of the market was responsible for 1Oo/o of any
deficit. Thus, if an insurer decided to write more business, it assumed a greater
amount of the liabilities of the residual markets. Once the residual markets grew
substantially, it created a major disincentive for insurers to write more business. In
fact, for individual insurers to maintain the same level of windstorm exposure, insurers
had to adjust their own portfolio.

Florida took several steps to address these problems which are summanzed
as follows:

Windpool - The industry remains responsible for windpool deficits, but
insurers are able to pass assessments onto policyholders. In addition,
the state could issue bonds to allow insurers to pay off the deficit over a
period of time. The FWUA also has a take ouUkeep out program which
allows insurers to write themselves completely out of the FWUA. This

F-3



means that insurers are given incentives to write business and in retum
they are excused from future assessments.

Residential JUA - The industry's annual responsibility for JUA liabilities
is capped at 10o/o of the written premiums for the subject lines in the
state which sets the cap at $167 million. A statewide surcharge on
policyholders covers the rest. In addition, the industry's assessments
can be passed onto policyholders.

Hunicane Catastrophe Fund - The state created a rainy-day fund which
annually assesses insurers on their residential property business and
reimburses insurers after a major hunicane. These assessments can be
passed through to policyholders. For funds to accumulate free of
federal taxation, which is the main benefit of the Fund, the state had to
contribute $50 million to the Fund.

Rates - Florida realized that rates were inadequate and permitted
insurers to use catastrophe computer modeling. Inadequate rates
created a disincentive for new business. In addition, the rates in the
Residential JUA remained below the voluntary market. As a results,
policyholders were cancelling coverage and moving to the JUA. The
recent Florida reforms provide that the JUA rates must be above the
voluntary market.

Depopulation Program - To decrease the size of the Residential JUA,
Florida adopted a number of incentives. First, for every risk an insurer
takes out of the Residential JUA, the insurer receives $100. Second,
these risks do not count towards an insure/s market share for three
years for purposes of residual market assessments. These incentives
proved attractive as evident by Commissioner Nelson's announcement
in February that he had received proposals to remove 1.1 million risks
from the Residential JUA.

Texas

Texas has also taken some similar approaches. First, Texas has approved
voluntary windstorm deductibles ranging from 1o/o - 5o/o. These deductible levels will
also apply to the Texas windpool called the Catpool.

Second, the state has explored expansion of the Catpool and has been very
reluctant to expand it. At this time, the state has decided to expand the Catpool to
only two towns. Expansion is seen as a last step if all other approaches fail.



Third, the Catpool established a reserve fund. After the Catpool pays each
yea/s claims and operating expenses, remaining amounts are deposited into a Trust
Fund held by the state. As these funds accumulate, it provides a cushion by
expanding the capacity of the Catpool to handle a major hunicane. Insurers must be
assessed $100 million before the Fund is triggered. For losses between $200 and
$400 million, insurers are assessed and may take a tax credit over 5 years equal to
the assessment in this layer.

Finally, the Catpool has a take ouUkeep out credit program and will hold
hearings in March on whether to expand the program so that insurers can completely
write themselves out.

AIA's Proposals for Addressing Market Availabiiity

We have leamed some valuable lessons in Florida. When applying these
lessons to the various proposals before the Committee, we would like to reiterate the
following observation: increasing the growth of the industry's liability for residual
market deficits creates a major disincentive for insurers and prevents insurers from
managing their windstorm exposure. There are several proposals which create this
disincentive and will exacerbate the situation:

- increasing the geographical area of the beach plan;

- requiring the beach plan to offer homeowners'coverage;

- requiring the beach plan to write indirect loss coverage on wind and hail
policies; and

- requiring the beach plan to offer indirect loss coverage on regular
commercial and dwelling policies.

Before pursuing these proposals, the state should first explore other measures
that maximize capacity and provide for adequate rates. The danger of pursuing these
proposals is that they may perpetuate the cycle of residual market growth.

AIA is greatly concemed about any proposals to assign risks to insurers. Many
insurers write niches and lack experience with particular risks. For example, an
insurer may write only mobile homes or expensive properties. Inexperience with a
niche will result in worse underwriting experience which is likely to translate into higher
rates. More importantly, assigning risks prevent insurers from managing their
windstorm exposure. lf insurers cannot manage their exposure, it is likely to create a
problem similar to Florida.



In the altemative, there are several proposals before the Committee which
create incentives and would likely have a positive impact as demonstrated in Florida:

- lnsurers should be encouraged to write more business through a take
ouUkeep out credit program that permits insurers to completely write
themselves out of the beach plan;

- Existing plans should be authorized and encouraged to purchase
adequate catastrophe reinsurance protection to the maximum extent
possible from the reinsurance market; and

- Surplus line writers should be encouraged to take commercial and
commercial.residential risks out of the plans.

In addition, we would like to make some suggestions by borrowing from Florida
and Texas. First, the beach plan presently offers deductibles from $250 to $2,500.
We would recommend that the beach plan explore higher windstorm deductibles and
a possibfe co-payment. We would favor mandatory 1o/o to 2o/a deductibles.

Second, insurers should be able to pass-through all or a portion of their
residual market assessments to poliryholders and/or cap their residual market
assessments. In Florida, this change generated substantial interest from insurers and
created an incentive for new insurers to enter the market. As an altemative, in the
event of industry assessments by the residual market, insurers should be authorized
to take a premium tax credit over several years (e.9. 5 years) up to the amount of the
assessment. Finally, it is crucial that the beach plan charge actuarially sound rates
which are not below the voluntary market and that the Department of Insurance
continue to review and be receptive to catastrophe computer modeling in the
ratemaking process.

In closing, AIA again commends you for your active interest in this critical issue
and appreciates this opportunity to provide you with our views on this important
matter. Life after Hunicane Andrew for property and casual$ insurance industry can
never be the same. All coastal states are experiencing similar problems to varying
degrees. There is no silver bullet, but by adopting some of the reforms in Florida and
Texas, North Carolina can help promote stability in the market.
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L Managi+g the Financial Ri;k (Reduce tie major insolvency riskwithatternative
fu.nding methods) , ' 

:.'- l
A. Retain'the beach plan distributions on an anriual basis as a prefunded,loss

t

reserye.

- ;'B. Secure advancc funain! fgr catastrophic loss. fnis *in be a.line of credit or
.rcyenue bon{s with e guarantee to isgue at the time of e catastrophc. .The bonds
could.be repaid oier a period of years including interest (er 20 years). , .

i

.C. Recoupmeni process also added. All property poticy premiumg in the state cbuld

. ,\ be increased up to a certain p-ercentage eacF y&r until the entire loss hls been

. 
.,recouped. 

,, . ,

D. The probable maximumtloss for the beach plan needs to be detdrmined in
advance so the proper balance between these three funding mechanisms is
secured in edvance.. 

,

E. Some individual erposure to an individual company surplus or reinsurdn". *ouid
, also be part of the funding mechanism. A maximum assessment per compiny

could be established.

/:,
Rating and Credits , " 

l

X. Simplify consent to rate so that the document needs to be compleied when'a
. policy is issued and the billing notify the customer on subsequent annivercaries.' This will enhancc the company's abitity to write business in thc voluntary market. rather than the beach plan.

B. fnir:ease,credits for homeowner piticies to make it advantageous io write' 
voluntary business to reduce 

"rrtr-.rrts. This could. be done either by allowing
a company to record the actual beach plan charge for each policy written and

or three times the homeowner policy allowance as crediL The formula approadh
would be simpler and irlso could develop a premium that actually gives greater
credit for e voluntary homeowner policy than the beach plan secures in the
current formula for a pP policy.

Expand beach plin territory to certain areas such as Manteo.
t.
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