SHORELINE PRESERVATION TASK FORCE
NATIONAL FLOOD INSURANCE PROGRAM:
INFORMATIONAL FORUM

MEETING MINUTES

Wednesday, January 15, 2014

1:00 PM in Room 2C of the Legislative Office Building

Those in attendance: Rep. James Albis, Sen. Ed Meyer, Rep.  Phil Miller, Rep. Betsy Ritter, Rep. Kim Rose, Rep. Jonathan Steinberg, Rep. Tom Vicino, Rep. Pat Widlitz, Rep. Elisa Wright, Rep. Brenda Kupchick, Jennifer O’Donnell, John Plante, David Sutherland, Andy Weinstein.  Guests: Philmore McPherson, Mia Delaire, Michael Santoro, Garrett Eucalitto, Michael Barbaro, Matt Ruetter, Lou Mangini, Randy Collins, Warren Ruppar, Michael Tetreau, Ben Blake, George Bradner, Deputy Commissioner Macky McCleary.  
Those absent: Sen. Scott Frantz, Rep. Laura Hoydick, Rep. Noreen Kokoruda, Rep. Lonnie Reed, Rep. Terrie Wood, Joseph Williams.  
The meeting was called to order by Shoreline Preservation Task Force Chair Rep. James Albis at 1:14 p.m.  Representative Albis welcomed the task force members and guests, laid out the format of the meeting, and invited participants to introduce themselves.  
Presentation by George Bradner of the Connecticut Insurance Department

Overview of the National Flood Insurance Program

George Bradner – Offered a discussion of the NFIP program with respect to changes from the Biggert Waters Act of 2012.  He explained that while his department has no regulatory authority over the program, Connecticut has significant coastal exposure and, as seen in the past, trees have a big impact during storms.  
Bradner explained that recurring deficits within NFIP prompted the need to subsidize the program however the proposed premiums have been unsustainable.  In terms of rate impact, there is a 5% assessment on each policy to cover future losses so even though rates are increasing, there will be a fund.  Non-primary residents are impacted with a 25% increase each year.  Business properties and repetitively damages properties will also see a 25% rate increase until those rates are actuarially justified.  Newly insured properties will be at a full-risk rate.   
Bradner noted that, in terms of rate status nationally, there are 5.6 million policies.  80% of those policies are at the full-rate and the rest are subsidized.  In the Northeast, the number of subsidized policies is actually at a higher percent – closer to 40 or 45%.   Among the subsidized policies, there will be a 25% increase on second homes and businesses whereas condos and multi-family homes will have no change until FEMA develops further guidelines. Insurance is mandated on any property where there is a mortgage.  DEEP is Connecticut’s coordinator of this program and will act as liaison and offer technical assistance. 

Bradner went on to say that the Pure Loss Ratio was 103% before expenses. With the exclusion of Hurricane Sandy though, the ratio was only 54%.  That rate has come up with Sandy wiping out all of the profit. 
He offered an overview of current federal and state legislative addressing these changes, noting 120 bills currently introduced and the Mississippi lawsuit against FEMA.  The five federal bills he found particularly interesting were 2217, 3312, 3380, 3511, and 3370/1610 and gave brief description of each. He noted that the current appropriations bill in Congress is working on some of these fixes, but it doesn’t address what happens when an insured property is sold or when coverage lapses or is dropped or secondary homes and businesses.  He then briefly discussed the Mississippi lawsuit.  
Bradner then shifted his presentation to other solutions, including private market possibilities.  One condition of private market policies is that coverage must be equal to NFIP plan and have an A rating from Freddie Mac.  The Excess and Surplus market, which is emerging in several states, has already written two policies here in Connecticut.  These private market options are 25-30% lower than NFIP but does not cover repeat or existing flood damage.  It uses a simplified rate structure but coverage is incidental.   If Congress is able to address the problems with NFIP, or if the implementation is deferred, there will be no private market. 
Rep. James Albis – Speaking of private market solutions, Swiss RE was unable to come today but their company offers some options to state and local governments.  Their information will be sent out later but right now I’d like to open it up for questions. 
Rep. Robert Megna – The company underwriting the Connecticut policies, was it admitted?

George Bradner – No, it was E and S.

Rep. Robert Megna – NFIP is a federal program and I understand some admitted companies write their own.  Is there anything preventing those individuals from going to E and S?

George Bradner – I don't know the specific reasons why they went to this company. 

Rep. Robert Megna – What I’m getting at is, since it’s Excess and Surplus lines, you want in theory the three denials. 
George Bradner – The Insurance commissioner has put out answers to this. They don't have to go out and get 3 declarations. But you don't want people to go right into E and S because it's unregulated in Connecticut and there's no guarantee fund.  It's there for companies developing new products that might enter the admitted market. 

Rep. Robert Megna -It sounds like in Connecticut you can go right to E and S market for flood insurance.

George Bradner – We believe so.  Agents are concerned with whether they need the 3 declarations but we think that's not true. 

Rep. Robert Megna - Should we clarify legislatively? And with BW 12 – do the guidelines apply to E and S? 

George Bradner – At a minimum it must offer the same coverage.
Sen. Ed Meyer – Could you elaborate on federal preemption – does this law removed authority of CID or the legislature if there's a private market, do we have a roll?

George Bradner – As for the E and S market – we don't regulate rates or forms in that market and that's not federal. We want that fertile ground for product development. Sometimes banks won't accept non-NFIP plans and BW is trying to get around that. 

Sen. Len Fasano – Just a comment, Rosa's office has asked to get involved with the Mississippi case but there's the pending motion to dismiss.

Rep. James Albis – Thanks for clarification.

David Sutherland – What relationship did post-Sandy legislation have with NFIP? Did congress have to pass some supplemental borrowing authority to pay claims because of the debt? What's the process FEMA has to go through following catastrophes? 

George Bradner – They do have to go to congress. You can find claim history for every state. Louisiana has gotten $16b. 

Rep. Tom Vicino – You mentioned $470b in properties, how was that number calculated? 

George Bradner – It takes into account properties up to 40 miles back from the coastal shoreline. I can go back and look at it but there is an equation and they aggregate.  I think in CT it's about 20 miles.

Rep. Tom Vicino – In Connecticut that's the distance between Long Island Sound and Haddam - that's a large area. 

George Bradner – It is. 

Michael Barbaro – Going back to slide of loss ratios – those were pre-BW premiums?  Excluding Sandy, that would be attractive given the % increases. 

George Bradner – Lloyds is syndicated with a solid reputation. It's attractive, particularly in Florida.  They've taken in $17B in premiums and have paid out much less.  NFIP is doing something that no one could get away with, covering losses that already happened in other states. Companies need years of profit to absorb losses.

John Plante – Historically, FEMA has looked at data going backwards.  Is this still the case?
George Bradner – The policies don’t look at sea level rise.  People should be contemplating what properties will face in the out years to protect the town's tax base in the long run. 

John Plante  – Did you have any conversations with private insurer as to what data they're looking at, back like NFIP, or trends and projecting?

George Bradner – I didn't go into that detail.  It would appear they looked at the past NFIP believing the NFIP activity and rates are appropriate, but it's a starting point for them. 

John Plante – So they're looking year to year where NFIP is looking forward without adjustments being easy. 

George Bradner – Lloyds is savvy and will move carefully. 

Mike Tetreau – There is an unfilled promise from flood insurance.  Coverage should restore damage but we won't let you build a 60's or 70’s style house.  $250K may work in Louisiana but that doesn't reflect prices in Connecticut. The one time we needed the coverage – they didn’t get it whereas Louisiana has taken $16B.  And it doesn't pay up in a week; it takes 6 months to a year.  It's a broken process. This has a major impact on the real estate market.  To layer this on is dramatically bad. These are the folks trying to cover the costs of their loans getting hit with insurance costs. 

Rep. James Albis – Thanks for the important points.  If you pay a premium you should expect reasonable rates and coverage.

Ben Blake – Milford is in an identical situation.  The coastline is a great asset but it is vulnerable.  250 out of 2000 homes were considered damaged and with more homes close enough to that threshold in NFIP.  A third of Milford is in a floodplain and there's incentive to elevate but it’s hard to agree on replacement costs. 

Sen. Len Fasano – I have a friend, a lawyer in Woodbridge that wanted to buy house in Milford.  The current owner had coverage for $2,700.  At closing that coverage jumped to $60K/year.  You max out at 250K which would take 4 years.  In East Haven, I have heard of rates jumping from $2300 to $33K. In Guilford it went up to $42K. This results in lower property values and grand lists and difficulties with inheritance and purchasing.  Without the appropriate analysis, people were surprised.  The $44B of FEMA debt getting refinanced will lead to huge jumps in premiums.  The private market won’t carry that debt and doesn’t have to take risk on the whole country, just selected sites.  We allow 50% damaged properties to get the $30K grant to rise up their properties but if we did that before the damage incurred, we would all save money.  DEEP has been reluctant to put walls up but it can take the impact of the wave off.  There are areas that make sense but approval only comes from DEEP and that’s only after spending the money.  
Rep. James Albis – Since we have Michael Barbaro here from the Connecticut Association of Realtors, I was hoping you could speak to some of the things you’ve seen with your industry.  What has been the impact of this on buying or selling homes?
Michael Barbaro – There is no better test of supply and demand than with real estate.  When people see “no flood insurance needed” on home presentations and react positively to that, it speaks volumes.  BW12 creates changes, and even with the possibility of deferment, it creates uncertainty and buyers don’t like uncertainty.  Property owners are being legislated out of compliance and for older homes, there’s no product that will cover them appropriately.  For people who aren’t attorneys looking to buy large homes, there are 800 square foot ranches witch a mortgage of only $750, but insurance premiums of $550 that will never sell.  The ability to sell that property is taken entirely out of the equation.  This hurts local towns in the long run.  Mandates are more obvious to people.  I built a few homes to compliance after Sandy and those homes have now been regulated out of compliance.  
Rep. James Albis – Have you noticed a drop in listings or homes not selling at all?
Michael Barbaro – To give you an example, we had a home built in a flood zone with a pending sale.  The week of the closing, the buyer got their premium and backed out of the sale and lost their deposit.  We offered a generous stipend to offset the cost but they still walked away.  We’re not seeing priced change, just people walking away.  If insurance is required on a property, people just move on. 

Sen. Ed Meyer – DEEP has proposed a solution – the creation of a public/private fund that would invest in homeowners and businesses on the shoreline who want to sell.  DEEP could buy those properties though this fund.  But even this would negatively impact that grand list if those fund-owned properties were not taxable.  The concept of a way out is at least attractive.  
Rep. James Albis – Perhaps with legislative changes to NFIP, maybe some of these problems will be solved.  
Rep. Robert Megna – A benefit to private insurers is that they can cherry pick who they want to cover.  I was an adjuster for NFIP once, and 30 years ago they would just reduce the coverage.  The loss ratio in Connecticut that was mentioned is pretty good.  Surplus companies can write the excess coverage and the market might help this situation.  
Rep. Brenda Kupchick – I’m interested in the CT Recovers program, their income guidelines seem to be out of line with actual Connecticut incomes.  
Garrett Eucalitto – Governor Malloy agrees that the program and resiliency fund should provide gap financing and mitigate future damages while helping businesses to elevate or flood proof.  Those funds are limited to the two closest flood zones: V and AE.  Working with the Department of Housing, DEEP, and DEMHS, funds are available to single family, primary and secondary, and rental homes.  These are low interest loans over 10 years with no interest for the first 12 months.  There is a cap at $300K. There is currently an RFP for a fund manager that will be coming out next week to build a larger fund with the private sector.  The Bond Commission as already approved $2m to start the program.  

Sen. Len Fasano – Are the details of this listed somewhere, either in a bill or regulations? 
Garrett Eucalitto – The Governor announced this recently and the program will use the guidelines when a lender is chosen.  Those guidelines will be laid out in the contract.  
Sen. Len Fasano – Will there be a loan application and review and will that be up to the fund manager? 

Garrett Eucalitto – We expect the fund manager to provide that service. 
Sen. Len Fasano – Will you use a private loan or a state documentation?
Garrett Eucalitto – They will treat it like one of their own loans. 
Sen. Len Fasano – You mentioned business loans for flood proofing, because DEEP has jurisdiction on flooding, does that application go through DEEP or can it be done outside of them?
Garrett Eucalitto – Our thinking is a building with a substantial footprint in a floodplain that can’t move back, they could use those funds the same way they might through the private market.  
Rep. James Albis – Perhaps Michael or Mia could address Rep. Kupchick’s questions regarding CBDG funds?
Michael Santoro - There are no income limits for the funding but there are levels for priority because of limited funds.  We identified $250m in unmet needs but federal funding only came to $72m.  We are getting an additional $66m that will require a new plan or amendment.  The regulations are substantive.  Half of the funds will go to lower income properties and then leveled accordingly, but there are no exclusions.  We have four active, live centers and a toll free number.  Everyone should be applying.  The scopes are being written with mitigation.  The next step will be reimbursement.  
Rep. Brenda Kupchik – I know in New York and New Jersey, you could pick your own contractors.  I know New Jersey received more money, but will we be allowing that/ doing later?
Michael Santoro – New York and New Jersey also got those funds early and were able to get their programs up and running.  Those funds have the stipulation of serving lower income properties first.  
Rep. Brenda Kupchick – I have a constituent who lives on a beach and had to raise her property because of the current standards.  She hasn’t been in the home since Sandy and is using money that she doesn’t have but isn’t considered the lowest priority.  
Michael Santoro – We will be coming before the legislature with a plan for reimbursement.  Just to clarify, New York and New Jersey all have the same federal, low income requirement.

Andy Weinstein – Are these funds just for Sandy relief?
Michael Santoro – Unfortunately, the funds exclude Irene. 
Andy Weinstein– In terms of timing, how long do the other levels have to wait? 
Michael Santoro – Not long.  Contractors will be bidding soon.  For those pre-registered and pre-qualified, they will have less wait times.  The first 70 contracts will be out on site in the next two weeks.  Immediately following will be the second and third tiers.  Within months we’ll be full bore.
Rep. James Albis – What’s going on at the Congressional level?
Lou Mangini – I want to discuss the current challenges, but also some of the reasons behind these changes.  In 2004, NFIP was fine.  Since then there have been damaging storms with $16b in funds for Katrina that was borrowed from the treasurer.  Today, NFIP is $17-18b in debt and that’s not including Sandy.  FEMA has to update flood maps every so often and they were last updated in 2010.  
In regards to BW12, we are presented with new problems and non-legislative solutions.  With preferred risk policies, those who never had damage but are in a flood zone now can get a policy through a LOMA.  It’s expensive, but if you think the property is above the flood level, a surveyor could make those measurements.  However, the application on FEMA’s site is awful and it requires both help and money to apply.  
There is also a hazard mitigation program through FEMA.  The regular version allows municipalities to go to FEMA and make proposals for their neighborhoods.  The third round of funding to CT Recovers will be for mitigation. 
The Department of Homeland Security has an appropriations bill that, in its current version, will defund parts of BW12 that protected people who were grandfathered into flood zones.  It does, however, fix the rate increased.  There are currently 23 bills that address this problem.  Some are terrible and only prevent premiums for those who aren’t victims of flood damage.  Some of the bills that have the strongest legs are 3370, with 178 cosponsors, and its Senate equivalent of 1610.  The CT Delegation has signed on to it.  It’s a sign that congress is willing to do something but the long-term solution is unknown.  There is the possibility of a medium- term solution with an omnibus bill tied into the adorability study that was never done.  
Rep. James Albis – Is 3370 a bipartisan bill?
Lou Mangini – Yes, mainly with representatives along the coastline, rivers, and the gulf. 
Rep. James Albis – And who will implement the affordability study?
Lou Mangini – Either FEMA or it will be contracted out.
Rep. Betsy Ritter – If we could consolidate this information and the list of resources, that would be helpful to us and our communities.

Lou Mangini – I have materials that are pretty comprehensive and will get them to the Task Force. 

Michael Barbaro – Some of these bills only perpetuate the uncertainty.  If you defunded section 207, what does that look like?
Lou Mangini – It won’t provide stability because of the time frame.  My understanding is it wouldn’t have gone into place until sometime in the future anyway. 
David Sutherland – Many feel that the frequency of severe storms will increase and our exposure only grows.  People are dealing with the immediate problem but once congress decides what they’re going to do, we should commit ourselves to making long-term recommendations. At some point, in 20 or 40 years, there will just be another hole.  It has to come from groups like us to do some thinking. 
Deputy Commissioner Macky McCleary – Speaking to the opportunities, the world and the regulatory environment are in flux. We take BW12 as a signal of what is to come.  My most poignant conversations have been with homeowners and reinsurers. Swiss RE and Munich RE do the payouts to people like Lloyds when they have to payout.  They have been working to encourage forward looking. The opportunity for the state is that we have more actuaries than any other state. We're having these conversations now. With CPACE, we allow banks to invest in solutions and we could be going that way with these issues, by bringing together reinsurers, CEOs, etc.  The private market will understand that there is an opportunity and we should take advantage of that. 
Michael Barbaro – The shoreline has been the focus but new changes do affect every corner of the state. We're hearing from coastal realtors but the problem affects the inland too.
Representative James Albis thanked the forum participants and adjourned the meeting at 3:13 p.m.

