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Hawaii State Legislature        February 5, 2016 
House Committee on Consumer Protection and Commerce 
Hawaii State Capitol 
415 South Beretania Street 
Honolulu, HI 96813 
 
Filed via electronic testimony submission system 
 
RE: HB 2325, Hawaii Mandatory Catastrophe Reserve Act - NAMIC’s Written Testimony 
in Opposition to Legislation  
 
 
Dear Representative Angus L.K. McKelvey, Chair; Representative Justin H. Woodson, Vice 
Chair; and honorable members of the House Committee on Consumer Protection and 
Commerce: 

 

 
 

Thank you for providing the National Association of Mutual Insurance Companies (NAMIC) an 
opportunity to submit written testimony to your committee for the February 8, 2016, public 
hearing. Unfortunately, I will not be able to attend the public hearing, because of a previously 
scheduled professional obligation.  

NAMIC is the largest property/casualty insurance trade association in the country, serving 
regional and local mutual insurance companies on main streets across America as well as many 
of the country’s largest national insurers.  
 
The 1,300 NAMIC member companies serve more than 135 million auto, home and business 
policyholders and write more than $208 billion in annual premiums, accounting for 48 percent of 
the automobile/homeowners market and 33 percent of the business insurance market. NAMIC 
has 69 members who write property/casualty and workers’ compensation insurance in the State 
of Hawaii, which represents 30% of the insurance marketplace.  
 
Through our advocacy programs we promote public policy solutions that benefit NAMIC 
companies and the consumers we serve.  Our educational programs enable us to become better 
leaders in our companies and the insurance industry for the benefit of our policyholders.  
 
NAMIC is opposed to Sections 1 and 4 of HB 2325 and respectfully submits the following 
statement of concerns:  
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1) The proposed Hawaii Mandatory Catastrophe Reserve Act proposal is entirely 
unnecessary and inconsistent with the national trend on enhancing solvency protections.  

NAMIC is concerned that the proposal is “a solution in search of a problem”. There is no 
evidence to support the contention that insurers are either inadequately reserving to insure 
against hurricane risk or that there are any legitimate reasons to believe that there is an insurer 
insolvency risk in the state.  

We believes that there are already plenty of regulatory safeguards in place today to ensure that 
insurers maintain adequate reserves and are engaged in appropriate risk management. NAMIC is 
hopeful that the Division of insurance (DOI) will also have the NAIC Own Risk Solvency 
Assessment law in place by the end of the 2016 legislative session to assist insurers and the DOI 
in enhancing solvency protection. Moreover, Hawaii has a well-established insurance guaranty 
fund in place to address the unlikely event of insurer insolvency. 

Additionally, no other state in the nation has adopted a proposal like the one contemplated in HB 
2325. In 2009, New York considered a somewhat similar proposal, but after extensive debate 
and evaluation decided not to adopt the proposal. Consequently, NAMIC believes that the 
proposed mandatory catastrophe reserve proposal is a risky and unproven approach to solve a 
non-existent problem.  

2) NAMIC is concerned that proposed mandatory catastrophe reserve proposal could 
adversely impact the marketplace and actually create an unnecessary and harmful 
financial drain on insurers.  
 
The proposed “one size fits all” mandatory reserve and regulatory restrictions proposal could 
adversely impact market competition in the state, which could lead to higher insurance rates for 
property and hurricane insurance consumers. Specifically, the proposed legislation arguably 
restricts the way insurance companies may underwrite risk and allocate insurer capital. NAMIC 
is concerned that the proposal would impose an unnecessary and imprudent financial burden on 
insurers by requiring them to tie up their capital for a ten years period of time. Insurers use their 
capital resources to purchase reinsurance coverage that provides them with protection against 
financial risk necessary to address sudden large-scale claims exposure.  
 
Further, there is no evidence to support the contention that insurers are not properly investing 
and using their capital reserves in a financially prudent manner to address their claims exposure 
and solvency responsibilities. Insurer discretion as to how they manage their risk and invest their 
capital should be allowed so that insurers can be competitive and innovative for the benefit of 
insurance consumers. 
  
NAMIC is also concerned that the proposal fails to take into consideration the adverse tax 
implications for insurers that will result from the creation of a mandatory catastrophe reserve  
program. An insurer’s capital funds placed in the program will still be considered taxable income 
by the IRS, because the tax code does not allow for a tax deduction for pre-event catastrophe 
reserves. Therefore, the after-tax rate of return of impacted insurers will be reduced and insurers 
will likely be forced to adjust their rates to address this new tax-related financial burden.  
 
3) NAMIC is concerned that the legislation fails to define what is meant by a “catastrophe”. 
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The definition of a “catastrophe” is overly-broad in scope and arguably includes any event 
declared a natural disaster by the governor. Consequently, a number of property loss perils, in 
addition to hurricane related losses, could trigger use of the mandatory catastrophe reserves. A 
clear and limiting definition of a “catastrophe” is necessary to insulate the program from external 
political pressures to access the reserve funds.   
 
4) NAMIC believes that Section 2 of the bill will needlessly hinder market competition in 
insurance coverage offered to consumers.  
 
The legislative proposal would require an insurer to seek “authorization” from the commissioner 
if the insurer wishes to provide standard extended coverage endorsements for residential 
property, including hurricane insurance, to a policyholder. NAMIC is confused as to what 
alleged marketplace problem this provision is intended to remedy. Moreover, the 
term “authorization” is undefined in the proposed legislation, so it is unclear as to what an 
insurer would need to do to obtain “authorization”, what regulatory standards the DOI would use 
in determining whether to “authorize” the coverage, and what administrative due process will be 
afforded to an insurer who disagrees with the DOI’s rejection of the insurer’s request for 
authority. Since Hawaii is a prior approval of rates regulatory regime and the DOI approves rates 
and forms, there is no need for this additional and somewhat duplicative regulatory process. If 
the DOI has a specific concern with an insurer’s filed standard extended coverage endorsement, 
the DOI already possesses the regulatory authority to address their concerns through a well-
established regulatory oversight procedure.   
 
5) NAMIC is concerned that the effective date for the proposed electronic filing and 
payment of premium taxes would impose an unnecessarily administrative burden on 
insurer.  
 
Although NAMIC’s members support Section 5 and 6 of the bill, which mandate that insurers 
file their annual statement and premium tax statements electronically and pay their premium 
taxes electronically, we are concerned that proposed effective date is unworkable.  
 
Insurers need reasonable time to make necessary IT changes and internal processing adjustments 
to properly comply with this new filing and payment requirement. Thus, NAMIC respectfully 
request that the effective date deadline be extended to January 1, 2017, instead of July 1, 2016. 
 
Thank you for your time and consideration. Please feel free to contact me at 303.907.0587 or at 
crataj@namic.org, if you would like to discuss NAMIC’s written testimony.  
Respectfully, 
 

 
 
Christian John Rataj, Esq. 
NAMIC Senior Director – State Affairs, Western Region                        
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