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OVERSIGHT: 
The Sudden Increase of Homeowner Policy Terminations in Coastal Areas of New York City.

PROPOSED RES. 430-A: 
Calling upon the New York State Legislature to pass legislation that would lower the percentage of homeowners’ insurance policies that a company may cancel or refuse to renew without the approval of the New York State Insurance Department.

INTRODUCTION

On October 30, 2007, the Committee on Consumer Affairs, chaired by Council Member Leroy G. Comrie, Jr., will hold an oversight hearing on homeowner policy terminations in coastal areas of New York City.  It will also consider Proposed Resolution 430-A (Reso. 430-A), which calls upon the New York State Legislature to pass legislation that would lower the percentage of homeowners’ insurance policies that an insurance provider may cancel or refuse to renew without the approval of the New York State Department of Insurance.  Those invited to offer testimony include representatives of the Mayor’s Administration, the State’s Insurance Department, Senator Jeffrey Klein, author of Senate bill S2269, as well as other interested parties.

RECENT EFFECTS OF SEVERE WEATHER 

In August 2005, Hurricane Katrina reached the Gulf Coast of the United States, overwhelming the levees that protected New Orleans, destroying parts of the city, resulting in over $150 billion in water damage to Louisiana and Mississippi.
  In the aftermath, New Orleans’ insurance companies paid over $55 billion to Louisianans home-owners whose property was either affected or destroyed by the massive flooding.
 


During the Spring and Summer of 2007, New York City was pounded by several heavy rain storms and, in one case, a localized tornado.  These severe weather conditions lead to property damage and major infrastructure impacts, including the shut down of subway lines and road closures.
  


A New York storm that occurred in August 2007 dropped three inches of rain in one hour and affected over 1,500 homes in the five boroughs, exposing the City’s vulnerabilities and highlighting the importance of the ability to protect property from extreme weather conditions.  Recently, however, insurers eager to avoid Katrina-like payments to New York homeowner insurance policyholders began canceling or failing to renew customers’ home insurance policies, placing those individuals in a perilous position.

INSURANCE INDUSTRY ACTION

In early 2007, hurricanes and global warming were the keynotes topics at an insurance convention in Brooklyn, New York, where it was determined that a Katrina-like storm would have a devastating impact on the insurance industry in a city characterized by densely packed residential areas and high property values.
  While it is generally acknowledged New York City’s coastal areas are vulnerable to hurricanes and major storms,
 property owners located farther inland, including residents of Park Slope, Ditmas Park, and on a hilltop miles from the coast in Williamsburg, have also been subject to policy cancellations by seemingly overly cautious insurers.
  Those whose policies have not been cancelled have been subject to dramatic increases in their premiums, which, according to the New York State Insurance Department (“NYSDOI”), have jumped nearly 10 percent in the dense borough of Brooklyn, with even more dramatic increases to be found along the costal areas.
 

In February 2007, the Allstate Corporation (“Allstate”), an insurance firm that specializes in, among other things, asset protection, wealth transfer, and asset management, as well as in various types of insurance, including life insurance, automobile insurance, and home insurance,
 announced that it would discontinue the insurance coverage on houses considered to be susceptible to storm damage or whose owners had a record for filing multiple claims.
  At the time, Allstate referenced the increased probability of a major hurricane hitting downstate New York, where the low elevation and high-cost houses and apartments would make the event an expensive liability.
  26,000 homeowners in the five boroughs of New York City, as well as Westchester, Nassau and Suffolk counties were affected by the decision.

Though smaller in scale, Liberty Mutual Group (“Liberty Mutual”) engaged in similar tactics, using homes’ proximities to the coast as one of the justifications for a nonrenewal.
  Of its 250,000 policyholders in New York State, Liberty Mutual chose not to renew 640 policies.  Another insurer, Metropolitan Life Insurance Company, stopped offering coverage to new businesses in Westchester, New York City and Long Island.

One sticking point in the policy cancellations, however, was that, in addition to proximity to coastal areas, insurers also used a homeowner’s lack of life or automobile insurance with the same company.
  Liberty Mutual justified this rationale by claiming that customers with one policy are usually a poor risk, tend to file more claims and stay with the company a shorter period of time than customers with two or more policies with the same insurance carrier.
  In the case of Allstate, it was found that homeowners living in the same neighborhood also received differing treatment from the company depending on whether they held additional policies with the company.

RELEVANT LAW

New York State insurance law permits insurers to drop 4% of their homeowner’s insurance policies statewide in situations where the carrier perceives a risk to be elevated.
  In September of this year however, the NYSDOI ruled that attaching conditions to the renewal of homeowners insurance was violation of the anti-rebating and anti-discrimination provisions of the State’s laws
 and served to discourage customers from shopping for the best price.
  Since the ruling, the 640 policies that Liberty Mutual scheduled for cancellation have been renewed.
 Allstate, similarly, plans to reinstate non-expired policies in situations where the rationale for nonrenewal was the policyholder’s lack of additional insurance with the company.
  It remains unclear, however, what share of the 26,000 nonrenewals were composed of customers only held one policy with Allstate.

Though the decision by an insurer to cancel policies based on a home’s vulnerability to a hurricane is permissible under the law
, provided the percentage of nonrenewals falls under the 4% threshold,
 the resulting lack of competition could adversely affect the purchasing power of homeowners.
  Some have suggested that insurance companies have exaggerating the potential threat of hurricanes and storms simply to justify increased insurance premiums.  Higher insurance rates could make it exceptionally difficult for individuals interested in purchasing waterfront condominiums or co-ops to obtain affordable coverage,
 particularly affecting first-time homeowners and unsophisticated buyers.

REGULATORY EFFORTS

The NYSDOI has proposed new regulations to create a catastrophic reserve fund to cover property losses in the event of a large-scale natural catastrophe.
  Because of current insurance accounting and tax rules, it is fiscally advantageous for insurers to absorb reserves into their profits if hurricanes do not occur.
  By requiring the use of tax-deferred reserves, the insurance companies would be encouraged to reserve the amount policy holders currently incur for catastrophic events, thereby preventing rising premiums and increasing transparency.

PROPOSED RESOLUTION 430-A

Reso. 430-A highlights the current lack of legal requirements surrounding certain policy cancellations and nonrenewals, and provides support to Senate bill S2269, introduced by Senator Klein and referred to the Senate’s Committee on Insurance on February 2, 2007.  Currently, there is no Assembly companion bill.

S2269 would amend the State Insurance Law and reduce the percentage of policies that an insurer can cancel or refuse to renew without State approval from 4% to 2% in a single year and from 20% to 10% over a five-year period.  S2269 would also require insurers to demonstrate potential risk/loss to justify cancellations or non-renewals before approval would be granted by the NYSDOI.  The proposal would additionally require the NYSDOI to study the profitability of the property/casualty insurance industry, specifically reviewing the reasons and rate at which insurance companies increase their premiums or terminate coverage in markets less impacted by natural disasters.

Proposed Res. No. 430-A

..Title

Resolution calling upon the New York State Legislature to pass legislation that would lower the percentage of homeowners’ insurance policies that a company may cancel or refuse to renew without the approval of the New York State Insurance Department.

..Body

 

By Council Members Gentile, Brewer, Comrie, Dickens, James, Mealy, Nelson, Seabrook, Stewart , Weprin and Mark-Viverito.

 


Whereas, According to State Senator Jeff Klein in a news release, in January 2006, Allstate Insurance Company (“Allstate”) decided to cancel or not renew homeowners’ insurance policies for approximately 28,000 households in New York City, Westchester County and Long Island, located along coastal lines; and 


Whereas, Because this number represents less than 4% of Allstate’s total policies in New York State, Allstate is not required under current State Insurance Law to notify the New York State Department of Insurance (“Department”) of its plans or take any steps to ensure that the company’s rejection of this clientele is conducted in a manner that minimizes the disruption that is sure to result when so many homeowners abruptly find themselves having to obtain replacement coverage; and 

Whereas, Current law also does not require Allstate to demonstrate any kind of financial or actuarial rationale for dropping tens of thousands of its policyholders; and

Whereas, According to State Senator Jeff Klein, Allstate is even refusing to renew decades-old existing policies, leaving longtime policyholders with no protection, despite their history with the company; and 


Whereas, At a State hearing in March 2006, experts from the Independent

Insurance Agents and Brokers of New York questioned whether the market could safely absorb Allstate’s 28,000 soon-to-be uninsured policyholders; and


Whereas, While the canceling of a large number of policies was ostensibly caused by financial losses to the company incurred during the 2005 hurricane season, the question arises as to whether Allstate's real reason for dropping the policies in relatively low risk areas like New York is the company’s desire to promote the creation of government-funded liability pools for future natural disasters; and 


Whereas, many homeowners were told their policies were terminated because they had not also purchased life and auto-related policies with the same insurance carrier, a practice the Department of Insurance deems illegal and unethical; and 

Whereas, the Department of Insurance has since directed companies known to have engaged in these tactics to cease such actions, and has cracked down on other firms attempting to skirt the law; and

Whereas, State Senate bill S2269, which is designed to protect consumers and ensure stability in the insurance market, has been introduced by State Senator Jeff Klein and referred to the Senate Committee on Insurance, but has no companion bill in the Assembly; and


Whereas, Section 1 of S2269 would amend Section 2351 of the State Insurance Law, to reduce the percentage of policies that an insurer can cancel or refuse to renew without State approval from 4% to 2% in a single year and from 20% to 10% over a five-year period; and 

Whereas, Section 1 of S2269 would also require insurers to demonstrate potential risk/loss to justify such cancellations or non-renewals before approval would be granted by the Department; and 

Whereas, Section 2 of S2269 would add a new Section 2352 to the State Insurance Law, requiring the Department to conduct a study on the profitability of the property/casualty insurance industry, specifically reviewing the reasons and rate at which insurance companies increase their premiums or terminate coverage in markets less impacted by natural disasters, and reporting its findings and recommendations to the Governor and the State legislature; now, therefore, be it 

Resolved, That the Council of the City of New York calls upon the New York State Legislature to pass legislation that would lower the percentage of homeowners’ insurance policies that a company may cancel or refuse to renew without the approval of the New York State Insurance Department.
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