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Dear Representative Claman,

Thank you for the opportunity to talk to you today about HB 29. American Property Casualty
Insurance Association (APCIA) appreciates your willingness to better understand our concerns. We
are hopeful we will be able to address them with respect to the legislation. As follow-up to our call
today | have provided the information you requested below.

First, the APCIA 2020 Property Report is attached. It reviews catastrophe and wildfire events over
the past year and the implication for property insurance. We shared this with the Anchorage Daily
News along with the below statement:

2020 resulted in another year of record-breaking weather-related catastrophes, such as
hurricanes and wildfires, further straining the property insurance market. Population and
housing growth in hazard-prone areas coupled with the effects of climate change are driving
higher frequencies of weather-related catastrophes, leading to a perpetually higher than
average number of billion-dollar loss events, and in turn increasing insurance costs for
consumers. The American Property and Casualty Insurance Association (APCIA) is very
concerned climate change will continue to present increasing threats, particularly in western
states currently in severe drought, prone to wildfires, and experiencing increased volume of
communities built in the wildland urban interface. Building resilient communities to mitigate
future losses must become a critical priority for the insurance industry and all other key
stakeholders.

APCIA has several concerns with proposed legislation, HB 29.

Any policy action that may potentially afford civil liability immunity should be approached
with extreme caution, and establish specific criteria and standards to qualify. The bill as
proposed would require utilities to have a “vegetation management plan”. However, proposed
language is vague as it lacks any clear standard for what requirements should be in a plan, nor
does it identify a governing authority or regulator responsible to provide oversight to
determine whether a plan is in compliance.

Numerous western states have recently passed legislation, or have bills currently pending to
help address the challenges of managing utilities amid growing wildfire exposure. Legislation
has mostly focused on the following policy solutions.
¢ Establishing standards for vegetation management for electric utilities, which may then
be used to determine utility liability for alleged negligence.
¢ Identifying or creating a regulatory body to manage the above, including a robust
approval process to ensure vegetation management plans meet standards.
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‘This report by CREA outlines three policy options that can be adopted individually or together to address
the concerns of Colorado's electric cooperatives about wildfire risk:

1. Setting Standards for Vegetation Management: The development of appropriate standards for vege-
tation management for electric utlities may establish a standard of care that would clarify utilityliabil-
ity for alleged negligence. This section looks at both California and Utah laws that have attempted to
standardize vegetation management plans through a regulatory body.

2 Evaluating Utility Right-of-Way (ROW) Policies: Standardizing rights-of-way would improve the imple-
mentation of vegetation management plans. Policymakers in Missouri were able to address ROW
inconsistencies by passing legisation that implements a standard ROW width which standardized
ROW contracts, giving utilties the abilty to better coordinate and execue their vegetation manage-
ment plans.

3. Clarifying Colorado’s Wildfire Liability Law When a Wildfire Occurs: The current liability law suggests
that any entity can be held liable i it is found to have acted negligently and caused a fire. However,
without clear standards or best practices,it is unclear if a uility’s vegetation management plan is suffi-
cient to protect the utiity from liabilty. Due to the limitations on acquiring insurance, it s imperative:
to address the liabiity concerns or adopt a policy that would allow for the state to operate an insur-
ance fund for wildfire recovery like California or like Florida’s Hurricane Catastrophe Fund.
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Property Insurance — 2020 The Year in Review

U.S. Property Insurance Market Continues to Harden, Expected to Continue in 2021

Key Points
e Increased population in hazard-prone areas and climate change are driving record losses
o Near term trends will continue to add pressure to the existing hard market

e Mitigation will be a critical long-term strategy to reduce future losses

Summary

Property Insurance markets continue to harden following historically low interest rates, costly social
inflation (including increased litigation), and severe weather events. These conditions have resulted in
higher losses, led to increasing insurance rates, reduced capacity, and stricter underwriting in numerous
states. Insurers are facing increasing pressure as a perfect storm pushing loss costs up continues to
build.

2020 Storms and Wildfires — Another year of record-breaking weather-related catastrophes has added
more pressure, and trends suggest the market will continue to face volatility. Population and housing
growth in hazard-prone areas coupled with the effects of climate change are driving higher frequencies
of weather-related catastrophes, leading to a perpetually higher than average number of billion-dollar

loss events.

North America suffered the highest losses in 2020, with six of the ten costliest natural disasters having
occurred in the United States. MunichRe noted overall U.S. losses and insured losses from natural
disasters in 2020 were as follows:

U.S. Total: $95 billion, $67 billion in insured losses
O Hurricanes: $43 billion, $26 billion in insured losses
0 Severe Storms: $40 billion, $30 billion in insured losses
0 Wildfires: $16 billion, $11 billion in insured losses

Looking Ahead — Materials and labor costs are expected to remain elevated in 2021 after widespread
losses in 2020, as well as rate increases for reinsurance. Interest rates will also remain steady at record
low rates, continuing to depress investment returns.

Mitigation — The property insurance industry has focused on mitigation as a critical priority to reduce
future losses. Recent studies released in 2020 highlight significant economic opportunities from
increased building code standards and home hardening, to build communities more resilient to severe
weather-related events such as wildfires, floods, and hurricanes. Regulators are also beginning to focus
on financial mitigation, with new expectations being established to disclose financial risks from climate
change.
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U.S. P&C INSURANCE HEADWINDS

The compounded effects of COVID-19, natural catastrophes, and civil unrest have put pressure on the
U.S. property casualty insurance industry. In the second quarter the combined ratio worsened to 100.6
percent, 5.7 points worse than the first quarter’s 94.9 percent, pushing insurance underwriting into the
red. The U.S. residential property insurance market appeared to escape significant direct impacts from
COVID, however near-record third quarter catastrophe losses will certainly push underwriting results
further into negative territory as the Q3 U.S. Homeowner loss ratio jumped to 89.9 percent.

US homeowners industry’s premiums written and loss ratio in Q3 since 2016
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Source: S&P Global Market Intelligence

A proposed corporate tax increase, if passed by the new congress', may compound the effects of record
low interest rates which have continued to depress investment returns in 2020, stressing a greater need
for underwriting discipline. Additional pressures weighing heavily on the property market include social
inflation (particularly litigation), increased frequency of natural catastrophes, and upward pressure on
reinsurance rates for many lines of business. While the industry remains positioned to meet its
expected obligations, the unusual combination of losses and future uncertainty is weighing heavily on
property lines.

2020 STORMS AND WILDFIRES

Between wildfires, hurricanes, and other severe storms, 2020 was the sixth consecutive year in which
the U.S. has experienced 10 or more billion-dollar weather and climate-related disasters. According to
NOAA, the yearly average is 6.6 events, though 2020 recorded 22 individual disasters', each costing a
billion dollars or more, shattering a previous record.™ This included 7 tropical cyclones, 13 severe
storms, 1 drought and 1 wildfire.
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Hurricanes

In the southeast, the Florida market is reaching crisis levels as soaring litigation and numerous
hurricanes continue to batter the state. Despite no major hurricane striking densely populated areas
such as Miami or Tampa, a hyperactive Atlantic hurricane season in 2020 will not serve to reduce
existing pressure in the Florida market. Highlights and new records from the 2020 season include:

e 5™ consecutive above-normal season and the second year ever to exhaust hurricane names in
the alphabet, with meteorologists resorting to Greek letters.

e 30 named storms, a new record high overtaking the 28 named storms that occurred in 2005

e Record 12 named storms made U.S. landfall, overtaking the prior record of 9 set back in 1916.

e Of those making landfall, 9 struck the Gulf coast also shattering a previous record.

AccuWeather estimated the 2020 Atlantic hurricane season resulted in $60-65 billion in U.S.
damages/economic losses™, with one analyst projecting losses could reach $100 billion, which would
place 2020 in the top 5 costliest hurricane seasons on record.”
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In mid-September Hurricane Sally created more flooding than wind damage, impacting Florida and
Alabama in particular. AccuWeather estimates damages/economic losses range between $8 to $10
billion". According to AM Best"' more than two-thirds of the flood insurance in Alabama is in the federal
program, though some insurers have significant exposure to private flood.

In Louisiana residents and business owners continue to cleanup following a record five hurricanes to hit
the state in 2020, including Hurricanes Laura and Delta both striking the Lake Charles area only 6 weeks
apart. With sustained winds of 150 mph, Hurricane Laura was the fifth strongest storm ever to make
landfall in the U.S. and tied for the most powerful storm ever to hit the state, resulting in 42 deaths and
over 400,000 structures damaged or destroyed. AccuWeather estimates Hurricane Laura resulted in
$25-30 billion in damages/economic losses" though noted, while Laura was a stronger storm that
continued to intensify until it made landfall, damages were well below the $125 billion in losses
sustained from Hurricane Katrina which struck densely populated New Orleans in 2005.

Texas narrowly avoided landfall from Hurricane Laura which tracked east of the state, though did sustain
damage from Hurricane Hanna and Tropical Storm Beta, along with severe weather and hail earlier in
the year.

Twelve storms hit the U.S. &

A record twelve tropical systems made landfall in the mainland United States
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Following multiple above average hurricane seasons in recent years, pressure has continued to build in
coastal property insurance markets, with growing concerns for state residual plans. Regional carriers in
Florida had already begun to retreat prior to the start of hurricane season, following reduced levels of
capital and steep rate increases from reinsurers, in some cases up to 30-35 percent, while double digit
rate increases have become a trend throughout the year among many other private-market insurers.
According to a recent Sun Sentinel article, Citizens, the state’s residual pool, is no longer the “insurer of
last resort, but the insurer of first resort” as the carrier struggles to increase rates, resulting in rates 10-
40 percent below private-market insurers. Citizen’s policy count has swelled 100,000 policies in 2020 to
now 532,000, with heavy concentrations in south Florida™. A recent Tampa Bay Times article highlighted
a Florida State University study released in November which suggests “the insurance market stability
may be wavering” and further indicated portfolios of many carriers in the state are heavily concentrated
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in the Florida market, and “the lack of diversity of these insurers in combination with their significant
market share could lead to serious market disruptions if a major loss were to occur. “*

The Texas Windstorm Insurance Association (TWIA) voted late in 2020 to file a +5 percent rate increase,
well below the +26 percent indication compiled by Willis Towers Watson for residential coverage. TWIA
has been slow to respond to rate need in recent years as opponents have indicated it would be unfair to
coastal residents still recovering from the effects of Hurricane Harvey which devastated the state in
2017, with TWIA instead opting to pass on higher assessments to member companies.

Severe Storms

In the Midwest, the deadliest tornado outbreak since 2014 occurred in April as over 140 tornadoes
touched down between Texas and Maryland. Tennessee was particularly impacted in 2020 as 35
tornadoes struck the state killing 28, including an EF-3 tornado that carved a path of destruction through
densely populated Nashville in March, the 6™ costliest tornado in U.S. history resulting in $1.4 billion in
damage/economic losses.

In August multiple states suffered widespread devastation when a major derecho event (a ‘land
hurricane’) unleashed 110-140 mph winds across eastern Nebraska, lowa, Illinois, Wisconsin, and
Indiana. Homes, businesses, and crops suffered $7.5 billion in damages, with the most severe impacts
devastating Cedar Rapids, lowa and surrounding areas. According to NOAA it was the costliest single-day
thunderstorm event to strike the U.S. since 1980.*"
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Wildfires

Further west, 2020 proved to be another record-breaking wildfire season as most western states
experienced extreme fires leading to substantial human, property and economic losses. RMS estimates
insured losses will fall between $7-13 billion from this year’s wildfires*. Highlights and records from the
2020 season include:

e Most severe on record based on acreage with 10.3 million acres burned

e Colorado: three of its four largest wildfires on record, resulting in almost 1,000 structures lost

e Oregon and Washington: experienced double the 10-year average for acres burned, resulting in
6,000 structures lost

e C(California: five of the six largest fires on record, including 4.3 million acres burned shattering a
recent high of 1.9 million acres in 2018, leading to 31 deaths and 10,000 structures lost
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California also experienced the state’s first ever ‘Gigafire’ where a single fire resulted in more than 1
million acres burned. Only three other Gigafire events have occurred in recent history, including two
brush fires in Australia earlier this year that combined to burn 1.5 million acres, the 2004 Taylor
Complex fire in Alaska which burned 1.3 million acres, and the 1998 Yellowstone fire in Montana and
Idaho which burned 1.58 million acres.V

By mid-September drift smoke from wildfires had “covered almost the entirety of the Lower 48, even
reaching D.C.”, darkening skies to an ominous red and exposing millions to hazardous levels of air
pollution.®™ Losses due to smoke damage and evacuations were significant, contributing to
approximately 20 percent of losses in California and Colorado, and 35 percent in Oregon and
Washington.*

Smoke extent from fires in the Lower 48. Large wildfires are also shown. (AirNow)

Reminiscent of Florida’s experience with hurricane related property damage in the 1990’s, which
following Hurricane Andrew in 1992 resulted in numerous insurers becoming insolvent and a mass
exodus, the California residential property insurance market has deteriorated to crisis levels following
multiple years of record-breaking wildfires, leading the California Department of Insurance (CDI) to issue
mandatory non-renewal moratoriums in 2019 and 2020. The CDI acted as more insurance carriers
looking to manage their risk exposure increasingly withdrew from high-risk areas of the state, issuing
non-renewals and forcing homeowners to seek coverage in the state’s residual market, the CA FAIR
plan. In November, the CDI issued its latest order placing 2.4 million homeowners under moratorium
(almost 20 percent of homeowners in the state) as more than 4 million acres burned, over 4% of the
state’s acres of land. The FAIR plan recently approved a +15 percent rate increase, with another +15
percent filed to try and keep up with the swell of policies, increased losses and exposures.

GROWTH IN HIGH-RISK AREAS AND CLIMATE CHANGE

As records continue to break and losses accrue from weather-related disasters, insurers and other
stakeholders across the industry are looking to understand the various factors contributing to increasing
losses year after year. Two main themes have consistently emerged as leading contributors: population
growth in hazard-prone areas such as the Gulf Coast and the Wildland Urban Interface (WUI), and
escalating frequency and severity of weather-related disasters due to climate change. (Weather-related
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disasters include floods, hurricanes, tropical storms, tornados, wildfires, droughts, winter storms, and
extreme temperatures.)™!

The Wildland Urban Interface

A recent Corelogic year-end presentation on the 2020 wildfire season highlighted data from the U.S.
Forest Service which indicated the WUI “grew rapidly from 1990 to 2010, with increases of 41 percent in
homes and 33 percent in land, making it the fastest growing land use type in the lower 48 states.”. The
WUI is an area where population centers are built directly adjacent to or among wildlands. As open
space that previously separated wildlands and communities continues to shrink, the wildfires that
naturally burn in the wildlands will more often spread into populated areas.

This can be seen in a map comparing rural, mountain areas west of Boulder, Colorado in 1990 vs 2010.
Extensive community development (shaded area) in and around Rocky Mountain National Park and the
Arapahoe National Forest have put homes directly in the path of wildfires, as was the case with the
Cameron Peak fire this year, which started in wildlands, but high winds carried embers and flames into
residential areas destroying over 400 structures.

1990 2010

Source: CorelLogic / U.S. Forest Service

A similar story has repeatedly unfolded in California in recent years, as the high cost of living in coastal
areas has resulted in extensive housing developments in lower cost areas of the state, including the
WUI, putting thousands of homeowners at risk each year. Major wildfires in 2017 and 2018 were
sparked by poorly maintained electrical equipment in rural areas during high wind events which carried
embers miles ahead, quickly overrunning residential communities. In 2020 a widespread dry lightning
event simultaneously sparked hundreds, if not thousands of wildfires in rural areas throughout northern
California, and led to the evacuation of tens of thousands in nearby residential areas. When seasonal
high winds picked up, fires not yet contained quickly accelerated and were pushed into residential
communities, once again tragically resulting in signficant loss of life and property.

Corelogic has noted they are observing more wind events occurring outside the normal windy season,
including Santa Ana winds in southern California and Diablo winds in northern California. Extreme
duration and wind intensity coupled with longer duration and larger areas of drought is translating to
longer and more catastrophic fire seasons in western states. (Western states include: Alaska, Arizona,
California, Colorado, Idaho, Montana, New Mexico, Nevada, Oregon, Utah, Washington, and Wyoming)
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Climate Change

In early 2020 the Journal of Science released a study done by Columbia University suggesting the
western U.S. is in the midst of a ‘megadrought’. Included in their analysis was 1,200 years of soil
moisture data and tree ring data, which helped identify periods of drought and periods of higher rainfall.
Going back 1,200 years their findings indicate there have been 4 megadroughts, prior to the current
megadrought which began as early as 2000.
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1,200 years of soil moisture data used in the study. The red fluctuating lines indicate tree ring data, while the blue are from modern records.
Red-shaded areas indicate droughts, while green indicates higher rainfall. The bottom blue line represents the mean from 2000-2018.

A News Atlas article highlighted “the most interesting aspect of the study is the role that climate change
is playing. The current drought seems to be affecting a wider area more consistently than the earlier
events, which is a hallmark of climate change.” It went on to note “climate change has created higher
underlying temperatures” i

This is echoed by a Federal National Climate Assessment made in 2018, which indicated climate change
has intensified the severe drought in California and is worsening drought in the Colorado River Basin.
Part of the reason for this is that climate change makes such droughts hotter than they might’ve been
just a few decades ago, which draws more moisture out of soils and vegetation, thereby worsening the
drought in a positive feedback loop. The report stated “higher temperatures sharply increase the risk of
megadroughts — dry periods lasting 10 years or more” **

These impacts from drought and climate change are leading to fires burning hotter and an increasing
number of acres burned each year in the west, in spite of fewer annual wildfires.™
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Annual Wildfires & Acres Burned

Souree: Mational Interagency Fire Center
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Data reflect wildland fires and acres burned nationwide, including wildland fires on federal and nonfederal lands

The U.N.'s World Meteorological Organization (WMO) released its State of the Global Climate 2020
report wherein it indicated "climate change continued its relentless march in 2020," with 2020 on track
to be one of three warmest years globally on record. A climate scientist at UCLA indicated all of the
lower 48 states had above-average temperatures this year and further suggested “there’s a very good
chance” 2020 may overtake 2016 to become the hottest year on record, which would be “absolutely
stunning” considering the strong La Nifia event currently in the Pacific Ocean.”

Global Land and Ocean January-through-November Temperature Anomalies

The U.N. report drew attention to the emergence of widespread and systemic ocean heat waves, noting
80 percent of the world's oceans experienced heat waves in 2020, with nearly 50 percent of those
considered strong. Ocean heat waves form as they store over 90 percent of the excess heat that
becomes trapped by increasing atmospheric greenhouse gases. This heat can linger in the oceans for
generations, affecting marine ecosystems and impacting the climate. The U.N. report noted this to be
the case in 2020, where North Atlantic temperatures remained above normal throughout the hurricane
season and excess heat in the Western Caribbean fueled strong storms through the late fall, resulting in
the record-breaking Atlantic hurricane season.™ Climate models indicate rapid intensification of
hurricanes will increase as average temperatures rise. NOAA defines rapid intensification as a gain of 35
mph or more in wind speed over 24 hours, as was seen with Hurricane Laura which quickly grew from
Category 2 to Category 4 strength over several hours, just prior to making landfall in Louisiana.®
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These trends have also been reflected in the Actuaries Climate Index — USA & Canada, which includes a
seasonal 5-year moving average, and “presents a composite measure of long-term changes across an
array of observed weather extremes and sea levels in the two countries.” Key findings note the index
“has steadily climbed from its most recent low of 0.70 in 2015 to a new high of 1.19 for the moving
average in spring 2020. The measurements of extreme climate conditions tracked by the index—high
and low temperatures, heavy rain, drought, high wind, and sea level—continue to move away from zero,
which was the baseline for the index reference period of 1961 to 1990.” These observations underscore
the increasing “frequency of extreme climate conditions over recent decades.” "

Actuaries Climate Index - USA & Canada
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LOOKING AHEAD

The increased frequency of severe storms in 2020 has had widespread and devastating impacts across
the U.S., and when coupled with the effects of COVID have led to skyrocketing costs to rebuild homes
and businesses. The National Association of Home Builders reported over the summer of 2020 lumber
costs for building a single-family home increased by 70 percent, and commercial construction
contractors identified wood/lumber to be the most reported material shortage, with increasing
concerns on the fluctuating cost of steel.®™ “U.S. manufacturing output dropped by the most in just
over 74 years in March as the novel coronavirus pandemic fractured supply chains”.*¥" This impacted
many “manufactured products that go into construction of a new building: Concrete, steel, doors,
windows, roofing, siding, wallboard, lighting, heating systems, wire, plumbing fixtures, pipe, valves,
cabinets, appliances, etc.” In the spring the U.S. steel industry was noted to be “in the most severe
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downturn since 2008, as steelmakers cut back production to match a sharp collapse in demand and shed
workers. Capacity Utilization dropped from 82% to 56% in April.” In mid-August CapU had only risen to
61%, well below 2019 capacity,™" and by year-end, U.S. factories remain 5% below pre-pandemic levels,
with aluminum and steel production levels still down -8.1% and -18%, respectively.™"

Corelogic estimated overall year-over-year construction costs through Q3 2020 have risen +4.1 percent
for materials, heavily driven by lumber, and +3.0 percent for labor costs, noting a +4.6 percent in roofing
costs, the highest increase.

Labor Cost Change by Occupation YOY Labor Costs Each Month in the U.S.
(percent change, Septernber 2019 to September 2020)

/’#

This was a sharp reverse course from Q4 2019 year-over-year construction costs, when CorelLogic noted
very moderate cost trends, including -0.6% materials and 0.7% labor for commercial, and 1.0% materials
and 0.9% labor for residential markets. Steel, copper, and aluminum prices were also noted at the time
to have bottomed out and stabilized at the end of 2019.%

As a result, and as noted earlier, residential and commercial catastrophe-prone markets continued to
harden in 2020 as insurers and reinsurers respond to increasing costs. Willis Towers Watson (WTW)
found aggregate price changes reported by commercial property carriers was near 10 percent for the
second consecutive quarter (Q3'20 vs Q3'19).” In some commercial markets in the west, businesses
have been forced to seek coverage through surplus lines as securing insurance coverage amidst growing
wildfire risk has become more complex.”™ The latest market update from USI Insurance Services
suggests the commercial market is in the ‘most challenging and sustained’ hard market since the 1980s
and will persist well into 2021,

A recent Artemis report echoed this as analysts at Morgan Stanley indicate reinsurance pricing
momentum is forecast to continue throughout the 2021 renewal seasons, with rises of 5 percent to 6
percent expected across the key upcoming January renewals.* " A report by Howden Broking Group Ltd
went further to state global property-catastrophe reinsurance rates on-line rose 6% at the Jan. 1
renewals, the "biggest year-over-year increase in over a decade". However, Howden specifically noted
increases “were led by North American programs, where there were average rate-on-line increases of
8.5%.” Rate increases reflected "record activity" in the 2020 North Atlantic hurricane season, "another
year of devastating wildfires" on the U.S. Pacific Coast and the "unusually severe" derecho in the U.S.
Midwest.*" Willis Re noted catastrophe exposed loss hit accounts in the U.S saw the greatest
increases, ranging from 10% to 25%, while catastrophe exposed loss free risks and non-catastrophe
accounts with losses saw increases of 5% to 15% and 5% to 20%, respectively.**

January 2021 11





’ American Property Casualty
¥ —— Insurance Association”

Lastly, investment income will offer minimal to no relief as returns are expected to remain depressed
after the Federal Reserve left its benchmark interest rate at near-zero level in December, with the
federal funds benchmark also expected to remain effectively at zero percent through 2023.*Vi

MITIGATION A CRITICAL PRIORITY

With climate change impacts showing no signs of easing, the industry has placed a substantial focus on
mitigating future loss costs to ensure the private insurance market remains well positioned to provide
coverage. 2020 has underscored the need for public and private stakeholders across the industry to
work together to make communities more resilient, to withstand increasingly frequent and severe
catastrophic events. This should include better community planning, increased fuels management and
higher building code standards in catastrophe-prone areas, as well as hardening existing homes
including supporting programs that promote community-wide adoption of hazard-resistant building
codes such as ‘Community Rating Systems’.

In November, FEMA released a report titled, “Building Codes Save: A National Study”. The study shows
that modern building codes lead to major reductions in property losses from natural disasters and
focused on three dominant natural hazards in the United States: floods, hurricane winds and
earthquakes. The International Code Council shared the following of the study.

FEMA reported that if all new construction adhered to modern building codes, the nation would
save more $600 billion by 2060. Per the Agency's summary: "Adopting building codes is the single
most effective thing we can do! One change in building codes can save lives and protect property for
generations to come."

The main report includes state level loss avoidance data, with appendices providing loss avoidance data
county by county. The ICC went on to highlight the following from the study:

- The International Residential Code (IRC) and International Building Code (IBC) provided more
than $27 billion in cumulative mitigation benefits against flood, hurricane wind, and earthquake
hazards from 2000 to 2016. These benefits could have been doubled if all post 2000
construction adhered to these codes.

- The IBC and IRC could help communities avoid $132 billion to $171 billion in cumulative losses
through 2040.

- 65 percent of local governments across the U.S. have not adopted modern building codes and
30 percent of new construction is occurring in communities with no codes at all or codes that
were not developed this century. To realize that $600 billion in savings, these communities
would need to adopt and implement modern codes.

January 2021 12



https://urldefense.com/v3/__https:/www.fema.gov/sites/default/files/2020-11/fema_building-codes-save_brochure.pdf__;!!FU6Mc1g!FUI8z26QPlvJctg35tAp7ziVgxoNW4atMOP8o_TKjoxkBkCL8oTTImWzUaGLJGOr3tUh4e_7$

https://urldefense.com/v3/__https:/www.fema.gov/sites/default/files/2020-11/fema_building-codes-save_brochure.pdf__;!!FU6Mc1g!FUI8z26QPlvJctg35tAp7ziVgxoNW4atMOP8o_TKjoxkBkCL8oTTImWzUaGLJGOr3tUh4e_7$



’ American Property Casualty
¥——— Insurance Association

INSURING AMERICA  apci.org

Building Codes Save:
A Nationwide Study

Losses Avoided as a Result of Adopting
Hazard-Resistant Building Codes

o

November 2020

& FEMA

For more information, here is a link to FEMA’s main page for the study and ICC’s joint release with
FLASH and the Insurance Institute of Building and Home Safety (IBHS).

2020 also saw the rollout of FEMA’s Building Resilient Infrastructure and Communities (BRIC) program.
The program began accepting grant applications to support state and local mitigation projects and
provides consistent funding from the Federal Government for pre-disaster mitigation projects. The new
funding regime reflects a growing commitment to long-term mitigation efforts and cost savings at the
national level.

Combating climate change is also expected to be a top priority in the incoming administration and
congress. Reports suggest a green infrastructure package may be submitted within Biden’s first 100
days in office and may potentially include investments to help weatherize two million homes and retrofit
buildings. i

Green Infrastructure Builds Resiliency

q Vegetation-based green
infrastructure practices can
mitigate carbon pollution.

2 Build green infrastructure

— like rain gardens and
permeable pavement to
e manage flooding.

Iy Keep water local. Copture runoff in cisterns and rain barrels to reduce municipal water use.
B Plant trees and green roofs to mitigate the urban heat island effect.

B Use living shorelines, buffers, dunes and marsh restoration to reduce the impact of storm surges.

IBHS also continued their scientific research in 2020, on behalf of the insurance industry to help
policyholders and the public identify, reduce, and manage risk. IBHS released their 2020 Standards for
FORTIFIED Home, which provides scientifically tested construction methods to strengthen a home
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against hurricanes, high winds and hail. The latest standards and corresponding guide can be used by
homeowners affected by 2020 hurricanes and severe storms, to rebuild a stronger, more resilient home.
IBHS notes on their website the US Small Business Association (SBA) offers disaster assistance in the
form of low-interest loans to homeowners, renters, and business owners in regions affected by declared

disasters, to cover repairs and replacement of physical assets damaged in a declared disaster. Further,
to protect against future storm damage, SBA will loan an additional 20% to property owners choosing to
upgrade to the FORTIFIED standard, which often may require upgrades from common building codes.

Also, in partnership with RMS, NAIC and IBHS, The Center for Insurance Policy and Research (CIPR)

released a white paper in November focused on increasing survivability in a wildfire, titled ‘Application
of Wildfire Mitigation to Insured Property Exposure’.*ii This study explored the economic benefits of
wildfire resilience strategies in nine communities in California, Colorado and Oregon, and included the

following key findings:

- Historical wildfire claims data is not sufficient to promote risk reduction. Catastrophe models
are a critically important tool for calculating the cost/benefit for wildfire risk reduction actions.

- Wildfire risk can be managed. Implementation of structural and vegetation modifications can
reduce the risk from wildfires by up to 78 percent. Losses avoided can be even more significant
(e.g., five times higher) when comparing a highly flammable structure to a well-built one.

- Twenty years of building science research from organizations like IBHS, National Institute of
Standards and Technology (NIST), and others demonstrate that insurance companies could
adopt risk reduction strategies instead of withdrawal strategies.

A growing body of evidence suggests mitigation provides a strong long-term solution to reduce future
losses. However, in the near term as carriers seek to address current pressure on loss ratios through
rate adjustments, insurers will continue to face regulatory challenges into 2021 as regulators respond to
increasing concerns of insurance affordability and availability. In New York, the Superintendent of
Financial Services, Linda Lacewell, recently outlined her department's expectations in a letter to all
domestic and foreign insurers operating in the state. She stated insurance carriers should "start
integrating the consideration of the financial risks from climate change into their governance
frameworks, risk management processes and business strategies." This includes developing an
approach to climate-related financial disclosures. Politico noted the move is the latest signal that
regulators around the world are ramping up efforts to police financial firms for climate risks. ™
Lacewell wrote, “Mitigating the financial risks from climate change is a critical component of creating a
stronger industry and a healthier and safer world for ourselves, our families, and future generations.
There is no more time to wait."

In conclusion, 2020 proved to be another challenging year for property insurance carriers, and the
outlook indicates these trends will continue in 2021. FEMA’s study affirmed recent findings by the
National Institute of Building Sciences that every $1 spent on natural hazard mitigation in new code
construction can save $11 in disaster repair and recovery costs. As climate change will continue to

present increasing threats to an already challenged property insurance market, building resilient
communities to mitigate future losses must become a critical priority for the insurance industry and all
other key stakeholders in 2021 and beyond.
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" Milton Ezrati, Forbes, ‘Tax Prospects Under A Biden Administration’ Jan 01, 2021

i NOAA, ‘Record number of billion-dollar disasters struck U.S. in 2020’ Jan 08, 2021

il Jeff Berardelli, CBS News, ‘U.S. to shatter record for billion-dollar climate disasters in 2020’ Dec 10, 2020

v captive.com ‘Estimate Pegs 2020 US Hurricane Season Losses at Up to $65 Billion’ December 14, 2020
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Vi Rozelle Alyssa Javier, S&P Global Market Intelligence, ‘AccuWeather projects up to $S65B losses from US named
storms in 2020, Dec 3, 2020

Vit AM Best Company, Inc., Best’s Commentary: Federal Flood Insurance Backstop Could See Severe Losses From
Hurricane Sally, Sep 17, 2020
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* Ron Hurtibise, Sun Sentinel, ‘Citizens Insurance wants steep rate hikes to discourage new customers’, Dec 16,
2020

¥ Malena Carollo, Tampa Bay Times, ‘FSU study: For Citizens to shed policies, the market needs to be more stable’
Nov 20, 2020

X Emily Shapiro & Daniel Mano, ABC News, ‘From the Atlantic hurricane season to wildfires in the West: How 2020
weather shattered records’ Dec 26, 2020

Xi Chris Dolce, weather.com, ‘August Midwest Derecho Was Costliest to Hit the U.S. in 4 Decades, NOAA Says’ Oct
19, 2020
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¢ Standardizing right-of-way (ROW) width to grant utilities appropriate access to
implement vegetation management plans, including addressing high-risk vegetation
outside of easements / lands not owned, which may present a threat utility equipment
and in turn public safety.

¢ Creating budget funds to help facilitate implementation of vegetation management plans

Insurers do not support limiting or restricting any legal rights to pursue subrogation to
recover claim costs, including allowing the courts to determine negligence based on a complete
review of the facts. Subrogation is an important tool used by insurers to recoup costs which in
turn helps keep insurance premiums affordable. Thus, insurers are particularly concerned of
this proposal at a time when claim costs are on the rise and trends showing no sign of easing.

Second, you asked for links of laws that have already been passed. Below are links to CA, CO and UT.

Laws that have been enacted in Prior Years...

CA — SB 901 (omnibus bill, see updates to Section 8386 of PUC)
https://leginfo.legislature.ca.gov/faces/billTextClient.xhtmI?bill_id=201720180SB901
Laws Governing Vegetation Management:

e (California Public Resource Code Sections

o 4293: Power Line Clearance Required

o 4292: Power Line Hazard Reduction

o 4291: Reduction of Fire Hazards Around Buildings
o 4171: Public Nuisances

e (California Code of Regulations, Title 14: Minimum Clearance Provisions, Sections 1250 - 1258
e General Industry Safety Orders, Title 8: Group 3: Articles 12, 13, 36, 37,38

e California Penal Code Section 385

e (California Public Utilities Commission, General Order 95: Rule 35

UT — HB 66 - https://le.utah.gov/~2020/bills/static/HBO066.html

Also, this background analysis from a group of CO co-ops is a great resource regarding utility liability,
vegetation management plans and right of way access, and we may be able to source some language
for a written letter from this. Short answer, changing the liability alone is not enough... you need a
more comprehensive strategy, including very clear vegetation management standards and adjusting
Right-of-Way policies if needed, to ensure utilities can mitigate all threats to their equipment that
pose a public safety hazard.

https://crea.coop/wp-content/uploads/2020/08/CREA_WhitePaper WildfireMitigationVegMgmt_Web.pdf
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This repart by CREA outlines three policy options that can be adopted individually or together to address
the concerns of Colorado's electric cooperatives about wildfire risk:

1. Setting Standards for Vegetation Management: The development of appropriate standards for vege-
tation management for electric utilities may establizh a standard of care that would clarify utility liabil-
ity for alleged negligence. This section looks at both California and Utah laws that have attempted to
standardize vegetation management plans through a regulatory body.

2. Evaluating Utility Right-of-Way (ROW) Policies: Standardizing rights-of-way would improve the imple-
mentation of vegetation management plans, Policymakers in Missouri were able to address ROW
inconsistencies by passing legislation that implements a standard ROW width which standardized
ROW contracts, giving utilities the ability to better coordinate and execute their vegetation manage-
ment plans.

3. Clarifying Colorade’s Wildfire Liability Law When a Wildfire Occurs: The current liability law suggests
that any entity can be held liable if it is found to have acted negligently and caused a fire. However,
without clear standards or best practices, it is unclear if a utility's vegetation management plan is suffi-
cient to pratect the utility fram liability. Due to the limitations on acquiring insurance, it is imperative
to address the liability concerns or adapt a policy that would allow for the state to operate an insur-
ance fund for wildfire recovery like California or like Florida's Hurricane Catastrophe Fund.

Third, | will follow up and get an answer to you on your coverage question as it relates to both
residential and commercial policies.

Finally, Karen and | will put a hold on our calendars for Friday April 9, at 1 pm AK time for the
committee hearing, and wait to hear from Lizzie with dial-in information. Please let me know if | may
be of further assistance.

Many thanks,
Lyn

Lyn D. Elliott

Assistant Vice President, State Government Relations
Mountain States Region — AK, CO, ID, MT, UT, WY
American Property Casualty Insurance Association (APCIA)

WWW.apci.org
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