
TExAs DEPARTMENT OF INSURANCE

333 Guadalupe, Austin, Texas 78701 * P0 Box 149104, Austin, Texas 78714-9104

(512) 676-6000 I (800) 578-4677 I TDLtexas.gov I @TexasTDl

August 20. 2018

Xiuyu Li, Actuary
Texas Windstorm Insurance Association
5700 South MoPac Expressway. Building A
Austin, Texas 78749

Dear Ms. Li:

Via Email: xli@twia.org

Attached is a copy of a request from the Office of Public Insurance Counsel for additional

supporting information on the Texas Windstorm Insurance Association’s 2018 annual rate filing

(P-0818-09 and P-0818-10). We are sending the request under Insurance Code Section 2210.354.

Insurance Code Section 2210.354 requires TWL\ to provide the information to the Commissioner

not later than the fifth day after the date TWIA receives the request for additional supporting
information. If you need additional time, you must submit a request to the Commissioner for his
approval.

Sincerely.

Norma Garcia
General Counsel
fexas Department 01 [ns nance

CC: ierr\ Fadden. Chief Financial Officer, IWI\

Cindy Johnson, r1anager, Legal & Compliance. TWIA
ifadden(e iaoi g
e1ohn’,ori@’ tv ia org



Norma Garcia

From: Ken Lovoy <klovoy@opic.texas.gov>

Sent: Friday, August 17, 2018 1:03 PM

To: ChiefClerk
Subject: TWIA Annual Rate Filing

To the Chief Clerk:

The Office of Public Insurance Counsel (OPIC) has a series of questions and requests for additional information

related to the rate filings of the Texas Windstorm Insurance Association (TWIA) submitted on August 14, 2018.

These questions relate to TWIA contracting expenses presumably included in the rates, repayment of

outstanding Class 1 securities, and reinsurance issues.

The link below from the TWIA web site indicates payments to a number of insurance companies and agencies

in 2017.

https://www.twia org/wp-content/uploads/2018/01/HB3List-Final-2017V2. pdf

What contract services are provided by the agencies and companies shown?

How does TWIA decide which agencies or companies to contract with?

How is the compensation paid to these agencies and companies determined?

What controls does TWIA employ to determine invoices submitted by insurance agency and company

contractors are reasonable and not excessive?

How are insurance company and agency contracting expenses categorized for ratemaking purposes? For

example, LAE, general expenses, etc.

Regarding Exhibit 11, Sheet 1 of the filing:

How is the Outstanding Class 1 Public Security Repayment amount of 18.6% determined?

Please provide the bond amortization schedule and reconcile it to the 18.6%,

The TWIA funding structure exhibit distributed at the July 31 board meeting displays a box for 2018 indicating

$1.4 billion in Traditional Reinsurance and 2018 Catastrophe Bonds.

What portion of the $1.4 billion is reinsurance and what portion is catastrophe bonds? in what order

would each pay out in the event of a hurricane?

Does the reinsurance purchase in this layer provide funding in excess of the minimum lOSS funding

threshold detailed in Texas Insurance Code 2210.453(b)?

Would the rates proposed in the filing, if adopted, require policyholders to pay for reinsurance that

exceeds the minimum loss funding threshold detailed in Texas Insurance Code 2210.453(b)?

The following questions relate to repayment of the outstanding Class 1 securities:

11. Assuming no hurricanes and average nonhurricane losses, when would currently outstanding Class I

securities be repaid:

a. if no rate increase were implemented on January 1, 2019?

b. if a 5% rate increase were implemented on January 1, 2019?



c. if a 10% rate increase were implemented on January 1, 2019?

For the above scenarios, assume rates remain constant after January 1, 2019.

If you have any questions about our request or need clarification, feel free to contact me. We appreciate your

assistance in facilitating our review of the filings.

Ken Lovoy
Deputy Director Office of Public insurance Counsel

F: 5123224134 F: 5123224148

E: o’ yoicJexasaov W: yocJexaggy



Texas Windstorm
Insurance Association

Xiuyu Li, ACAS, MAAA
ctua ry

August 24, 2018

Norma Garcia
General Counsel
Texas Department of Insurance
333 Guadalupe Street
Austin, TX 78714-9104

RE: Request on Texas Windstorm Insurance Association Annual Rate Filing

Dear Mrs. Garcia

Attached is a copy of TWIA’s responses to the request from the Office of Public
Insurance Counsel for additional supporting information on the Texas Windstorm
Insurance Association’s 2018 annual rate filing (P-0818-09 and P—08l8-10). We are
providing information under Insurance Code Section 2210.354.

If you or your staff have any questions, or any further action is required on my part,
please contact Jerry Fadden or me.

Respectfully.

Xiuyu Li

isabe 1 et L sa e . Re

Tea V indstorm Insurance Association
- . . .. . _•



What contract services are provided by the agencies and companies shown?

Agencies are authorized access to TWIA to submit an application for insurance on

behalf of the applicant. Agencies are not contracted to provide services on behalf of

TWIA and have no binding authority

Texas Insurance Code 2210202 (b) states. in part:

A property and casualty agent must submit an application for intttal
insurance coverage on behalf of the anplicant on fo,ms prescribed by the

association.

Texas Administrative Code Rule 54001 (d) (2) (A) states:

Forms. Any person having an insurable interest in insurable property
located in a catastrophe area shall be entitled to apply to the association

for catastrophe insurance in the manner provided herein. All applications
for catastrophe insurance shall be made on forms prescribed by the
board of directors of the association and approved by the Commissioner
as provided in paragraph (1)t’A) of this subsection. Such application forms

shall contain a statement as to whether or not there are any unpaid
premiums due from the applicant for insurance on the property. All
applications shall be made on behalf of the applicant by a local recording
agent.

How does TWIA decide which agencies or companies to contract with?

• Any licensed Property & Casualty Agency/Agent may request authorization and access

to TWIA systems to submit an application of insurance on behalf of a property
owner/applicant. At the time of a request for authorization, the Association verifies the

agency/agent has an active property & casualty license through the TDI licensing

database, The Association audits each authorized agency/agent license status monthly

uuiizng TDIs lcenong database and, if necessa T:/ restncts access to TAtA..

How is the compensation paid to these agencies and companies determined?

• Commissions are to insurance agencies on a monthly b.a•sis and arr. system
calculated as a percentage of the premium on the amount of coverage provided by en

insurance policy written in any given month. In event of cancellation of a polioy, or if an.

endorsement is issued which requires premiums to be returned to the insured, the agent

shall refund comrnisalon on the unearned portion of premiums at the same rate at which

commissions were originally paid.

The commissioner. after receivrnri a recomrrrenrjat,on from the board of ft/rectors

stroll arvprove a cornmiss;on structure for pay!sent of an aoenr moo submits on

Texas V4 indstorm Insurance Association
0 —



nppl;cat’on far c erago to be assochtton on hehaif of a person who has an
insurable :nterest n ThsJral)ie omperty. The commisSion structitte adopted by
the cotnln’ssonor must be fair and toasonatPe. takiup into uonsidciat;ori the
amount of woik perfonned by an aceot in suhrnittinq an applecation to tho
assoceation and the prevailing commession structure in the pievate windstorm
‘narke

Texas insurance Code Sec. 2210 355. (gi states

A commission paid to n igent for a windstorm nd hiI insurance policy issued
by the assocition must comply with the commission structure app oved by the
commessioner under Section 2210. 203fd and be reasonable, adequate not
unfairly discriminatory, and nonconfiscatory

Texas Administrative Code Rule 5 4001 (d) (2) (B) states

Local recording agent. Commissions to be paid to a licensed agent shall he a
percentage of the premium produced as may be determined by the hoard of
directors. In event of cancellatio, i of a policy, or if an endorsemei it is issued
which requires premiums to he returned to the ensured, the agent shall refund
ratable commission on the unearned portion of canceled LabilIty and on
reducteons in premiums at the same rate at which commesseons were orfginaily
paed.

What controls does TWIA employ to determine invoices submitted by insurance agency and
company contractors are reasonable and not excessive?

• A monthly test and reconciliation is completed by the Associations accounting
department and ann ially an independent (outside) audit firm completes a test on
co omissions

How are insurance company and agency contracting expenses categorized for ratemaking
purposes° For example LAE general expenses etc

f nrnwc a ae S a nn u r

R g xhib:t 11 Shee .. f ing

How s be Octstandng Ctass I Pjbtc Secarity Repayment amount of 5 5)’ determi. ed

Pease orovde the bond amortization scneowe an.d reconc e tto tne 18 5D’

c Sew ty Anruai Sect 3e cc mCanlaro s 533 334.SOC Caicaated 202
a. czt ‘e osrw-a p :‘ :a at p ese’t .s .3 390 3 3 acrw’w as wa
SG 304.533 5431 390 333.

Texas vindstorm Insurance sociation
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TEXAS WINDSTORM INSURANCE ASSOCIATION

PRELIMINARY AMORTIZATION SCHEDULE- PRE EVENT CLASS I BONDS

TOTAL ALL TRANCHES

Principal Borrowed $500 000.000

Payments
Total Principal Interest Balance Eff Rate

The T7Vi funding structure exubt dtstnbuted at tue JLy 31 coard meeung aisOlays a box for

2018 indicating Si 4 billion n Traditional Reinsurance and 2018 Catastrophe Bonds.

What portion of the Si .4 billion is reinsurance and what portion is catastrophe bonds? in what
order would each pay out in the event of a hurricane?

Si b .o’ 1 43 zf the 31 4 -: nloced radt:orai Eensuranc. nd 304 b’ or
• f to 4 “45 .Ds.r’rr Brrt j’f 5’’ S5 J ‘i J

p o nopi D adcnaI 7 arcttl 4 and a astrphe Ocnls tO

Texas 4indstorni Insurance ssociation
El .

0
0
0

41,600,000
0

43,800,000

9,779,467
19,344,000
19,344,000
19,344,000
18,252,000
18,252,000

Date

09/30/14
01/01/15
07/01/15
01/01/16
07/01/16
01/01 / 17
07/01/17
01/01/18
07/01/18

01/01/19
07/01/19
01/01/20
07/01/20
01/01/21
07/01/21
01/01/22
07/01/22
01/01/23
07/01/23
01/01/24
07/01/24

0 17,102,250

46,100,000 17,102,250

9,779,467
19,344,000
19,344,000
60,944,000
18,252,000
62,052,000
17,102,250
63,202,250
15,200,625
65,100,625
13,142,250
67,142,250
10,914,750
69,414,750

8,501,625
71,801,625
5890,500

74490 500
3,060,750

77 260 750

500,000,000
500,000,000
500,000,000
500,000,000
458,400,000
458,400,000
414,600,000
414,600,000
368,500,000

368,500,000
318,600,000
318,600,000
264,600,000
264.600,000
206,100,000
206,100,000
142,800,000
142,800,000
74,200,000
74,200 000

0

0
49,900,000

0
54,000,000

0
58,500,000

0
63,300,000

0
68 600000

0
74 200.000

7738%
7738%
7738%
7.738%
7.963%
7.963%

8.250%
8.250%

8.250%
8.250%
8.250%
8.250%
8.250%
8.250%
8,250%
8.250%
8.250%
8 250%
8 250%

8 250%

15,200,625
15,200,625
13,142,250
13,142,250
10.914,750
10,914,750
8,501,625
8,501,625
5,890,500
5 890 500
3 060,750

3 060 750

751 940 967 500 000,000 251 940 967

1 4 • 1. 2 14



Does the reinsurance purchase in this layer provide funding in excess of the minimum loss

funding threshold detailed in Texas Insurance Code 2210453(b)?

Yes. about SO 28 b’lhon above the minimum requirement.

Would the rates proposed in the filing, if adopted, require policyholders to pay for reinsurance

that exceeds the minimum loss funding threshold detailed in Texas Insurance Code
2210453(b)?

Proposed rate increase is 10% for residential versus indicated 33%. proposed rate increase is

10% for commercial versus indicated 37%. Proposed rates are not enough to pay the expected

expense ncurred by the Association, including the cost of reinsurance that exceeds the
minimum loss funding threshold.

11. Assuming no hurricanes and average nonhurricane losses, when would currently
outstanding Class 1 securities be repaid:

a. if no rate increase were implemented on January 1,2019?

Assumrng 2018 and future cumulative underwrrting profit is entirely used to pay off the

outstanding class I securrtres versus being converted to CRTb tund

01.2022

b. if a 5% rate increase were implemented on January 1,2019?

q 2OP a d re or ii ie und prof r ly u e j off
( Cid ti’ rnq r t 0 t t d

c if a 13% rate increase were implemented on January 1,20197

/
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