


Summary of Bill AB 403, as Amended:





AB 403 would create a one-year premium holiday for school districts, municipalities, counties, and other public entities insured by the Local Government Property Insurance Fund (LGPIF).  The LGPIF is administered by OCI and provides property insurance to units of local government for publicly owned properties.  The Fund covers over 1,100 units of local government including counties, school districts, cities, villages, towns, libraries, sanitary districts, fire departments, and water utilities.  A report released June 2009 by the Legislative Audit Bureau found that as of March 2009 the LGPIF had a $40 million surplus.  Despite record high claims in fiscal years 05-06 through 07-08 (due in part to a number of weather-related claims), the LGPIF’s surplus balance has increased by $12.2 million since June 30, 2004.  That leaves an unusually high surplus in the fund.  





AB 403 would instruct the OCI to reduce the premiums due between October 1, 2009 and September 30, 2010 from each unit of local government insured by the LGPIF by an amount equal to the Fund premiums paid by that unit of government during calendar year 2008.  





ASA 1 sets up a dividend payment system, as suggested by OCI, which 


1.  Directs the Commissioner of Insurance to declare a one-time dividend to Local Government Property Insurance Fund policyholders under Ch. 605 WI Statutes.


2. Pays the dividend to Fund insureds of record as of September 1, 2009.


3. Bases the dividend on each insured’s relative percentage of earned premium over the most recent five fiscal years (FY2005-2009), compared to the overall total Fund earned premium for that same period; then multiplied by the amount of dividend declared.


4. Sets the total amount of the dividend to be paid at $12 million.


5. Deducts each insured’s dividend amount from each insured’s annual renewal premium as a credit against the premium otherwise due for coverage, as those premiums are billed, rather than mailed as a separate dividend check.  





Fiscal Effect:





As introduced, AB 403 would have a negative effect on the Local Government Property Insurance Fund (LGPIF), by reducing or eliminating premiums for local government property insurance policyholders on a onetime basis. 





OCI indicated that the Fund's current surplus balance of $41,157,000 would decline to $16,833,000 if the Fund (1) collected no premiums, (2) paid actuarial expected losses and operating expenses totaling $24,822,000, and (3) earned net investment income of $488,000.  Restoring the statutorily-required surplus to the minimum $20 million level could have caused a rate increase of $3,167,000, or 15% using a projected renewal premium of $21,024,000.





The Fund's current surplus balance would have dipped to $13.9 million in the bad claims year (2008) or been $23 million in the very good claims year (2009) if actual 2008 and 2009 loss and operating expenses are used for modeling purposes. Under that estimate, restoring the surplus from $13.9 million to the required $20 million would require a $6.1 million rate increase representing a 29% increase on a projected renewal premium level of $21,024,000.





It should also be noted that the Fund currently pays for excess of loss insurance (reinsurance) it purchases from the direct premiums it collects from its insureds. But without premium revenue this $5.2 million expense (based on most recent March 2009 renewal premium) would be paid out of current assets.





As amended, the premium holiday will instead become a distribution of excess dividends, thus avoiding the potential problem of inadequate reserves/surplus in the fund.





OCI indicated that administrative costs for the amended bill can be absorbed into the agency's budget.
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Key Supporters:





Rep. Barca, Rep. Zigmunt, City of Milwaukee, WI Assoc. of School Boards, Municipal Electric Utilities of WI





Key Opponents:





Matt Moroney, Independent Insurance Agents of WI, Ronald Von Haden, Professional Insurance Agents of WI.  


OCI (Including Commissioner Dilweg) testified for “information only”, however their testimony was based with great concern toward AB 403.  





Committee Vote:





On November 3, 2009 the Assembly Committee on Urban & Local Affairs held an Executive session and voted 9-0 to send AB 403 as Amended to the committee on rules.  





Staff Author of Bill Summary





Jeff Grothman; Office of Rep. Dan LeMahieu (6-9175)




















Supporters Message:





With a surplus in the LGPIF, and the current difficult economy, it would seem like the right time to give local units of government another way to save dollars.  





As amended, the bill is a fiscally responsible way to reduce local government premiums for property insurance without adversely impacting het integrity of the fund.





Opposition Arguments:





The bill as proposed is a dangerous way to help local units of government by granting them this one-year premium holiday.  Without the substitute amendment, the bill could lead to inadequate reserves initially, and increased premiums subsequently, to restore the solvency of the fund.
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