


























14. The Department does not permit insurers to incorporate a certain percentage increase in the
loss costs to allow for items such as storm surge losses that are considered as wind losses in
the actual claims data. The Department does not permit carriers to incorporate storm surge
when the underlying policies for which rates are being estimated do not cover such losses
(which is almost always). The Department’s Interrogatories currently instruct carriers to

. 23]
omit such losses.**

15. There is no mechanism currently in place to address future model revisions for South
Carolina. It is recommended that the Department develop a procedure to address future
model revisions, incorporating the recommendations provided by the panel. No state-

specific hurricane catastrophe model is recommended at this time.*

CONCLUSIONS OF LAW

1. The law goveming the making of insurance rates in South Carolina is well-defined. For

property insurance rates, Section 38-73-330 provides, generally as follows:

...{2) Rates may not be excessive, inadequate, or unfairly discriminatory. Due
consideration must be given for installation and maintenance of nationally

recognized hazard reducing systems.

(3) Due consideration must be given to past and prospective loss experience
within and outside this State, to the conflagration and catastrophe hazards, to a
reasonable margin for underwriting profit and contingencies, to dividends,
savings, or unabsorbed premium deposits allowed or returned by insurers to their
policyholders, members, or subscribers, to past and prospective expenses, both
countrywide and those specially applicable to this State, and to all other relevant
factors within and outside this State, and in the case of fire insurance rates
consideration must be given to the experience of the fire insurance business
during a period of not less than the most recent five-year period for which the

experience is available....**

2 Id. at 88-89.
3 1d. at 89-90.
3 See S.C. Code Ann. Section 38-73-330 (2002).
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2. Additionally, § 38-73-430 sets forth the general guidelines for casualty rates and provides:

Rates must be made in accordance with the following provisions:

(1) Due consideration must be given to past and prospective loss experience
within and outside this State, to catastrophe hazards, if any, to a reasonable
margin for underwriting profit and contingencies, to dividends, savings, or
unabsorbed premium deposits allowed or returned by insurers to their
policyholders, members, or subscribers, to past and prospective expenses, both
countrywide and those specially applicable to this State, and to all other relevant

factors within and outside of this State.

(2) The systems of expense provisions included in the rates for use by any insurer
or group of insurers may differ from those of other insurers or groups of insurers
to reflect the requirements of the operating methods of the insurer or group with
respect to any kind of insurance or with respect to any subdivision
or combination thereof for which subdivision or combination separate expense

provisions are applicable.

(3) Risks may be grouped by classifications for the establishment of rates and
minimum premiums, and classification rates may be modified to produce rates for
individual risks in accordance with rating plans which establish standards for
measuring any variations in hazards or expense provisions, or both, that can be

demonstrated to have a probable effect upon losses or expenses.

(4) Rates may not be excessive, inadequate, or unfairly discriminatory.

(5) Due consideration must be given to assessments for purposes such as the
guaranty fund, wind and hail joint underwriting association, and similar

mechanisms.

Except to the extent necessary to meet the provisions of item (4) of this section,
uniformity among insurers in any matters within the scope of this section is

neither required nor prohibited.
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3. South Carolina will not develop a state-specific hurricane catastrophe model at this tirne.
Notwithstanding, the Department will develop a procedure to address future hurricane
catastrophe model revisions and their appropriateness for property insurance ratemaking.

Hurricane catastrophe models will be reviewed periodically by the Department.

4. For hurricane catastrophe models not subject to this review, the Department may continue
to rely on the reports and approvals of the Florida Commission.”® The Florida
Commission is currently considered the standard for the review of hurricane catastrophe
models used for producing property insurance loss costs. Organizations, agencies, and
regulators around the country, including South Carolina, rely on the work performed by
the Florida Commission. Biennially, the Florida Commission adopts standards that

catastrophe modelers must meet in the following year in order to be accepted.

5. Subject to full compliance with the recommendations included in the report and those
made by Department staff, the Department accepts the Expert Panel’s finding as
appropriate for use in South Carolina rate filings, the following models:

a. AIR Atlantic Tropical Cyclone Model v12.0.1 and v.14.0.1;%
b. ARA Hurloss 6.0;
c. EQECAT WORLDCATenterprise Version 3.13 and Version 3.16 and RQE v14;

i. The Department suspended the use of EQECAT’s model as of the hearing
date due to the Department’s concerns about the modeler’s redactions of
information from the report.

ii. Subsequent to the hearing, but prior to the issuance of this order,
EQECAT communicated with Department personnel and supplied the
requested information, thus receiving approval.

And

d. RMS RiskLink 11.0 SP2c.

* See S.C. Code Ann. $38-73-1140(E) (2002)(In conducting his evaluation of a model, the director or his designee
may rely on the report of an official of another state who has made such an evaluation pursuant to the laws of that

state.)
*€See Martin M. Simons, ef al., Evaluation of Hurricane Catastrophe Models Used in South Carolina, p.17 (October

4,2013).
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6. Each of the hurricane catastrophe models reviewed by the Expert Panel reasonably
estimate the hurricane-related risk throughout South Carolina based upon the historical

hurricane records for the state.”’

ORDER

IT IS THEREFORE ORDERED THAT the Department develop a procedure for the periodic
examination and evaluation of hurricane catastrophe models used in property insurance rate

filings.

IT IS ORDERED THAT the modelers referenced in this order shall meet with Department
personnel within 45 days of the date of this order to review, address or follow up on any model

specific issues identified in the report submitted by the Expert Panel.

IT IS ORDERED THAT within 90 days of the date of this order, the Department issue a bulletin
to the South Carolina property and casualty insurance industry which implements the
recommendations set forth in this order. This bulletin will list all hurricane catastrophe models
that will be approved for use in subsequent property insurance rate filings for South Carolina and
any additional information or support required of insurers when using these models for the

development o property insurance rates.

IT IS FURTHER ORDERED THAT any company or entity using hurricane catastrophe models
to develop a provision in their rates must include with its rate filing the data the Department
considers appropriate to support its rate filing consistent with the procedures outlined by this
Department in its bulletins, actuarial exhibits and other documentation. This should include a
comparison of the actual historical experience with the expected annual losses from the
applicable catastrophe model; information on the catastrophe model, including, for example, the
number of simulated storms by intensity, and the types of storms (including their meteorological
characteristics or description) or events modeled; a description of the company-supplied inputs

to the model; company adjustments to the model or to the model output, including optional

7 See Martin M. Simons, et al., Evaluation of Hurricane Catastrophe Models Used in South Carolina (October 4,
2013); also See Public Hearing Transcript on Hurricane Catastrophes in Ratemaking in South Carolina, pp125-126
(October 9, 2013).
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modeling features selected (e.g., demand surge); and a description of how the modeled results
were integrated with the actual historical experience so as to avoid the double counting or

understatement of expected future losses.

Submitted this 12th day of December, 2013.

Capur /A T
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