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Wrma issues Formal response to naic draft white paper

Rejecting assertion that weather derivatives are insurance products
WASHINGTON—The Weather Risk Management Association (WRMA), the international trade organization of the weather risk management industry, issued a formal response to a draft White Paper written by the National Association of Insurance Commissioners (NAIC).  The draft White Paper, entitled “Weather Financial Instruments (Temperature): Insurance or Capital Markets Products,” asserts among other things that weather derivatives are disguised insurance products and should therefore be regulated as insurance products. 

In its response to the NAIC draft White Paper, WRMA affirmed its stance that weather derivatives are not insurance products.  WRMA’s view, which is shared and supported by state regulators, holds that when weather derivatives are fully analyzed under insurance law, they cannot be classified as an insurance product.  In fact, two fundamental differences exist between insurance products and weather derivatives.  First, there is no need for a proof of loss with weather derivatives; they are simply index-based products. Second, in many cases there is no need for an upfront payment to execute coverage; in some cases it is possible that no money will change hands. 
“The NAIC draft White Paper came as quite a surprise to the weather risk management industry given the precedent opinions previously laid out by the New York Insurance Department,” said WRMA Executive Director Valerie Cooper.  “Unfortunately the draft White Paper does not consider all of the relevant aspects of insurance but instead focuses on a select few characteristics.  If NAIC applies all of the relevant aspects of insurance to its examination of weather derivatives, it will find that weather derivatives do not possess the same elements as a weather insurance product, thus making it inappropriate to classify and/or regulate them as insurance.”

In its response, WRMA recognizes that regulatory benefits provided by state insurance regulation add value and a level of protection to the “general insuring public,” but that this additional layer of regulation (and expense) is not necessary when dealing with weather derivative purchasers. 

 “Imposing additional market regulatory burdens upon the users of weather derivatives is completely inappropriate,” said WRMA Vice President Brian O’Hearne.  “Given the sophisticated nature and applications of weather derivatives, the class of users who purchase them have an elevated level of financial understanding.  Furthermore, in many cases regulatory bodies such as the Commodity Futures Trading Commission provide additional levels of regulatory safeguards.”

WRMA submitted its response to NAIC to highlight the weather risk management industry’s concerns and to strongly encourage NAIC to reject the position put forth in the draft White Paper. 

While WRMA strongly disputes that weather derivatives should be classified and regulated as insurance products, the Association does see the value in weather insurance and believes the market benefits from sustaining both insurance and derivatives. 

A copy of WRMA’s complete response to the NAIC draft White Paper is available on the Association’s Web site at www.wrma.org.

About the Weather Risk Management Association

Founded in 1999 by some of the leading companies in the industry, the Weather Risk Management Association (WRMA) is an international trade organization dedicated to promoting the industry both to those within it and to end-users. The industry began in 1997 and offers companies the opportunity to control their financial exposure to weather conditions. As part of its mission, WRMA initiates surveys of the industry, advocates the standardization of contracts and other documentation used for transactions, and sponsors forums and conferences around the world for members to meet and discuss a range of topics such as international markets, data collection issues, and tax and legal matters.
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