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(1)

STABILIZING INSURANCE MARKETS 
FOR COASTAL CONSUMERS 

Wednesday, September 13, 2006

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON CAPITAL MARKETS, 

INSURANCE, AND GOVERNMENT 
SPONSORED ENTERPRISES, 

COMMITTEE ON FINANCIAL SERVICES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
2128, Rayburn House Office Building, Hon. Richard H. Baker 
[chairman of the subcommittee] presiding. 

Present: Representatives Baker, Kelly, Brown-Waite, Feeney, 
Hensarling, Campbell, Foley, Shaw; Kanjorski, Hooley, Moore of 
Kansas, Hinojosa, Israel, Clay, Baca, Lynch, Scott, and 
Wasserman-Schultz. 

Chairman BAKER. I would like to call this meeting of the Sub-
committee on Capital Markets to order this morning. 

I am advised that Mr. Kanjorski, the ranking member, is on his 
way, and in order not to keep our distinguished panel waiting un-
usually long, agreement has been reached to proceed, and we do ex-
pect his arrival momentarily. 

The committee meets today to examine and hear witness testi-
mony on the state of readiness of our Nation’s insurance industry 
and the ability of State governments to meet the needs of constitu-
ents facing increasing frequency and severity of natural disasters 
of all sorts. 

I wish to make clear that it is not my intention that this meeting 
be viewed as a response merely to a Hurricane Katrina/Rita prob-
lem, nor even just as a hurricane response concern. In fact, this 
should be the beginning of a thorough and longstanding examina-
tion of all peril risk, including earthquakes, wind, and any other 
calamity which may befall American people, wherever they may be. 

The remedies that have been suggested have been varied, and 
the remedies that are attempted to be put in place at the State 
level have resulted in varying consequences. I note that, in Cali-
fornia, with the creation of the California Earthquake Authority, to 
date, I am told, no more than 13 percent of Californians have 
availed themselves of that coverage. 

By contrast, in the State of Florida, with the creation of their 
CAT fund, it has, to some observers, been over-subscribed and, in 
2005, resulted in a $1.4 billion operating deficit. 
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So the consequences of these market aberrations are significant, 
and the remedies attempted to seek resolution have obtained vary-
ing results. 

In order to put a Louisiana perspective on our problem, however, 
I wish to enter into the record a statement from the Greater New 
Orleans, Inc., organization, and particularly their addendum in 
which they give specific examples of what has occurred since the 
storm. For example, a particular restaurant located in the French 
Quarter which did not flood, which did not suffer wind damage, in 
the prior year paid $27,000 for their 2005 coverage, which included 
a 2-percent wind deductible, with a maximum deductible under any 
circumstance of $25,000. The 2006 renewal for the same limits is 
$242,000. That is up from $27,000, and includes a deductible of 5 
percent. That is more than doubling the deductible, with no dollar 
limit on that withholding. 

The second is with regard to a health care provider with $1.5 bil-
lion in property insured. The previous policy had a wind limit of 
$200 million in damages to be paid. The total premium was $1.3 
million. The renewal has a wind limit coverage of $25 million, 
down from $200 million, and the premium stays the same. 

Now, I am not one to inject myself into business operations, nor 
to express concern about someone having to pay increased pre-
miums in light of duly identified risk. In each of these cases, nei-
ther business entity made a claim or suffered a loss during the 
course of Katrina. 

One of the remedies I wish to examine is how site-specific the 
risk assessment is by the industry in determining, property by 
property, whether they are likely to suffer loss, which leads us to 
the building code discussion. If we know there is a frame of wood 
constructed to less than adequate standards, it would be under-
standable for that business owner to pay a higher premium than 
someone built on an elevated site with a steel structure, but yet 
that screening of risk by property does not appear to be effectively 
utilized today. 

Others have suggested various remedies, from the full-scale cre-
ation of a Federal backstop to various variations in tax reserving, 
but I do not believe that a clear remedy has yet been identified, 
and this committee’s work will take us through many hours of 
hearings to finally seek that remedy. 

As I have said, this is not a one-State problem, it is not a one-
party problem, it is just a big problem, and I want to commend the 
members of the committee—Ms. Brown-Waite, Mr. Feeney, Ms. 
Wasserman-Schultz, and Ms. Maloney—each of whom have ex-
pressed various recommendations about resolution. As well, today, 
we have Mr. Shaw and Mr. Foley joining the committee—and I ask 
unanimous consent that they be considered members of the panel 
for today’s considerations—who have come from their State’s con-
cern with their own perspectives about how resolution might be 
achieved. 

As a result of reading the testimony, and members’ expressions 
of interest, I intend, assuming there is no unforeseen calamity 
befalling political fortunes, early next year to engage in a series of 
roundtable discussions. As the ranking member knows, we have 
done this on other matters of consequence, and we do not get all 
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stakeholders around the table at one time, but we afford everybody 
a chance to be heard, and I believe, if we begin this process in Jan-
uary, before we get into the difficulties of the storm season next 
year, perhaps the House can come to some resolution on needed re-
forms, and so, I thank all the members of the panel who have given 
of their time today. 

There are many others who wish to be heard, and as we go for-
ward, we will ensure that all perspectives have been made avail-
able to the members, and with that, I would recognize the ranking 
member, Mr. Kanjorski. 

Mr. KANJORSKI. Thank you, Mr. Chairman. 
This morning, the Capital Markets Subcommittee returns to an 

issue that we have often reviewed in the past—the availability and 
affordability of insurance in coastal areas. 

From our past work on these matters, we know that the cost of 
reinsurance typically rises after major events, particularly as pro-
viders reassess risk. Most recently, this contraction has led to prob-
lems in rebuilding along the Gulf Coast after Katrina. 

In addition, 7 of the 12 most costly disasters in our Nation’s his-
tory occurred in 2004 and 2005, so others are also affected. 

I share the concerns of my colleague about helping the commu-
nities affected by these catastrophes. I also want to ensure that we 
take effective steps to ensure that people who live in less risky 
areas pay appropriate and reasonable rates for their insurance poli-
cies. 

While today’s hearing will allow us to gather the additional views 
of a number of experts on these matters, we are still awaiting the 
results of the three catastrophic insurance studies being prepared 
by the Government Accountability Office. 

In the next Congress, we should hear from the GAO about the 
findings on these matters. 

In the meantime, today’s hearing will help us to better discern 
the quality of the adjustment process and consumer confusion in 
the insurance products that they should purchase and at what lev-
els. 

We will additionally look into what, if any, role the Federal Gov-
ernment should play in providing natural catastrophic insurance. I 
have, however, long had deep reservations about inserting the Fed-
eral Government into the private markets. 

Finally, I hope that we will explore the interest in creating an 
all-perils policy that would protect homeowners regardless of the 
cause of the damage. This product would cover perils like floods, 
fire, hurricanes, wind damage, and earthquakes in just one policy. 

While this type of product would end consumer confusion about 
what coverage they need and likely result in less litigation about 
insurance settlements, it would also come at a considerable cost. 

In sum, I look forward to hearing from our witnesses. This is a 
topic that deserves Congressional action and review, and I can as-
sure the future ranking member that we will continue it next year. 

Chairman BAKER. I appreciate the gentleman’s optimism. 
Ms. Brown-Waite. 
Ms. BROWN-WAITE. Thank you very much, Mr. Chairman. 
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Mr. Chairman, I would like to ask unanimous consent to enter 
a statement into the record from the National Association of Real-
tors. 

Chairman BAKER. Certainly, without objection. 
Ms. BROWN-WAITE. Thank you very much. In this, it highlights 

the fact that it is a national problem, and it certainly is having an 
impact on the cost of rents, as well as a slowdown in the housing 
market. So I think it is certainly very pertinent. 

Thank you. 
I cannot thank the chairman enough for holding this hearing 

today. 
The insurance crisis that Florida and many other States are fac-

ing is imminent, and we need to find solutions immediately. 
I also want to thank the witnesses who are here. We certainly 

have an array of them from various areas in our great Nation. 
As many of you know, I have introduced H.R. 4366, the Home-

owner’s Insurance Protection Act, with my colleague, Mr. Shaw, 
who is here today, and the bill has many cosponsors. 

As I have been meeting with industry groups and other mem-
bers, I hear claims that the market is stable, there is enough rein-
surance, and that there is no problem. Well, to those people mak-
ing those claims, I would suggest that they visit Florida, Mis-
sissippi, Alabama, South Carolina, New York, and many other 
States. 

Basically, every person living in Florida is a victim of a market 
that is nowhere near stable, and it is not just Florida. I am not 
talking about millionaires who live on the beach, as the cliche goes. 
I am talking about retirees living on Social Security, young fami-
lies, and people just starting a business, as well as farmers whose 
families have been in Florida for centuries. 

Florida homeowners’ premiums are increasing at double-digit 
rates, or their policies are dropped entirely, and they have to get 
insurance from the State’s insurer of last resort; Citizens is the 
name of the entity that was created. 

This insurer of last resort will soon become the largest insurer 
in our State, which will spell even more of a disaster. 

However, if homeowners are facing affordability questions, busi-
ness owners are facing a threat far worse: availability. 

Because there is no Citizens insurance property coverage, Florida 
has moved past the initial outrage stage and is now in full-blown 
panic. 

Business owners are no longer scared because their rates will in-
crease. They are having to close their doors and leave the State, 
simply because they cannot get insurance. No area, including Flor-
ida, can withstand this type of economic meltdown. 

Congress has to find a solution to this crisis, and I recognize that 
the solution is multi-faceted. 

The solution should include States passing and enforcing strong 
building codes and mitigating disasters before they strike, ensuring 
that companies are writing prudently, that they are purchasing 
adequate amounts of reinsurance, and that they are not over-expos-
ing themselves. 

Also, relieving the market of unnecessary regulatory burdens and 
giving insurers the tools that they need to enhance competition, 
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such as allowing them to build up tax-free reserves; certainly mak-
ing sure that the insurers of last resort are the private insurers, 
not the Federal and State Government, as my bill does by creating 
a Federal catastrophic fund, not funded by taxpayer dollars. 

Giving homeowners and business owners the tools that they need 
to prepare for disasters themselves, like my colleague, Mr. Feeney, 
does by creating the catastrophic savings account, is also another 
approach. I hope that all the panelists here today have some inno-
vative suggestions as to what Congress can do to help you better 
provide a more affordable product to our constituents around the 
country, because we should refuse to wait until the next big dis-
aster hits, whether it is a hurricane, earthquake, or tsunami, be-
fore Congress wakes up and enacts a solution to a crisis that al-
ready is on our doorstep. 

Mr. Chairman, I thank you very much, and I look forward to 
hearing from our speakers today, and I yield back the balance of 
my time. 

Chairman BAKER. I thank the gentlelady and want to commend 
her for her hard work on this subject and assure her and Mr. 
Shaw, the cosponsor of the measure, that the committee will exam-
ine carefully those recommendations as we proceed in future 
weeks. 

Mr. Israel? 
Mr. ISRAEL. Thank you, Mr. Chairman, and thanks also to our 

ranking member, for convening this hearing. 
Congresswoman Carolyn McCarthy, my colleague from Long Is-

land, and I sent a letter to the chairman and ranking member 
some time ago requesting this hearing, and we deeply appreciate 
your responsiveness on a very critical issue. 

I’m on the Armed Services Committee, and we’re conducting a 
markup today on the issue of military tribunals. So I am going to 
need to do a lot of shuttling back and forth, but this issue is criti-
cally important to my constituents. 

I represent Long Island, New York. In fact, a few months ago, 
I saw a computer model of what would happen to Long Island in 
the event of a Category 3 hurricane, and Mr. Chairman, it was 
good news and bad news. 

The bad news for me was that the entire north shore of my Con-
gressional district, on the Long Island Sound, would be flooded. 
The entire south shore of my district, along the Atlantic Ocean, 
would be flooded. That’s the bad news. 

The good news for me, Mr. Chairman, is that, on Long Island, 
it is the waterfront properties where most Republicans live, be-
cause they can afford those properties, and so that is kind of a di-
vine form of redistricting. 

The fact of the matter is that it does not matter, as you said, Mr. 
Chairman; it is not a Democratic problem, it is not a Republican 
problem, it is a big problem, and it is a problem for my constituents 
on Long Island. 

Already two insurance companies have made the decision either 
to provide limited renewals of homeowners policies or not to sell 
any additional homeowners policies at all. This is creating consid-
erable frustration and concern in my district. 
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I think that there are some sensible solutions to this, and I hope 
to play a constructive and bipartisan role in pursuing those solu-
tions. 

I appreciate the fact that insurance companies need to ensure 
that they can meet their obligations and provide levels of protection 
to my constituents, but we cannot leave anyone literally high and 
dry. We need to develop a national framework for this. 

I am a cosponsor of Ms. Brown-Waite’s bill, and I think it is a 
good step. 

I am absolutely open to all other steps, and look forward to con-
tinuing to have a dialogue with industry, with consumers, and with 
my colleagues on this committee to find an ultimate solution that 
is effective, that is sensible, and that is also fair. 

I thank the chairman and yield back the balance of my time. 
Chairman BAKER. I thank the gentleman for his statement. 
Mr. Hensarling. 
Mr. HENSARLING. Thank you, Mr. Chairman, for holding this im-

portant hearing to examine the state of the natural catastrophe in-
surance market. 

Clearly, the 2005 hurricanes wreaked a tremendous loss in 
human lives and in economic loss, live property damage, with over 
$50 billion in insured losses, and so, consequently, we have Con-
gressional interest and public debate on the issue of how to address 
disaster financing. 

A key question before us today is how did the insurance markets 
perform in this catastrophe? Were they successful, or is there clear 
evidence of market failure? As I examine the record, I think the an-
swer is that the market performed reasonably well, at least the pri-
vate sector did. The insurance industry demonstrated resiliency 
and flexibility in the wakes of these historic devastating hurri-
canes, and was able to successfully settle most of the Katrina and 
Rita claims, certainly without a significant weakening or disruption 
of the overall financial strength. 

However, not surprisingly, a range of very legitimate issues have 
arisen from wind versus water lawsuits to the question of afford-
ability. 

This has caused insurers at both the State and Federal regu-
lators to reexamine our current market structure, and I know this 
committee will be very actively engaged in this issue in the weeks 
and months ahead, and we should, but if history is our guide, I fear 
there may be a tendency for the Federal Government to overreact 
and respond simply with new Government programs and subsidies 
that may only make the problem worse, and they could certainly 
do so by distorting pricing mechanisms that match premiums to 
the level of risk being assumed and allow realistic capital levels to 
be accumulated by insurers. 

Compared to private markets, the Federal Government’s track 
record in insurance programs is somewhat suspect, and should give 
anyone pause before considering an expanded Federal role like a 
Federal backstop. Certainly, we should note that the Federal flood 
insurance program is broken and insolvent, and Congress has had 
to increase its borrowing authority three times. 
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The PPGC has just posted a $23 billion deficit and projects bil-
lions in unfunded liabilities, and I need not talk about the future 
of Social Security. 

Federal insurance programs or taxpayer subsidies do not always 
work well, and moreover, they tend to disrupt the private sector 
markets that are functioning reasonably well. 

Instead of examining ways to shut down or displace the private 
markets, I would hope that we would review existing regulatory 
and tax structures to identify and remove obstacles, to strengthen 
the private insurance markets. We need to look at certain State 
and local policies dealing with building codes, code enforcement, 
land use planning, and certainly risk-based pricing is critical. 

So I hope that, as we try to stabilize the market, increasing af-
fordability and availability, that we do not simply make the prob-
lem worse, and I hope that the cure does not prove worse than the 
disease, and with that, I yield back the balance of my time. 

Chairman BAKER. I thank the gentleman. 
Ms. Hooley? 
Ms. HOOLEY. Thank you, Mr. Chairman, and Ranking Member 

Kanjorski, for holding this hearing, and I thank our witnesses for 
taking the time to be here today to talk about this really important 
issue. 

At a time when many insurance companies have either stopped 
writing new policies in some areas or withdrawn from the at-risk 
markets entirely, homeowners are having an increasingly hard 
time finding insurance, and if they find it, it’s not always afford-
able. 

So not only are we facing a greater number of disasters each 
year, but the cost of those disasters is increasing, as well, as more 
people move to high-risk areas and the value of their land con-
tinues to rise. 

As a result, I have serious concerns about the availability of 
homeowners and catastrophic insurance in high-risk areas, and I 
question if the private market alone can continue to sustain the 
necessary coverage. At the end of the day, homeowners need to be 
able to find and afford adequate coverage, and we must take what-
ever steps are necessary to try to achieve that goal. 

In addition to strengthening the insurance market, I also believe 
that we must take a preemptive step to reduce the cost of cata-
strophic disasters and encourage mitigation whenever possible. 

I worked to pass language that would reinforce existing legisla-
tive mandates for FEMA to map the risk of mudslides, which hap-
pens in my State, in Oregon. It is provisions like these that will 
help the insurance industry, consumers, and small businesses to 
better judge the dangers posed by flooding or other risk. 

Strengthening building codes and investing in risk-mitigation 
codes are simple ways we can help control the costs from the next 
major disaster. 

The one thing I would urge all of us to remember as we continue 
this discussion is that this is not just an issue that concerns the 
Gulf Coast States, although they have certainly been hit the hard-
est in recent disasters. 

I am looking forward to hearing the testimony from all of you, 
and particularly your suggestions on how to fix the catastrophic in-
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surance system throughout the country and provide greater access 
to homeowner’s insurance, and I thank you for being here today. 

Thank you, Mr. Chairman. 
Chairman BAKER. I thank the gentlelady. 
Ms. Kelly? 
Ms. KELLY. No statement. 
Chairman BAKER. Mr. Feeney? 
Mr. FEENEY. Well, Mr. Chairman, I know we share a great inter-

est in natural disasters, and I am really grateful to the chairman 
for having this hearing. I want to thank Commissioner McCarthy 
from Florida ahead of time for his testimony and for the great work 
that he has done in Florida. 

In Florida, obviously, we have a long history of hurricanes. 
Representative Brown-Waite, Representative Foley, and I were 

there in the aftermath of a 1993 storm called Andrew, and we 
learned a great deal about the mistakes we made in terms of 
things like lax building codes. We had companies at the time that 
were 80-percent concentrated in market share in two counties. 

You know, I came from Philadelphia. Benjamin Franklin started 
the first insurance company, and he knew enough not to let three 
or four wood houses on the same block have the same insurer, but 
somehow, prior to 1993, our insurance regulations were lax in that 
regard. We have come a long way, and by the way, there is no 
State that does disaster preparedness and disaster response better 
than Governor Bush’s Florida, and I congratulate you as part of 
that important team. 

I have to tell you that Congressman Shaw has been a leader in 
working Federal tax policy in the aftermath of natural disasters, so 
that people get equitable treatment as they go fix their own prob-
lem, as opposed to having the Federal Government come in and do 
it for them, and I agree with much of what my colleague, Jim 
Hensarling said, that the only way to do this right is to get healthy 
markets in the insurance industry up, and we need an almost ex-
clusive provider of insurance, and we have to figure out, at a Fed-
eral and State level, although with local help with building codes 
and enforcement, how to do that. 

Having said that, regulation of insurance companies is something 
that the government must do. Whether it’s done at the Federal 
level or the State level is a little bit of an interesting question. 

We have traditionally done it at the State level exclusively, but 
you know, when I go to take out a loan for my home, and when 
the loan company shows up with a check for $200,000 so I can do 
my closing, I do not particularly care at that point, once I have my 
$200,000, about the fiscal health of the mortgage company. I do not 
really care if they go under tomorrow. I have my house, and I do 
not have any loss or threat to myself. 

On the other hand, if I pay life insurance premiums for 60 years, 
for example, and then die, and the insurance company does not 
have reserves to pay the claims to the heirs that I spent a lifetime 
trying to protect, then I have had a big loss there, and especially 
my heirs have had a big loss. The same thing is true in all types 
of insurance. 

So the government’s responsibility is to make sure that compa-
nies have adequate reserves to pay for the risks and the claims 
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that they have assumed, and no other entity—this is not something 
that can be done exclusively by the private sector, in my view. 

There are too many companies that would take our premiums 
and run off to Mexico with the money, or be in flight, or just simply 
mismanage it, and that is why we have to have regulations, and 
we can debate about where those regulations are best handled. 

I will tell you that I do believe, as the ranking member said, that 
insurance must be a risk-based approach to make this successful. 

We do not want people in high and dry safe areas bearing enor-
mous subsidies for people who decide to build a stick home out in 
the Keys of Florida for $5- or $6 million. It is just fundamentally 
unfair to have that sort of cross-subsidy, but having said that, the 
whole idea of insurance is to take advantage of the law of big num-
bers and to spread the risk, and the further you can spread the 
risk, whether it is health insurance or life insurance or any other 
policy, including property and casualty, the better off we are, and 
there may be an important Federal role in terms of doing that. 

I will end with this: Either tomorrow or the next day—I am sure 
Commissioner McCarthy is going to be there—I understand that 
the Governor, led by Lieutenant Governor Jennings, is going to 
have a statewide summit of all the important parties, probably, in 
the west coast of Florida, as I recall, and the policymakers in Flor-
ida understand this. 

There are no easy answers, but this is not a partisan issue. 
Democrats and Republicans alike understand the threat, and let 
me describe it very briefly, and then I will end with that. 

One of two things will happen, if we do not get this right, to the 
State of Florida, and other States along coastal areas, or along the 
Mississippi, or that are threatened by earthquakes. 

Either we will misregulate and companies will pull out of the 
market and people will not be able to get property and casualty in-
surance—by the way, the crisis in Florida is even greater, in many 
respects, in the commercial markets than in the homeowners mar-
ket. 

If that happens in Florida, we will see a job loss for virtually all 
of the Realtors in the State, as well as for the people who do sur-
veying; the people who do title insurance; the people who write 
loans; loan officers; and the people who provide concrete for side-
walks. 

The entire construction industry, and all of their suppliers will 
literally shut down, and we will have not a recession but a depres-
sion, and that will affect the national economy, since we are about 
8 or 10 percent of the national economy, and by the way, in things 
like job growth, the fastest growing major State. 

The other thing that we will do is that we will have a State that 
mismanages the risk for political reasons. 

They will put everybody in, as Congresswoman Brown-Waite 
said, a government-based insurance company. Citizens is what we 
call ours. 

That is a perfect policy, because everybody gets insurance, and 
things move along nicely, and it works until you have an event, be-
cause the reason that State governments have to set up JUA’s is 
that no actuary in their right mind would ever let private capital 
take risks that are unnatural. 
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We have to de-populate Citizens, and I encourage all States that 
have similar problems, whether it is auto or health or whatever, to 
de-populate the government-backed, because the only reason the 
government is involved is that nobody in their right mind would 
otherwise be doing this. 

Chairman BAKER. Can the gentleman begin to sum up? 
Mr. FEENEY. Yes, I will. 
If you have a JUA like Citizens that is the major insurer, it 

works great until you have an event, and then we will have an eco-
nomic catastrophe, to include bankrupting an otherwise very 
healthy State, and thank you, Mr. Chairman. As you know, I am 
passionate about some of these issues. I apologize ahead of time for 
being long-winded. 

Chairman BAKER. The gentleman’s passion is clearly understood 
and appreciated. 

Mr. Lynch? 
Mr. LYNCH. Thank you, Chairman Baker, and also, I want to 

thank Ranking Member Kanjorski for the wonderful effort in facili-
tating, really, a bipartisan discussion of this issue. 

We all understand the threats to consumers generally and fami-
lies in our district that are located in coastal communities. 

I want to thank the panelists, as well, for coming forward and 
helping the committee with its work. 

I recognize a lot of faces here today that were with us back in 
June when, in the Housing Subcommittee, which I sit on, we also 
had a similar debate about the affordability of insurance to those 
communities generally as a result of natural disasters, and espe-
cially in the context of Hurricanes Katrina and Rita, and since hur-
ricane season is in full bore right now, this hearing could not have 
come at a more opportune time. 

I know in the past decade we have seen the rising toll that nat-
ural disasters have placed on homeowners insurance markets in 
parts of the country that frequently experience catastrophic events. 

Last year alone, there were a total of 27 storms in the Atlantic 
region, which included 14 hurricanes, and not only that, but in my 
State of Massachusetts—and I live in and represent a coastal com-
munity in Massachusetts, a State that is not in the exposed posi-
tion that many of my colleagues face in southern States along the 
Gulf. In Massachusetts, we actually faced four situations, four Fed-
eral disaster declarations in 2005, and I know that the GAO is cur-
rently conducting several studies to further assess the need for 
changes in the catastrophic insurance market. I look forward to 
those results coming out. 

In the meantime, I realize there are general problems in the 
quality of the adjustment process, overall insurance policy cov-
erage, and what is most important to all of our constituents is the 
general affordability of coverage. That is where the rubber meets 
the road for a lot of us. Whether it is commercial customers or resi-
dential customers, it is simply astounding the burden that some of 
our families are facing in light of these natural disasters. 

I look forward to hearing from the distinguished panel and ex-
ploring various ways in which we in Congress can address the 
problem that is arising and we are currently facing in the catas-
trophe insurance market, and I also have another hearing that is 
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going on—I did not schedule this—on national security and emerg-
ing threats. So I am going to have to shuttle back and forth from 
that hearing, but this is very important, this discussion, and I look 
forward to hearing from the great panel that we have here in terms 
of their suggestions and recommendations on how we address this 
problem. 

Thank you, Mr. Chairman. I yield back. 
Chairman BAKER. I thank the gentleman. 
Mr. Campbell? 
Mr. CAMPBELL. Thank you, Mr. Chairman. 
I represent a coastal district of southern California, no hurri-

canes, but we have earthquakes, we have mudslides, we have 
floods, potentially, and theoretically, tsunamis, in addition to fires, 
and other various plagues that hit us now and then. 

Mudslides, which recently hit my district, are uninsurable except 
from Lloyd’s, generally. Earthquakes—in California, the State law 
requires that earthquake insurance be offered with homeowners in-
surance. However, today less than 15 percent of all homes in Cali-
fornia are covered with earthquake insurance. A tsunami—you can 
tell me what would happen if that were to occur, and then there 
is obviously the flood problem that we have, and not a lot of people 
have flood insurance either. 

So I am very interested to hear the testimony, with the under-
standing that the most recent natural disasters that have caused 
great loss of property value and life have been hurricanes, but 
there are others in other parts of the country, and the one thing 
that is constant is that wherever you live in this country, you are 
subject to some natural disaster and not to all, and so, I will be 
interested in your comments on how we can look at risk pools that 
run across the different types of natural disasters that can occur 
in different parts of the country. 

Thank you, very much. 
Chairman BAKER. I thank the gentleman for his statement. 
I recognize Ms. Wasserman-Schultz, and as all other Floridians, 

want to acknowledge her intense interest in this subject and her 
contributions today. 

Ms. WASSERMAN-SCHULTZ. Thank you. Thank you very much, 
Mr. Chairman, and Ranking Member Kanjorski, as well, for con-
vening this important hearing. 

Mr. Chairman, it is particularly important because we are the 
committee of jurisdiction, and I am really pleased to see that we 
have been able to bring such a distinguished panel together. 

We have to come up with a bipartisan solution to this growing 
insurance crisis in our country, and as the gentleman from Florida, 
Mr. Feeney, mentioned, we mostly do things right in Florida when 
it comes to insurance-related disasters, but I would not have quite 
described Florida as Jeb Bush’s Florida. I think Florida can gen-
erally be described as Floridians’ Florida, just to add that. We were 
reminded just a few weeks ago—and just so you know, Mr. Feeney 
knows I mean that affectionately. 

We were reminded just a few weeks ago, during the one-year an-
niversary of Hurricane Katrina, that we, as a Nation, are still ill-
prepared to deal with a catastrophe. We have gone through plan-
ning and mitigation efforts and execution of coordinated responses. 
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We have a long way to go until we can assure Americans that 
we can keep them safe in the face of a catastrophe, but we are here 
today because the economic resonance from disasters like Hurri-
canes Katrina, Rita, and Wilma have left an indelible fingerprint 
on our Nation. 

Hundreds of thousands of families and small businesses across 
the Gulf coast are struggling to rebuild, and I think that is an im-
portant point. 

Mr. Campbell just mentioned that he does not suffer from hurri-
canes in his community, but I absolutely agree with you, it is a 
very important point to note, we have natural disasters all over 
this country, and this is a national problem that needs a national 
solution. These catastrophes have reshaped our Nation’s personal 
and commercial insurance markets, making it even more difficult 
for affected regions to recover. 

Events of late have led regulators, industry stakeholders, and 
public policymakers to reconsider the efficacy of existing models 
and regulations. 

The market perception of exponential increases in the risk affili-
ated with catastrophic events has resulted in precipitous declines 
in insurance coverage availability, at astronomical costs to policy-
holders, and I am using those really major words because there is 
no other way to describe it. 

This is a significant, significant problem. I could tell you story 
after story of individuals who have had gargantuan increases in ei-
ther their residential property insurance quotes or commercial. 

It is just unbelievable, and it is happening most acutely in Flor-
ida, where the issue is not just price but availability. 

The insurance market is literally drying up in front of our eyes, 
and the economic impact, as Mr. Feeney describes, can already be 
felt. This problem is not endemic to Florida, and it is happening 
across the Nation. It is really obvious that our current system is 
broken. There is no silver bullet. There is a patchwork of regula-
tion and state-based risk pooling that is not working. 

We were very fortunate to create a State catastrophe fund in 
Florida, but that is not going to help us survive on our own. 

I mean we cannot continue down the path that we have been 
traveling without having change, and change in the way that we 
think about managing catastrophes nationally in this country. 

These storms do not recognize State boundaries. They do not say, 
okay, I am going to stop at the Florida border, up in north Florida, 
and I am not going to go any further, because there is no CAT fund 
past this line. 

We have to think about that when we consider mechanisms to 
hedge risk affiliated with these events, and at the end of the day, 
all of America’s taxpayers are on the hook, regardless of where the 
disaster strikes. We have already spent more than $100 billion in 
response to Katrina, and the question is, do we plan and prepare 
for events in an effort to minimize cost to the American taxpayer, 
or do we wait around for the next storm and throw astronomical 
sums of money at the problem? 

I mean that is really the question that we have in front of us, 
and I think the lesson learned from Katrina is that the wait-and-
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see approach, the, you know, go like this approach—that does not 
work. 

The huge failure of coordination and mismanagement of relief 
funding has resulted in untold losses of hard-earned taxpayer dol-
lars. 

It seems especially foolhardy when we know that there are poli-
cies that we can adopt that minimize cost and stabilize markets, 
and we need a comprehensive national solution to this national 
problem. 

I have introduced a bill with my colleague from Delaware, Mr. 
Castle, H.R. 5891, the Catastrophic Disaster Risk and Insurance 
Commission Act of 2006, and Mr. Chairman, we spent a number 
of years when I was in the Florida legislature—and I was elected 
the year that Andrew hit south Florida, and the only way that we 
were able to finally bring all of the stakeholders together around 
the table to develop our State catastrophe fund was when we had 
a statewide commission that our university president sat on, and 
they came together and made objective recommendations to the 
legislature, and with input from all of the stakeholders, and we 
were able to get something accomplished, and I want to thank Mrs. 
McCarthy, Mr. McHenry, Mr. Israel, Mrs. Hooley, Mr. Crowley, 
and Mr. Hinojosa for signing onto that bill. 

I know the chairman is still considering the best approach to this 
problem, and I know that he will agree with me that we cannot 
solve this problem unless we bring all of the stakeholders to the 
table, and I truly appreciate your commitment, Mr. Chairman, to 
roundtable discussions. 

We need to move forward together on this problem, with all of 
the stakeholders. 

Congress has been too slow to respond. 
It is time we had a comprehensive solution to a national prob-

lem, and I commend the committee for convening today’s hearing. 
I do hope our panelists will focus on solutions to the problem, but 
it is time for us to act on this problem before the next big storm 
hits, and I do want to close by welcoming our State’s insurance 
commissioner, Kevin McCarty, who has done an absolutely fan-
tastic job on his leadership nationally on this issue. Thank you so 
much. 

I yield back the balance of my time. 
Chairman BAKER. I thank the gentlelady. 
I wish to welcome the senior member of Ways and Means to our 

considerations today, Mr. Shaw, who has made his own contribu-
tions on this subject matter, and recognize that, going forward, 
whatever the remedies that might be considered certainly could 
have Ways and Means jurisdictional reciprocity, and I appreciate 
the gentleman’s willingness to participate in our hearing today, 
and look forward to working with him in the future. The gentleman 
is recognized. 

Mr. SHAW. Thank you, Mr. Chairman, and I would ask unani-
mous consent that my full statement be made a part of the record. 

Chairman BAKER. Without objection. 
Mr. SHAW. Mr. Chairman, Ranking Member Kanjorski, and 

members of the committee, what you are hearing today is a dis-
tress call coming out of the State of Florida. We are not going over 
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the cliff yet, but we are heading toward the cliff, and it is an eco-
nomic cliff that is going to create tremendous hardship for the peo-
ple of Florida. 

You have heard several references today to Hurricane Andrew. 
In the aftermath of Hurricane Andrew, I went down to Home-

stead, and I could not believe the devastation. I came back to 
Washington and studied the insurance plan that the Federal Gov-
ernment had set up for flood protection, and using it for a model, 
I filed the first windstorm insurance program, which recognized the 
fact that it was going to be a dying market for windstorm insur-
ance in the State of Florida. 

What has happened here—I would like to also express to Mr. 
Kanjorski, who made reference to this, as well as my friend from 
the State of Texas, that—reference to the private sector. 

In many parts of the State of Florida, there is no private sector 
when it comes to windstorm insurance. I can assure you that you 
would not be hearing positive things about what we are doing from 
Mr. Feeney if there were, but there is not. 

It is now up to us. 
What we have in the State of Florida is a CAT fund, it is called, 

and many States—I think some eight States have such a fund, and 
what Ms. Brown-Waite and I have developed is a program of rein-
surance. 

It is a program that backs up the State CAT funds, that is paid 
into by the insurance companies upon the collection of their pre-
miums. 

This is not a tax that we are going to be spreading all across the 
country. 

The whole theory of insurance is to take a known risk and 
spread it across as wide an area as you possibly can. That is what 
insurance is, but what has happened here—and I can tell you, in 
my own State of Florida, that there is not one square inch of Flor-
ida that has not been devastated by some hurricane over the last 
2 years. Listen to it. We had Wilma, Rita, Charlie, Frances, Ivan, 
and Jenny. I am just talking about south Florida here. The whole 
State has been hit. 

So what happens—that risk that is supposed to be spread all 
across a wide area has all felt its share of devastation. 

Now it is time for us to take a close look at bringing it back so 
that we can spread the risk across this country, and what it simply 
does—we have an insurance program in the State of Florida, which 
has been made reference to already, called Citizens Insurance, 
which sets up reserves and is paid into. 

To give you an example of the economic hardships that so many 
of my constituents are having, for a house which is actually under 
the average house in my district of $250,000, the premium is 
$5,000, and the deductible is not affordable for many of the people 
that I represent. If we can have a reinsurance program on the na-
tional level—and there is no reinsurance program that is affordable 
at all in the private sector, but if you can have that, then the re-
serves that would have to be way up here for any one State, being 
backed up by a reinsurance program, this reserve can come down 
and make sure that this is affordable. 
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I can assure you, Mr. Chairman, that in Louisiana and Alabama, 
Mississippi, Georgia, Florida, South Carolina—go all around the 
coast. 

We are going to be facing a crisis where the private sector has 
pulled out of the market. 

In the State of Florida, so many of the insurance companies, and 
maybe all of them, have formed so-and-so insurance company of 
Florida. So they recognize they do not even want the risk of loss 
for their company to be spread across the country, even these big 
national insurance companies. 

We are going to have to work together, Mr. Chairman, and I look 
forward to—I know Mr. Foley has a bill that he wants to speak 
about which also is not incompatible with the bill that we are talk-
ing about, which will also do us a great deal of good, and I will 
leave it to Mr. Foley to explain exactly what that bill does, but it 
would have jurisdiction in front of the Ways and Means Com-
mittee. 

Mr. Chairman, I can assure you that, if I have anything to do 
with it next year—and I simply hope—I hope that I do—if I am 
chairman of the Ways and Means Committee, you will have no 
problem with turf battles with my committee, and I hope the same 
would apply here. 

We are going to work together in partnerships next year to see 
that this happens and that windstorm insurance, which is re-
quired, together with—I would say to my friend from California, it 
also includes earthquake insurance, which you cannot even buy in 
your area—that we will come back with a bill that will be good for 
the whole coastal nation and other areas, the coast of our Nation, 
together with other areas which are prone to other disasters, even 
earthquakes, and I think even volcanoes are in there, so we can 
say aloha to our friends in Hawaii, and I am hopeful that we can 
come back—and I can assure you you will have my every coopera-
tion in putting this bill together for Louisiana and Florida and all 
of the other States that are affected by this. 

I yield back, and I appreciate your allowing me these few min-
utes. 

Chairman BAKER. I thank the gentleman for his fine statement 
and assure him of my appreciation for his assistance and my 
pledge to be of assistance to him and the committee going forward 
in the next session and seeking an appropriate resolution. 

Mr. Hinojosa? 
Mr. HINOJOSA. Thank you, Chairman Baker. I want to thank you 

and Ranking Member Kanjorski. 
I would like to ask unanimous consent that the following mate-

rials from the Texas Department of Insurance be submitted for the 
hearing record. 

Chairman BAKER. Without objection. 
Mr. HINOJOSA. They include summaries of the Texas sea coast 

insurance market for residential property and commercial property 
and lists of the following. One is a list of casualty companies, fire 
and casualty companies, risk and retention groups, and title com-
panies licensed in Texas since January 2005 through August 2006. 

It also includes a list of withdrawal plans filed in Texas since 
Hurricane Rita. 
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It includes a list of property and casualty carriers operating in 
Texas from the 2005 year-end available data. 

Mr. Chairman, I am very concerned that certain insurance com-
panies have decided not to issue new property and casualty insur-
ance policies in certain areas of my district. I am particularly con-
cerned about the insurance industry’s approach to issuing property 
and casualty insurance in what are known as tier one and tier two 
areas. According to the Texas Department of Insurance, the fol-
lowing counties in my Congressional district fall in tier one areas: 
Refugio and San Patricio County. In tier two areas, they include 
Lee County, Brooks, Goliad, Hidalgo, Jim Wells, and Live Oak 
Counties. 

I respectfully request of each witness to provide in writing an ex-
planation of their understanding of the definition of tier one and 
tier two areas. I also request an explanation as to why the counties 
I have mentioned fall in either tier one or tier two category, and 
also, I ask for an explanation of the impact this designation will 
have on the constituents in my district, both financially and in 
terms of insurance coverage. 

That information is very important to me, as I am sure my 
friends in Florida, Louisiana, and Mississippi are searching for an-
swers to those questions. 

Mr. Chairman, my goal here is not to punish the companies that 
have decided either not to issue new policies in certain areas of my 
district, nor is it to punish them for deciding to restrict the 
issuance of new policies in Texas Congressional District No. 15. 

I merely seek an explanation for their decision. I seek a better 
understanding of the impact Hurricanes Katrina and Rita have had 
on their bottom line. 

I want to ensure that the insurance companies operating in 
Texas have the ways and means to provide property and casualty 
insurance to all my constituents. 

Thank you very much, Chairman Baker, and Ranking Member 
Kanjorski. I appreciate the opportunity to make these comments. 

I yield back the remainder of my time. 
Chairman BAKER. I thank the gentleman. 
I also welcome today a visiting member from the Ways and 

Means Committee who has made his own contribution in the de-
bate with this proposal. 

Mr. Foley is recognized. 
Mr. FOLEY. Thank you very much, Mr. Chairman. I think every-

thing has been said, but not everyone has said it. So let me at least 
belabor what is a very, very important point, and I think what you 
have heard from many of the panelists or the Members of Con-
gress, virtually every State has been, to some degree, impacted by 
natural disaster. 

Mr. Israel mentioned what would happen off of Long Island. 
Max Mayfield showed us drawings this year that indicated the 

northeast may become a victim of a hurricane this year much to 
the same potential and degree of devastation as has hit Florida. 

We had nine hurricanes in the last 2 years, 4 of them back to 
back, causing $22 billion of losses. 

My sister received her insurance premium today. It was $8,500 
for a home that my parents bought in 1957 for, I believe, $7,500. 
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The insurance is now more than the original purchase price of 
the home. 

Insurance is causing fiscal calamity in Florida, affecting every 
level of society. 

Homeowners who are in condos will see assessments to the de-
gree that they will simply be unable to continue living in our Sun-
shine State. 

It is no longer an option of scraping together a few additional 
dollars to pay a premium. It is becoming a sense of urgency that 
I have not witnessed in my entire adult life. 

No question the insurance companies were ravaged. We know 
that. 

When you have had the kind of exposure and experiences in the 
last couple of years, it is impossible to assume an insurance com-
pany, under its traditional methods, would be able to weather 
those storms, excuse the pun. 

I think you have also heard from many members that there are 
a lot of collective ideas that have been proposed, a multitude of 
bills that all have merit, which is what this committee and this 
Congress needs to undertake, is to collaborate in a bipartisan fash-
ion to figure out the answers. 

I agree with the gentleman from Texas. I do not want the Fed-
eral Government to be the financial backstop for catastrophic prob-
lems. We have to find a way for a private sector initiative. 

Since Hurricane Andrew, we have seen so many companies be-
come subsidiaries of themselves—Allstate Florida, State Farm Flor-
ida—because if something happens there, then they are able to 
bankrupt that company and not affect the parent, and I am not 
using those two companies pejoratively. It is just examples of the 
latest trend in trying to abrogate a loss to the parent company. 

Yet we will also see mudslides, earthquakes, and tornados. In 
fact, an earthquake occurred off the Gulf of Mexico just the other 
day, an extraordinarily rare occurrence for Florida, but it portends 
calamity for other States, as well. 

My proposal, the Policy Disaster Protection Act, would work to 
correct that. 

It would give insurance companies the option of building up re-
serves over a 20-year period on a tax-deferred basis, much like an 
IRA account, where the insurance companies can place in this ac-
count pre-tax dollars that can be used for disaster mitigation alone. 
If they take it out for any other purpose, it is taxed like it would 
be your IRA, accordingly with a penalty. It would take years to 
build, which is why Ginny Brown-Waite and Clay Shaw’s bill is im-
portant as an adjunct to this. 

I thank our State insurance commissioner, because I know he 
has spoken about this bill, both bills, in forums throughout the Na-
tion, but the bottom line for all of us who serve in the Congress, 
the 455 Members of the House, and 100 Members of the U.S. Sen-
ate, you may not think this is a problem for you. 

Your insurance companies may be not raising premiums triple 
and quadruple digits, but if you experience what Florida has, and 
New Orleans has, and California has, and Texas has, and the 
wildfires and all the other unanticipated disasters, you, too, will be 
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facing this difficult, difficult problem. You cannot buy a house with-
out insurance. 

First thing they say is, go get a binder, get a policy, then we will 
insure your mortgage, or we will give you a mortgage. So it will 
set in motion the end, if you will, of Paradise Lost in our State if 
we cannot grapple with this. 

So I appreciate the attention the chairman has placed on this 
issue. 

I appreciate all of the individual members who are grappling 
with solutions, and I just hope we can take pieces of each of these 
proposals and weld together a solution that will help bring down 
this urgent crisis. 

Chairman BAKER. I thank the gentleman for his statement and 
participation. 

Mr. Kanjorski for a unanimous consent request. 
Mr. KANJORSKI. Mr. Chairman, I ask unanimous consent that 

the statement of Congressman Delahunt be included in the record 
at this time. 

Chairman BAKER. Without objection. 
Mr. Clay, did you have a statement? 
Mr. CLAY. Yes. Thank you, Mr. Chairman. Let me thank Rank-

ing Member Kanjorski and the other members of the committee, as 
well as the witnesses. 

Mr. Chairman, I am concerned about the limitations of insurance 
policies and the pay-outs that are left for the government to make 
because of the shortfall in insurance coverage from the private in-
dustry. 

These shortfalls could be for various reasons: denial of claims, 
lack of coverage offered, or no insurance coverage, to name a few. 

I am especially concerned by the dismissal of claims by compa-
nies because of disagreements of whether the property was dam-
aged by wind or water. 

We have catastrophic losses because of hurricane-force winds and 
the accompanying rains and floods. Yet, families have problems 
getting insurance settlements, although they have insurance for 
these occurrences. 

I am deeply concerned with the methods of reducing losses em-
ployed by the insurance industry. We have policies that are being 
issued that settle the water damage versus wind damage dispute 
by stating that if the property was damaged by both, the losses are 
not covered, even if there was wind damage as well as flooding, 
and even if the wind damage occurred prior to the flooding. 

However, I guess that I should feel better about this type of pol-
icy, because families are told up front that they will be left up the 
creek. 

I guess we need to ask the proverbial question: Do we need this 
insurance at all? 

If you are not going to cover the losses, do we need it at all? 
Mr. Chairman, I will stop there, and ask unanimous consent to 

insert my statement in the record. 
Chairman BAKER. Without objection. 
Mr. Baca, did you have a statement, sir? 
Mr. BACA. Yes. Thank you very much, Mr. Chairman. 
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Today’s hearing is especially important given the impact of last 
year’s hurricane both on our consumers and insurance market. 

About $23 billion, or about 25 percent, of the Federal assistance 
following Hurricanes Rita, Wilma, and Katrina is going to com-
pensate persons who did not have insurance coverage for cata-
strophic events, but many victims are still waiting on their checks. 

I hope this hearing helps us better understand the scope of the 
problem that insurance claims need to be facing. For instance, it 
has been seen and reported that despite being hit with catastrophic 
losses, insurers have been record prices that can handle cata-
strophic losses in the future, so it still impacts them. 

Yet, we are seeing a trend among insurance to reduce their expo-
sure to losses, with some insurance, like Allstate, reducing the cov-
erage in everyday drastic ways. I am concerned that if this trend 
continues, it will have a serious impact on availability and afford-
ability. Higher rates, declining coverage, and periodic non-renewal 
on large scales will have a negative impact, particularly on low-in-
come consumers in underserved communities. 

I think the discussion today will help us get a better under-
standing and a handle on these issues and what we can figure out 
for the best course of Federal involvement, and I look forward to 
hearing from the witnesses, especially as it pertain to those that 
cannot, and I know that it was mentioned about wildfires, espe-
cially in our area, where those individuals are not covered in the 
San Bernardino and surrounding areas that have been impacted a 
lot in our area. 

So thank you very much, Mr. Chairman. 
Chairman BAKER. I thank the gentleman. 
Mr. Scott, do you have a statement? 
Mr. SCOTT. Yes. Thank you, Mr. Chairman. I appreciate this very 

timely and important hearing. It is important, especially given the 
fact that hurricane risks are expected to increase over the coming 
decade, and would have repeats of hurricanes or the level of 
Katrina and Rita that we had back to back last year. 

There is an economic problem. 
As risk increases, losses increase, which will cause rates to in-

crease. 
Natural disasters affect different regions of the country and 

cause a collapse of insurance coverage at the local level, and since 
the States regulate insurance products, it is controversial to create 
Federal regulation of insurance. 

However, it may be necessary to create some form of Federal re-
insurance to help States create stronger insurance markets, and 
Congress must improve disaster preparedness. 

We have to find ways to expand the insurance market to cover 
more people, and the Federal and State Governments must coordi-
nate to expand coverage protections, and there are many good 
ideas proposed on how to help provide catastrophic insurance, and 
I am certainly open to discussing them, but I think it is very im-
portant that I raise some major concerns and some questions that 
certainly give rise here. 

For example, are there regulatory or legal barriers to allowing 
more foreign reinsurers to enter the U.S. market? 
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Are American insurance companies at a tax disadvantage when 
compared to foreign reinsurance companies? 

What would be the estimated cost to the Treasury of eliminating 
the current tax on premium reserves, and is there general agree-
ment that there should be incentives to build premium reserves to 
pay for future catastrophes, or has there been any problem with 
credit rating agencies affecting the ability of insurers to finance 
new bonds, very complex, complicated issues here that we must re-
solve. 

One other important question is why does the Federal Govern-
ment need to be involved with this issue when many reinsurers 
and insurers have opposed these proposals and stated that the pri-
vate market can handle natural disaster risks, and then this im-
portant one: Is there enough insurance capacity to cover the Na-
tion’s homeowners in the event of a major natural disaster, and has 
the national market been tested sufficiently to give lawmakers here 
in Congress an adequate indication that the market is prepared, 
serious questions, serious issues that will be brought to the fore-
front. It is important that we make sure that we have all of insur-
ance capable to expand, to cover. 

Are we prepared to do this? 
A very interesting hearing. I’m looking forward to it. I yield back 

my time. 
Chairman BAKER. I thank the gentleman for yielding. 
I believe that concludes all members’ statements. 
Appearing as a witness today and enduring opening statements 

is a bit like being in Louisiana and waiting on the hurricane. 
You do not know when or where, but you know it is coming. 
Well, we finally got to it. 
I wish to welcome each of our witnesses and to thank them for 

their patience in participating today. 
As is the usual practice, your formal statement will be made a 

part of the official record. We ask that, if possible, you limit your 
remarks to 5 minutes, to enable member questions to follow, and 
as you can see from the statement participation, there is broad in-
terest in this matter and a deep and abiding concern, and we ap-
preciate each of you bringing your perspective. 

Our first witness today will be Mr. Kevin M. McCarty, commis-
sioner for the State of Florida but appearing here today on behalf 
of the National Association of Insurance commissioners. 

Please proceed at your leisure. 

STATEMENT OF KEVIN M. McCARTY, COMMISSIONER, STATE 
OF FLORIDA, ON BEHALF OF THE NATIONAL ASSOCIATION 
OF INSURANCE COMMISSIONERS 

Mr. MCCARTY. Chairman Baker, Ranking Member Kanjorski, 
and members of the subcommittee, I really want to thank you for 
the opportunity to be here today to testify on the role of the insur-
ance departments and insurance commissioners in helping to sta-
bilize the coastal insurance market in view of the catastrophes we 
have recently experienced. 

My name is Kevin McCarty, and I am the insurance commis-
sioner of the State of Florida. I am here today representing the Na-
tional Association of Insurance Commissioners, as the chair of their 
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property committee, and as the chair of the committee on catas-
trophe insurance working group. 

As the chairman has already stated, we are not here merely be-
cause of the natural disasters of 2004–2005, or because of Hurri-
cane Katrina. 

As I testified in June, catastrophe events are a great equalizer, 
and the hurricanes, earthquakes, floods, and tsunamis do not dis-
criminate against inland people or coastal people, rich people or 
poor people or Republicans or Democrats. The issues in the market-
place today will affect all Americans, regardless of their status in 
life or their political affiliation. 

That is why we need to concentrate on a bipartisan solution. 
I am very proud of the Florida delegation and the number of 

meetings that we have had and the number of bills that have been 
sponsored which I think deal with a very complicated issue that 
has no simple solution. If it were simple, we would have done it 
by now. 

Today, I would like to provide a perspective on some of the 
things we should consider on a national and local and State level 
when we consider managing national catastrophes. 

What I would like to talk about is what mechanisms are in the 
States that have been used that perhaps have helped alleviate the 
problem and, in other cases, have potentially exacerbated the prob-
lem. 

We need to look at a number of the things that you have already 
mentioned for pre-catastrophe planning, like tax-deferred catas-
trophe reserves, allowing insurance companies to accumulate cap-
ital to pay, and maximizing the use of the private sector. 

We need to look at mitigation. If you look across the table, every-
one at this table will agree that mitigation is a very powerful tool 
for reducing future losses and minimizing cost increases for con-
sumers. 

We need to look at consumer savings accounts and empowering 
consumers so that they can make decisions and save money and 
hopefully mitigate against future losses. 

We need to look at a myriad of State and Federal programs that 
are out there, and once we look at all of these other things, at what 
point do we need to have, if at all, a Federal catastrophe plan? 

The markets have spoken to us over the last couple of years very 
loud and clear. 

The cost of CAT insurance had undergone unprecedented rate in-
creases. 

The cost drivers in the system include many things. 
We have underestimated our losses with our computer models. 
We have increased capital requirements because of changes in 

A.M. Best requirements and stress tests in our insurance market-
place, and quite frankly, our markets are attracted to go other 
places where they can get better rates of return. 

Much has been written and has testified to about the role of reg-
ulation, and has actually been referred to as price controls that 
have been widely used as an impediment to the marketplace. 

In actuality, very few States exercise price controls. That does 
not mean that States do not have a role in the review of the cost 
of insurance. As a matter of fact, we have a responsibility to ensure 
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not only that the rates are not excessive but they are not inad-
equate or unfairly discriminatory. 

The goal here is to tell insurance companies what they charge is 
within the laws of the State, which means that it fits within that 
State’s statutory guidelines. 

I am very proud to have today, sharing some time with me, my 
colleague from South Carolina, Director Eleanor Kitzman. 

She is here from a State that was not directly impacted by the 
storms of 2004 or 2005. 

As a matter of fact, it has been several decades since her State 
has been hit with storms, but she is seeing in her State some of 
the very things that we are seeing in Louisiana, Texas, and Flor-
ida, and this is very, very significant rate increases, but more im-
portantly, we are seeing a contraction in the marketplace, and an-
other contraction in the marketplace in what is called the surplus 
lines. We simply have no more capacity in certain areas of our 
country, including the State of Florida. 

I recently concluded a trade mission with Governor Bush to visit 
the folks in the Lloyd’s syndicate, and they said Florida is a great 
market, you are doing a lot of good things, but we do not have any-
more capacity for your State. 

Eleanor has suffered similar situations in her State, and she has 
a State that is widely viewed as a free market State, and despite 
the fact that it is a free market State, there is a very limited 
amount of capacity through those increases in rates, both in the 
primary market as well as in the secondary market. 

The markets have told us they have taken about all the cata-
strophic risk they can in certain areas. That does not mean there 
is not reinsurance widely available in other places, but in the 
places that need it the most, in the aftermath of these storms, they 
are having grave difficulty securing that coverage. 

While the average cost of reinsurance in the United States rose 
about 76 percent in 2006, most of this catastrophe coverage has not 
gone to the coastal States. 

Price increases in Florida, in South Carolina, and in other parts 
of the Gulf Region have increased 300, and 400, and up to 1,000 
percent, as already been testified to by Members of Congress who 
have experienced that in their own districts. 

As a long-term response, empowering consumers will mean that 
the State and local governments will need to adopt better building 
codes, enforce building codes, and use proper land management 
plans that hopefully will reduce catastrophic exposure. 

We all agree that mitigation techniques will work. Florida has 
embarked on a novel mitigation program which we hope will do a 
lot to reduce the frequency and severity of losses in our States. 

These efforts will take time, and these efforts will require a lot 
of money and resources. 

Unfortunately, we need to do more, and one of the things we 
need to do, I believe, is not necessarily embark on a large Federal 
program. 

I have been a major proponent of Ginny Brown-Waite’s bill, Rep-
resentative Brown-Waite’s bill, and there have been other bills out 
there looking at a Federal backstop. We looked at—PCI had sug-
gested some funding mechanisms for State pools. 
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We also have seen auction programs that have been put out 
there to help private and public partnerships, but we can do some 
other things, like, under the current system, we could look to cre-
ating some catastrophe reserves, as been proposed by Representa-
tive Foley. 

I think that will go a long way toward augmenting the capital 
development within the private sector for a private sector solution. 

Also is to allow consumers to accumulate capital through the ca-
tastrophe savings account, as has been proposed by Representative 
Feeney. 

This will allow consumers to accommodate capital, protect them 
from the higher deductibles, but also could be used for them to in-
vest in mitigation devices, which will ultimately save consumers 
money not only on their insurance but on their deductibles. 

Given the wide variety and complexity of the concept of these 
various programs, I would strongly endorse the concept presented 
by Congresswoman Wasserman-Schultz on the creation of a na-
tional commission on catastrophe preparation, to look at and weigh 
the myriad of programs and how they can interrelate. 

Clearly, there are a number of forward-thinking ideas we need 
to consider, but they should be framed with the answer with one 
thing in mind: What will it do for the affordability and availability 
of coverage? Ultimately, this is not just an insurance issue; this is 
an economic recovery issue. 

Without the ability for working people in the Gulf Region and 
the Atlantic Region to secure homeowner coverage and business 
coverage, our economic development in this region is in peril, and 
this will dramatically increase costs for all States, even though 
those do not believe they have a catastrophe exposure. 

The lessons of recent CAT’s have only been the warning that we 
have to start making some serious decisions, because it is not a 
matter of if, but when, the next disaster will be here, and the ques-
tion is, did we learn the lessons of 2004 and 2005, and are we will-
ing to have the vision and the patience and the wherewithal to pre-
vent these economic catastrophes in the future? 

Thank you for your time. 
[The prepared statement of Kevin McCarty can be found on page 

89 of the appendix.] 
Chairman BAKER. I thank the gentleman for his statement. 
Our next witness is Ms. Wendy Baker, the president of Lloyd’s 

of America. 
Welcome. 

STATEMENT OF WENDY BAKER, PRESIDENT LLOYD’S 
AMERICA, INC. 

Ms. BAKER. Good morning, Mr. Chairman, and members of the 
subcommittee. Thank you for inviting me to testify here today on 
behalf of Lloyd’s of London, the world’s leading specialist insurance 
market. 

Last year’s record-breaking storm season presented significant 
challenges to the global insurance market. Although the first half 
of this year’s Atlantic storm season has not proven as deadly nor 
as costly as the early part of the 2005 season, it is nevertheless im-
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portant to continue the dialogue on protecting the United States 
economy from large-scale catastrophic losses. 

Lloyd’s is very pleased to participate in today’s hearing, and com-
mends the subcommittee for recognizing the continuing need for 
stability in the coastal markets. 

The United States is the largest overseas market for Lloyd’s un-
derwriters. 

In Florida and the Gulf States, Lloyd’s functions as an eligible 
surplus lines insurer and a reinsurer. 

In this region, Lloyd’s is a significant direct insurer of industrial 
and utility property, particularly in the offshore oil and gas sectors. 

Lloyd’s also insures many other businesses and high-value resi-
dential properties. 

Accordingly, we thank the members of this subcommittee, as well 
as the other members of the House Financial Services Committee, 
for leading the way in promoting serious analysis and dialogue on 
the tough issues, such as catastrophe mitigation and regulatory ef-
ficient and uniformity, which necessarily impact the stability of 
both the U.S. economy and our global industry. 

Our responsibility to our U.S. policyholders going forward is to 
avoid complacency. 

We realize that we must ensure that we can continue to meet the 
future challenges that the marketplace and Mother Nature will 
present. 

We commend you, Mr. Chairman and the members of the sub-
committee, for recognizing that, although markets have recently re-
sponded to large-scale disasters, the Federal Government must also 
avoid complacency and anticipate future challenges. 

Specifically, I recognize that the Federal Government’s role is 
broader than simply providing immediate relief for losses and that 
policy initiatives and mitigation measures play a crucial role in sta-
bilizing the markets. 

Regulatory and litigation reform for the underlying direct market 
can have a material beneficial impact on the availability of reinsur-
ance capacity. 

Likewise, land use planning and public policies which affect the 
changing concentration of exposed values in coastal States may be 
an important component of long-term stability. 

While the insurance and reinsurance markets tend to adjust to 
dislocations on their own in time, public policy can and should play 
a role in improving that market response. 

For example, most of the natural disaster bills which have been 
introduced by members of the Financial Services Committee over 
the past year have included mitigation measures such as encour-
aging the development of mitigation programs by States, as well as 
standards for the construction and maintenance of buildings, to 
protect against future disasters. 

Reinsurers and direct insurers alike are interested in the efficacy 
of these measures. 

As a major U.S. income tax payer, Lloyd’s also notes the dialogue 
initiated by this subcommittee and in the tax writing committees 
regarding the use of tax policy to encourage expansion of natural 
catastrophe risk capacity. 
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At Lloyd’s, we have our own initiatives to meet future challenges. 
We continue to refine our realistic disaster scenarios, which help 
us anticipate potential losses and ensure that both syndicate level 
and market level exposures will permit us to handle catastrophic 
losses. 

The severity and frequency of catastrophic events is increasing, 
and we must make sure that we stay ahead of them. 

This year, Lloyd’s will add two scenarios with losses of up to 
$100 billion. 

Also, while the role global climate change plays in recent or fu-
ture losses may be subject to debate, Lloyd’s is contributing to 
worldwide efforts to find some answers. 

As we consider our responsibility to our policyholders here and 
how to continue meeting them, U.S. lawmakers and regulators 
might also consider their responsibilities to help ensure that the 
global insurance market is well positioned to handle increasingly 
severe and costly natural disasters in the United States. 

In this regard, we would like to raise two specific issues with you 
today. 

First, we believe it to be important to create greater uniformity, 
simplicity, and efficiency in State regulation of the surplus lines in-
surance to streamline placements for large commercial policy-
holders and to modernize State regulation of reinsurance. 

We, therefore, commend your leadership, Chairman Baker, and 
that of Mrs. Brown-Waite, and all cosponsors and supporters of 
H.R. 5637, the Non-Admitted and Reinsurance Reform Act of 2006. 

We were gratified to see the Financial Services Committee take 
such a strong bipartisan stand in favor of these goals, with invalu-
able leadership from you all and Chairman Oxley. 

We pledge to continue to work with you and your colleagues on 
both sides of the aisle, State insurance regulators, and other inter-
ested stakeholders to continue to build consensus for greater uni-
formity in surplus lines and reinsurance regulation, as well in all 
aspects of insurance regulation. 

We also recognize the efforts of Representatives Shaw and Foley 
and other members of the Ways and Means Committee to examine 
how tax policy might be used to address capacity issues. 

Second, it is important to recognize that most of the reinsurance 
protection provided to the United States market comes from rein-
surers based outside of the United States. It is altogether appro-
priate to use global capacity, as this provides a buffering effect to 
a blow that would otherwise have to be sustained entirely by the 
local economy. 

Data from the Insurance Information Institute demonstrates the 
significance of the foreign reinsurance market to economic recovery 
in the Gulf and southeast coast. 

In 2005, some primary insurers with exposure in those regions 
had up to 60 percent of their gross losses covered by reinsurance. 
Approximately one-third of the insurance industry’s $60 billion loss 
from last year’s three hurricanes was paid by reinsurers based out-
side of the United States, including Lloyd’s. 

One way to address the capacity issues before us today is to 
maximize the participation of the world’s strongest and most stable 
reinsurers in the U.S. catastrophe risk market. This can be accom-
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plished by reorienting U.S. credit for reinsurance rules to focus on 
soundness and security. Specifically, the rules should focus on the 
financial quality of reinsurers and the security that they provide, 
rather than the geographic location of their headquarters. Appro-
priate weight should be given to external valuators, such as the fi-
nancial ratings assigned to reinsurers by third-party rating serv-
ices, and the actual claims paying records of those reinsurers. 

Once again, we thank you for your leadership. We also urge you 
to continue efforts to ensure that the global reinsurance market, as 
a whole, is in the best position to meet the insurance needs of the 
United States consumers, especially in high-risk coastal areas, 
where specialist overseas insurers such as Lloyd’s provide a critical 
source of insurance and reinsurance capacity. 

I thank you for your attention. 
[The prepared statement of Ms. Baker can be found on page 65 

of the appendix.] 
Chairman BAKER. I thank the gentlelady for her statement. 
I take pleasure in introducing a Baton Rouge constituent. 
Mr. David Daniel is a principal in Daniel & Eustis, who appears 

here today as a representative of the Independent Insurance 
Agents and Brokers. 

Welcome, sir. 

STATEMENT OF DAVID DANIEL, DANIEL & EUSTIS, ON BEHALF 
OF THE INDEPENDENT INSURANCE AGENTS AND BROKERS 
OF AMERICA 

Mr. DANIEL. Thank you, Mr. Chairman, and members of the com-
mittee. 

My name is David Daniel, and I am pleased to be here on behalf 
of the Independent Insurance Agents and Brokers of America to 
provide my association’s perspective on the issue of natural disas-
ters. I currently serve on our national association’s executive com-
mittee. 

I am also the head of Daniel & Eustis Insurance Agency in Baton 
Rouge, and am partnered with the Eustis Insurance Agency in New 
Orleans. 

As a Louisianian, I first want to thank you, Chairman Baker, 
and Members of Congress, for the assistance that has been given 
to the Gulf Coast, and for holding this important hearing. 

This issue has impacted my own family, friends, and coworkers, 
not to mention millions of Americans and many other communities 
across the country. 

The Big I is extremely grateful for your continued work on this 
issue and for the opportunity to share its views on what we feel 
is a matter of critical importance. 

I could not be more proud of the members of our association for 
their efforts after Katrina. 

Many of our members had their own homes and businesses de-
stroyed, but they set up makeshift offices in order to serve con-
sumers and ensure that their claims were being properly handled. 

Employees from my own partner agency in New Orleans had to 
move to my office in Baton Rouge, where we set up a double-wide 
office trailer with 42 work-stations. Employees arrived at my office 

VerDate 0ct 09 2002 17:47 Mar 29, 2007 Jkt 031548 PO 00000 Frm 00032 Fmt 6633 Sfmt 6633 K:\DOCS\31548.TXT HFIN PsN: TERRIE



27

one by one, often in tears, with no home and no possessions, but 
they went right to work to serve the customers. 

Now, more than a year later, there are many employees in my 
own agency who are still displaced and living in trailers. 

My point is that independent insurance agents are truly on the 
front lines, and that we offer a unique and balanced perspective on 
the issue of natural disasters. 

We understand the capabilities and challenges of the insurance 
market that both insurers and consumers face when it comes to in-
suring against catastrophic risks. 

Our approach to the issue of natural disaster insurance comes 
from a very simple perspective. We are here to serve consumers’ 
needs. 

We strongly believe that our industry must come together with 
policy makers to find a common solution that will encourage in-
surer participation in at-risk markets. In short, we welcome all 
proposals and will consider all reasonable ideas that lead us to a 
healthy and competitive insurance marketplace. 

Recently, substantial insured losses from natural disasters have 
diminished insurers’ capacity and, more importantly, their appetite 
for catastrophic losses in general. 

The cost of coverage has greatly increased. Wind deductibles 
have skyrocketed, and adequate limits of coverage are not always 
available. 

The Big I believes it is no longer enough to say that the private 
market can handle catastrophic risks when coverage is not suffi-
ciently available at affordable rates. 

In fact, it is our experience that private market coverage is 
scarcely available at any rate in some areas. This is fact becoming 
an availability problem, rather than an affordability problem. 

The reality is that many insurers have stopped writing home-
owners and other property coverages in at-risk markets. With an-
other difficult hurricane season upon us, something needs to be 
done to ensure that residents of these areas can find adequate in-
surance coverage. 

With these experiences in mind, I would like to stress that this 
issue is not simply a Gulf Coast problem, it is a national problem, 
as Chairman Baker and several of you have already recognized. 

Thank you for that recognition, and we strongly agree. 
Regardless of our exposure to natural disasters, we are all im-

pacted as taxpayers, and history has proven that more tax dollars 
are going to be spent by the Federal Government in ad hoc post-
disaster funding if there is not a structure in place to encourage 
the private sector to take on additional risk. 

Only a program that is national in scope will be able to generate 
enough capacity to cover the most devastating events. 

The Big I believes the best solution is for a Federal role to be 
in place before the events happen, to have a clear, well-structured 
mechanism that encourages the private sector to handle as much 
of the risk as possible, and to only trigger Federal involvement as 
a last resort upon private marketplace failure. 

Specifically, the Big I supports a Federal catastrophe reinsurance 
program to serve consumers and protect taxpayers living in all 
areas across the country. We are also open to a number of potential 
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solutions, with limited Federal involvement, including tax-free re-
serving and catastrophe savings accounts, among others. 

Further, Big I supports efforts to reduce the cost of disasters, 
whether it is through mitigation, enhanced building codes, or finan-
cial incentives to mitigate risks. 

Finally, we support the creation of a national commission to 
study all of these proposals and make recommendations to Con-
gress. In conclusion, I commend you, Mr. Chairman, for convening 
today’s hearing. 

We also thank the Members of Congress who have displayed 
leadership and initiative by proposing legislative solutions to these 
difficult issues. 

Achieving a consensus within the insurance industry for a solu-
tion to this growing problem has been elusive, but we hope your 
continued focus on this issue will encourage the public and private 
sector to develop new and innovative solutions. 

We stand ready to assist you in any way we can, and we urge 
you to see this fight through to the finish. 

Thank you. 
[The prepared statement of Mr. Daniel can be found on page 76 

of the appendix.] 
Chairman BAKER. Thank you for your statement and your par-

ticipation here today. 
Our next witness is Mr. Franklin W. Nutter, president of the Re-

insurance Association of America. 
Welcome, sir. 

STATEMENT OF FRANKLIN W. NUTTER, PRESIDENT, 
REINSURANCE ASSOCIATION OF AMERICA 

Mr. NUTTER. Mr. Chairman, thank you very much, and thanks 
to the members of this committee, many of whom have been active 
in this discussion and have offered very creative ideas for address-
ing this issue. We look forward to working with the committee in 
the form of the roundtable discussions you mentioned, or in the 
form of a commission, if that’s what the Congress should do, in ad-
dressing the various ideas and trying to solve this problem. 

The Reinsurance Association is a national trade association rep-
resenting property and casualty insurers that specialize in reinsur-
ance. 

All of our member companies are either domiciled here in the 
United States or are the U.S. subsidiaries of foreign companies. 

The concept and role of reinsurance is well understood by this 
committee and has been mentioned several times by members of 
the committee and by other witnesses. Reinsurers have partici-
pated in assisting the recovery from natural catastrophes for well 
over a century in this country. 

Typically, reinsurers will ultimately bear about one-third of the 
cost of natural disasters. In the case of the events of September 
11th, two-thirds of those losses ultimately were absorbed by the re-
insurance industry. 

The role that reinsurance plays in this risk transfer mechanism 
was highlighted in a report issued in August 2006 by A.M. Best, 
the rating organization, that stated several factors contributed to 
the insurance industry’s stability in 2004–2005, noting the transfer 
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of risk to the global reinsurance market and greater use of capital 
market solutions. 

It is quite clear from the information presented to this committee 
that 2004 was a dramatic year of hurricane activity and insured 
losses in this country. 

In that year, the global reinsurance market paid about a third 
of the losses that were ultimately borne by the insurance industry. 

As is also well-documented, 2005 was an unprecedented year for 
losses. 

Again, the reinsurance industry played a critical role. Estimates 
are that 60 percent of these losses from 2005’s hurricane season in 
the United States will ultimately be borne by reinsurers. 

It is therefore clear that the reinsurance market served to supply 
global reinsurance capacity to the United States. 

Estimates are that insurers and reinsurers in Bermuda will bear 
$11 billion of the losses from 2005 alone; U.S. reinsurers, $7 billion 
of losses; London and the Lloyd’s market, $6 billion; and European 
reinsurers, $6 billion. 

The 2004–2005 hurricane seasons are clearly indicative of the 
risk transfer that exists between insurers and reinsurers in the 
country. 

Despite these heavy losses, estimates are that reinsurance capac-
ity committed and in place in the United States in 2006 has in-
creased by 30 percent. As in 1993, after Hurricane Andrew, and in 
2001, after the terrorism losses of 9/11, the capital markets 
promptly provided new reinsurance capital and capacity. The same 
dynamic appears to have happened after 2005. 

Since Hurricane Katrina, approximately $24 billion in new cap-
ital has been raised to support underwriting needs, notably for U.S. 
catastrophe risk. Of that, nearly $8 billion was invested in new, 
start-up reinsurance companies. The remainder was replenishment 
of capital positions of existing reinsurers. 

An additional $4 billion has been invested in special purpose re-
insurance vehicles, whose investors collaborate to provide extra un-
derwriting capacity to existing reinsurers. Market reports are that 
nearly $4- to $6 billion of catastrophe bonds were invested in U.S. 
catastrophe exposure since Hurricane Katrina. 

Despite this new capacity, there are still insurance market dis-
locations in Florida and in some areas of the Gulf coast. 

Demand for reinsurance increased in these peak zones in 2006 
at a greater rate than the reinsurance supply was able to meet. 

The reasons for this should be highlighted. 
Certainly the rating agencies—notably, Standard & Poor’s and 

A.M. Best—have made additional capital requirements associated 
with insurance companies to support their catastrophe exposure. 

In addition, the insurance catastrophe models, which are widely 
used by State officials, as well as by insurance companies, have 
been revised for the hurricane season in 2006. Based upon new 
data, an assessment of increased frequency and severity was added 
to these models. 

Reports are that the Florida catastrophe models—and by that, I 
do not mean the State of Florida but models associated with Flor-
ida risk—increased 60 percent for frequency of hurricanes and 40 
percent for severity of those hurricanes. 
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In the Gulf Coast, those catastrophe models were revised for an 
additional 20 percent increase in frequency and 15 percent for se-
verity. Insurance company managements obviously reacted to the 
increased perception of risk in these areas, as well. 

This confluence of development has resulted in demand for catas-
trophe protection in peak catastrophe zones greater than supply. 

The RAA believes that this imbalance will be temporary, how-
ever. 

It has been typical in the insurance and reinsurance cycles that, 
following major cases, spikes in reinsurance rates are followed by 
new market participants, leading to increased competition and 
price moderation. Ultimately, free markets will create a more di-
versified insurance and reinsurance market that will spread risk 
widely, increasing capacity and price competition. 

We recognize that reinsurance plays a critical role in this debate, 
and we look forward to working with the committee and the mem-
bers who have offered ideas to solve this problem in finding an ap-
propriate solution. 

Thank you, Mr. Chairman. 
[The prepared statement of Mr. Nutter can be found on page 104 

of the appendix.] 
Chairman BAKER. I thank the gentleman for his statement. 
Our next witness is Mr. Gregory W. Heidrich, senior vice presi-

dent, policy development and research, representing the Property 
Casualty Insurers Association of America. 

Welcome. 

STATEMENT OF GREGORY W. HEIDRICH, SENIOR VICE PRESI-
DENT, POLICY DEVELOPMENT AND RESEARCH, PROPERTY 
CASUALTY INSURERS ASSOCIATION OF AMERICA 

Mr. HEIDRICH. Thank you, Mr. Chairman, Ranking Member Kan-
jorski, and members of the committee, for the opportunity to 
present our views and to address the issues of this hearing. 

I am here representing the 1,000-plus members of PCI who write 
some 40 percent of the Nation’s homeowner’s insurance. Because of 
that business, our members are deeply interested in the work you 
are doing. 

Our members commend you and your colleagues for examining 
this issue, not just for the hearing today but in the work you are 
doing every day. 

There are a number of interesting and important proposals that 
many of your colleagues have offered to address the catastrophe 
issue: Homeowner’s Insurance Protection Act, Policyholder Disaster 
Protection Act, Catastrophe Savings Account Act, Catastrophic Dis-
aster Risk and Insurance Commission Act, and many others. 

These proposals deserve discussion and debate, but we commend 
you most of all for offering concrete ideas and for being willing to 
hear our views. 

From our standpoint, the problem we face is straightforward: 
more hurricanes of greater intensity and no less exposure to other 
natural disasters, more development and population growth and 
much higher property values in catastrophe-prone areas, more 
Americans with more of their net worth exposed, building codes 
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and code enforcement that are not strong enough, and we are still 
letting people build in areas that are at even more risk. 

As insurers, we strongly prefer to use market solutions to the 
problem, but as you know, we do not operate in a free market for 
rates, for product development, or many other aspects of our busi-
ness, and obviously, people already live in catastrophe-prone areas, 
so we have to deal with that, as well. 

Our members have identified a number of ideas that we would 
like to offer for your consideration. 

First, State and local governments need to review and, where 
necessary, strengthen building codes, code enforcement, and land 
use policies. 

To help with this process, our organization will suggest and sup-
port legislation, wherever we can, to strengthen existing codes or 
adopt new ones. 

The solution should be tailored to local needs, in some areas per-
haps strengthening the wind-borne debris requirements in an exist-
ing code, in other area perhaps new statewide minimum building 
standards. 

Second, new investments in loss prevention and mitigation are 
important. 

To help with that, we will support new Federal funding for com-
munity loss prevention and mitigation projects or training new 
code inspectors. 

Third, we think more should be done to expand private market 
capacity. 

We will suggest and support a variety of ideas to reduce market 
restrictions, including unnecessary controls on prices, product de-
sign, or other measures. We know change of this type is hard, but 
we also know it is the only way this problem can be solved in the 
long term. 

We understand some have concerns about this approach, but 
we’ve seen great success from market reforms in solving other seri-
ous availability and affordability problems. 

Most notable recently are the reports from New Jersey, where 
car insurance reform has made a tremendous difference, and we 
think the same can happen in property markets over time. 

Fourth, we are looking carefully at the idea of letting insurers 
create voluntary tax-deferred catastrophe reserves in advance of an 
event. As has been mentioned this morning, Representative Foley 
has a bill that would do that, and our member tax committee is 
discussing his proposal right now. In concept, many of our mem-
bers like the idea a lot, and we hope to give him constructive feed-
back very soon. 

Finally, we have also looked at the role of the State and Federal 
Governments in financing catastrophe risk. 

We see the inevitability of extraordinarily large natural disasters 
or mega-catastrophes, and that is why we have looked at possible 
financing roles for both the State and Federal Governments. 

With respect to the States, we think some States may ultimately 
need catastrophe funds for additional access to reinsurance. 

We will look very carefully at proposals on a State-by-State basis 
to decide if we will support them. We will look at whether private 
markets have freedom to respond, the effects of a catastrophe fund 
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on the private market, and whether there are cross-subsidies in-
volved. 

With respect to the Federal Government, we are looking at a dif-
ferent approach. 

Again, we think there are potential natural disasters so large 
and so damaging that they may require some Federal involvement, 
although we believe markets should address events below the level 
of true mega-catastrophes. 

We think there could be benefits in offering well-managed State 
catastrophe funds the opportunity to borrow from a Federal facility 
to meet immediate liquidity needs after a very severe event. 

We think a line of credit for State catastrophe funds could be set 
up in advance, would need to be based on sound credit standards, 
and would need to be the obligation of the citizens in the State bor-
rowing the money. In addition, we think a line of credit should be 
tied to a demonstration that a State is doing everything it can to 
free up its markets and attract as much private capital as possible 
so this does not become a permanent solution. 

In conclusion, I would like to express again our members’ appre-
ciation to you, Mr. Chairman, and your colleagues, for the oppor-
tunity to discuss our ideas with you, and finally, if you will indulge 
me one personal observation, I wanted to add that your sub-
committee and your subcommittee staff, with whom I have worked 
personally, have been the leaders in Congress on these issues. Your 
committee staff is known personally by me and by our member 
companies. We deeply respect their knowledge of our industry and 
the issues we face, and we look forward to continuing to work with 
them. 

Thank you. 
[The prepared statement of Mr. Heidrich can be found on page 

82 of the appendix.] 
Chairman BAKER. I appreciate the gentleman’s kind com-

pliments. 
I would represent to him there is extreme division of opinion on 

that observation, however. 
Our next witness is the Honorable Marc Racicot, appearing here 

today as president of the American Insurance Association. 
Welcome, sir. 

STATEMENT OF HON. MARC RACICOT, PRESIDENT, AMERICAN 
INSURANCE ASSOCIATION 

Mr. RACICOT. Thank you, Mr. Chairman, and members of the 
committee. 

AIA represents major property and casualty insurers doing busi-
ness across the country and around the world, and we appreciate 
very much the opportunity to testify this morning on a matter of 
extraordinary importance to our members, and to the Nation as a 
whole, namely insuring natural catastrophic risk, and I commend 
the committee and its members and your leadership, Mr. Chair-
man, in examining proactive approaches to the management of this 
risk. 

The first anniversary, of course, all of us know, of Hurricane 
Katrina devastating the Gulf Coast was just 2 weeks ago, and dur-
ing the past year, we have seen firsthand the terrible destruction 
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this unprecedented storm inflicted, and it has been both breath-
taking and heartbreaking, at the same time, for us to witness all 
of the calamity that has visited people along the Gulf coast. 

Today, I would like to briefly address how AIA believes we can 
and must both rebuild the Gulf coast safely and take steps to pre-
vent future catastrophic loss in communities from Texas to Maine. 

The Gulf and Atlantic coasts are beautiful places to visit and to 
live, unquestionably, but they also present undeniable dangers. 
Contrary to what some insurance critics believe, the threat to 
coastal populations and property is not insurance; it’s hurricanes. 
Mother Nature is the problem, and she is relentless. We should be 
honest about those risks. 

Insurance is one mechanism that helps us be honest about those 
risks. It provides consumers an alert to the relative risk and cost 
of coastal development. Insurance also is a critical tool to protect 
and restore some of what Mother Nature takes away. 

The historic devastation from the 2005 hurricanes was met with 
an unprecedented deployment of insurance industry resources. The 
good news is that well over 90 percent of the Katrina-related 
claims in Louisiana and Mississippi have been settled. 

AIA member companies will not be satisfied, however, until 
every single claim is resolved. Insurers to committed to paying all 
damages that fall within their insurance contracts with customers. 

In the wake of Katrina, our members have set about to work 
very hard with State and Federal officials to strengthen the finan-
cial safety net for both homeowners and businesses. We believe 
that we must expand these efforts, both in scope and depth. We 
have arrived, we believe, at a historic moment for the U.S. property 
protection system and that we must examine all of the inter-
dependent elements of this system to make sure they support rath-
er than undercut each other. 

To that end, AIA has developed a holistic national hurricane 
preparation and response agenda. The goal is to keep our inte-
grated, multi-faceted, risk-bearing financial mechanisms working 
for the benefit of all Americans. 

The AIA natural catastrophe agenda includes proposals designed 
to have immediate positive effects on the market, as well as pro-
posals for longer-term benefits. The agenda includes, first, protec-
tive measures to keep people out of harm’s way, and to strengthen 
their ability to resist future hurricanes; second, regulatory and 
legal reforms to improve the stability of insurers’ operating envi-
ronments; third, tax incentives that encourage individuals to take 
more responsibility for hurricane preparation and response; and fi-
nally, national flood insurance program reforms to ensure that the 
NFIP continues its vital role in protecting homes and businesses. 

I would like to take a moment to highlight the importance of loss 
prevention and reduction. 

Mitigation works. The evidence is in. It is absolutely true that 
mitigation works. Strong and well-administered building codes, 
policies to encourage retro-fitting of existing structures, like the 
new program in Florida, and sensible land use planning are effec-
tive. 

These and other loss prevention tools can make the difference be-
tween a community recovering relatively quickly from disaster, 
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with citizens returning to homes and jobs, and a community re-
maining devastated and an economy remaining stagnant for many 
months or longer. 

I would also like to highlight the role of regulatory and legal re-
forms in improving the stability of insurers’ operating environ-
ments. 

Too often, State regulation of insurance has become captive to 
political pressures that hold down premiums in risk coastal areas. 
True risk-based pricing encourages responsible behavior and dis-
courages dangerous behavior among consumers. It also meets the 
test of basic fairness. 

Mr. Chairman, we have heard many good ideas presented here 
this morning for further inspection and review and scrutiny, and 
we very much look forward to participating in that opportunity for 
discussion with our colleagues, our friends and neighbors, and our 
fellow citizens across the country to address the problems that con-
front all Americans and the U.S. property protection system, and 
we thank you very much for allowing us this opportunity to partici-
pate in today’s hearing. 

[The prepared statement of Mr. Racicot can be found on page 110 
of the appendix.] 

Chairman BAKER. I thank the gentleman for his statement. 
Our next witness is Mr. Charles Chamness, president and CEO 

of the National Association of Mutual Insurance Companies. 
Welcome. 

STATEMENT OF CHARLES CHAMNESS, PRESIDENT AND CEO, 
NATIONAL ASSOCIATION OF MUTUAL INSURANCE COMPANIES 

Mr. CHAMNESS. Good morning, Chairman Baker, Ranking Mem-
ber Kanjorski, and members of the committee. 

My name is Chuck Chamness, and I am the president of the Na-
tional Association of Mutual Insurance Companies. NAMIC’s mem-
bers underwrite more than 40 percent of the property casualty in-
surance premium in the United States. 

NAMIC is pleased that you, Mr. Chairman, and the members of 
this committee, are making a serious effort to understand the na-
ture of catastrophic risk and the role the insurance industry and 
the Federal Government can and should play to better prepare for 
and manage future large-scale natural disasters. 

With respect to the subject of this hearing, which is contained in 
its title, ‘‘Stabilizing insurance markets for coastal consumers,’’ I 
have good news and bad news. 

The good news is that, despite the enormous challenges property 
insurers have faced in the wake of last year’s hurricanes, I can re-
port that almost all claims have been paid. 

Take-up rates for the flood insurance program have increased 
significantly. 

People in the affected regions are rebuilding at record rates, and 
a recent study found that nearly 90 percent of those who filed 
claims in Mississippi and Louisiana are satisfied with their insur-
ance company. 

As we all know, 2005 was one of the worst years for natural dis-
asters in American history. Hurricane Katrina alone caused ap-
proximately $40.6 billion in insured losses and 1.7 million claims. 
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Yet, one year later, roughly 95 percent of homeowners’ claims 
and 99 percent of auto insurance claims have been settled. 

As a result, while residential building permits decline nation-
wide, Louisiana and Mississippi actually saw building permits in-
crease. 

Despite the magnitude of insurers’ losses in 2005, their prudent 
risk-management strategies have enabled them to stand ready to 
respond to future catastrophes. 

While the insurance industry has done a good job weathering the 
2005 storms, the bad news is that most forecasters predict the 2005 
storm cycle will be the norm for the next several years. 

It was recently estimated that a level five hurricane hitting 
Miami could cause over $130 billion in insured losses. 

It also is estimated that there is a 20-percent chance that a $100 
billion event will occur within the next 10 years. 

Despite these dire forecasts, NAMIC believes that the private in-
surance market is well equipped to provide coverage for most types 
of natural disaster under most circumstances. That said, we also 
recognize that a true mega-catastrophe such as a high category 
hurricane striking heavily populated areas could potential exceed 
private market capacity. 

While NAMIC supports several Federal proposals that could help 
stabilize the market, we must be careful not to create government 
programs that disrupt the private insurance market. 

With that cautionary note about the use of government interven-
tions, I will offer a few observations. 

First, it is an unfortunate fact that rate suppression forces low-
risk property owners to subsidize the insurance costs of high-risk 
buyers by paying inflated premiums. In addition, heavy regulation 
of pricing inevitably reduces supply. 

Second, government-sponsored or government-imposed rate sup-
pression can have the effect of distorting public perceptions of risk. 

Federal and State Governments bear the cost of the economically 
irrational decisions that result by paying for disaster aid to repair 
of properties that should not have been built in the first place. 

Third, it is important for lawmakers, judges, and the general 
public to understand the cyclical nature of property insurer profits, 
how profits relate to surplus, and the role of surplus in ensuring 
that insurers are able to meet their contractual obligations to pol-
icyholders. 

Finally, the Nation’s courts must preserve the sanctity of con-
tracts, and with respect to insurance contracts, this often means 
deferring to the authority of State insurance regulators that ap-
proved the contract language as part of the rigorous form-filing 
process that insurers must follow. If trial lawyers or others succeed 
in retroactively rewriting insurance contracts that were approved 
by insurance regulators, they will undermine the predictability 
upon which the healthy insurance system is based. 

These observations aside, we believe there are several measures 
that Congress should consider. 

First, NAMIC supports financial incentives to encourage States 
to adopt and enforce strong statewide building codes. 

Second, we support the concept of amending the Federal tax code 
to allow insurers to set aside a portion of premium tax in tax-ex-
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empt policyholder disaster protection funds. We also support the 
concept of allowing homeowners to create tax-free catastrophic sav-
ings accounts which could be used to pay hurricane deductibles and 
costs associated with retro-fitting properties. 

Third, we believe that the national flood insurance program 
should be reformed. This is an area in which NAMIC strongly 
praises the work of this committee and all the work that you have 
accomplished in this area. 

We believe that H.R. 4973 goes a long way in addressing some 
of the shortcomings that currently exist within the NFIP. 

Specifically, we strongly support moving all second homes to ac-
tuarial rates and stronger enforcement measures in the bill. 

In conclusion, NAMIC realizes that those who live and do busi-
ness in catastrophe-prone areas will face serious challenges in the 
years ahead. We believe the most effective mechanism for address-
ing these challenges is a private insurance market whose defining 
characteristics are open competition and pricing freedom. 

Congress can play a constructive role by reforming the national 
food insurance program, offering tax incentives for companies to re-
serve funds for future disasters, and providing incentives for States 
to enact and enforce effective statewide building codes. 

Thank you for giving me the opportunity to testify on this issue 
of vital importance to NAMIC member companies and the U.S. 
economy. 

I look forward to working with you and to helping consumers in 
coastal areas meet the challenges involved in effectively managing 
the risk of natural catastrophes. 

[The prepared statement of Mr. Chamness can be found on page 
71 of the appendix.] 

Chairman BAKER. Thank you for your statement. Thanks to each 
of you. 

I would like to engage in fairly extensive questioning today, but 
the schedule is not going to permit that. Therefore, I am just going 
to make a statement before Ms. Brown-Waite takes the chair in my 
absence, leaving you at the mercy of the Florida delegation. 

I wish to make clear that this committee will work very dili-
gently, that this is—the announcement of our intended roundtable 
discussion process will only be a supplement to the committee’s for-
mal inquiries. 

Accordingly, to each of you who have testified, and to the broader 
audience who are interested in this matter, I would request that 
any statements, papers, studies, findings, recommendations, or ob-
servations that you would choose to forward to the committee in 
the coming days and weeks—between now and our return next 
year, there will be a lot of staff work preceding members’ return 
to engage in the meaningful discussion. 

I do not wish to have an environment in which any stakeholder 
feels their perspectives have not been very carefully considered. 

Mr. Nutter, with regard to the reinsurance matters and the data 
which you provided to the committee today, I would like to have 
more extensive analysis of that role of the industry in meeting the 
identified need. I do believe that we should observe whatever need-
ed reforms that may be considered that it is in the backdrop of the 
broader insurance regulatory world that natural catastrophe re-
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sponses are, indeed, a critical and pivotal State, but in order to 
seek an appropriate remedy, we should examine the broader ele-
ments that constraint investment, whether it be Lloyd’s global in-
vestment in the United States or whether it be a regional firm try-
ing to reach across the Louisiana boundary to Mississippi. 

Accordingly, I have strong interest in seeing uniformity of build-
ing code. 

Perhaps there should be a Federal minimum standard beyond 
which locals can exceed or choose to do as they see fit. There 
should be some Federal leadership with regard to pricing. When I 
understand a State reviews a rate application, they look only to the 
jurisdiction over which they have responsibility. 

If the company works in 12 States, how does that relate to the 
overall company solvency and risk profile in the remaining 10 or 
11 States in which they operate? 

We need to have a much better risk analysis of where companies 
are highly concentrated in unique lines of business and to under-
stand the make-up of the industry’s risk profile at this window of 
opportunity. 

Hence, I see this as a significant problem, but I also see it as the 
first real opportunity in my entirety of service in the Congress 
where we can get everybody in a room, talk about this, and per-
haps come together with some conclusion, realizing that not every-
body is going to be happy, but this has to get done, and I, as would 
not be a surprise to anyone, am a very free-market supporter and 
have the strongest of beliefs that this can be reconciled without 
draconian Federal intervention. 

However, it may be necessary, under some set of very difficult 
triggers that get pulled, much like our terrorism reinsurance mat-
ter, for that to be a remedy that should be properly contemplated. 

I haven’t reached any conclusion at all. 
What I do know is we need a great deal more information to get 

to a studied, defensible resolution that does not aggravate an al-
ready difficult circumstance, and so, I make a sincere request of 
each of you, and those who may be listening who have an interest 
in helping to educate this committee, because I do not intend to let 
the committee’s jurisdiction be farmed away. 

We are going to do this work, we are going to come up with a 
recommendation, and we are going to get it to the House floor next 
year for the House’s consideration, and this is far too important for 
us not to fully understand the full range and scope of our problem 
and all the potential remedies that might be available to us, and 
I appreciate your courtesy in participating here, and Ms. Brown-
Waite will assume the chair. 

Thank you. 
Ms. BROWN-WAITE. [presiding] I think everyone heard the chair-

man say that we are going to be acting next year on a proposal. 
It may be a combination of many of the ideas that have been put 

forth by so many Members of Congress whose States are impacted. 
We have heard terms such as risk-based pricing and catastrophic 

prone areas. I would venture to guess that there are probably only 
one or two States that are not in catastrophic-prone areas. 

I would like to—because we have so—so many of our members 
had other committees to go to, and I have one later and might not 
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be able to ask the questions that—I have several questions, but I 
would only like to ask just one, and that would be to Mr. Nutter 
and also Ms. Baker. 

I have met with various groups and been told that there is capac-
ity out there to cover a large-scale natural catastrophe, but you 
know, there is more to this crisis than just capacity issues. I am 
hearing more and more from primary insurers that reinsurance 
rates are just becoming unaffordable, and of course, we all know 
that those rates are passed on to the consumers, be it a business 
owner with property and casualty or whether it be a homeowner. 

So what actually do you believe can be done to make the reinsur-
ance market more affordable, and I would ask either Mr. Nutter 
or Ms. Baker. 

Mr. NUTTER. I would be glad to answer first. I assume that Ms. 
Baker would also join me in this. The spikes in reinsurance rates 
are clearly driven by a variety of things. As has been discussed by 
the committee, the losses of the last 2 years, particularly in Florida 
but in the Gulf Coast, as well, have fallen across the insurance sec-
tor but largely into the reinsurance community. Indeed, the last 2 
years in the global reinsurance market have been an unprofitable 
market as far as catastrophe losses are concerned. 

One of the things that took place following 2005 is that the ca-
tastrophe modeling firms have revised their assessment of both fre-
quency and severity in Florida and in the Gulf Coast. This has 
caused companies to reassess what their catastrophe exposure is. 

In addition, the rating agencies, notably A.M. Best and Standard 
& Poor’s, revised the capital charges that they apply to these com-
panies, insurance and reinsurance companies, for the catastrophe 
risks that they face. This confluence of factors has spiked reinsur-
ance rates, even at a time when there is increased capacity being 
committed into the United States by U.S. and non-U.S. reinsurance 
companies. 

One of the things that clearly needs to take place, as several of 
the witnesses have mentioned, is a recognition that it is not insur-
ance companies or reinsurance companies that pay losses; it is con-
sumers, and in the case of some States, taxpayers and policy-
holders who have not had these losses. 

The funding mechanism into the system clearly needs a period 
of adjustment. 

We would encourage the committee, as you do look at this over 
time, not to take a snapshot of July 1, 2006, and look at the rein-
surance market but to look at it through this hurricane season and 
to look at the historical pattern of some spike in pricing followed 
by new capital coming in, and tend to be moderation in pricing. 

That is what I would expect to take place. That is the historical 
trend in the market. 

Ms. BROWN-WAITE. Ms. Baker? 
Ms. BAKER. Yes. I would certainly agree with what Mr. Nutter 

has said. 
In terms of Lloyd’s specifically, I could make a few comments. 
Mr. McCarty mentioned earlier that he had been in London and 

was told that, in terms of Florida, basically, we’re full-up. 
What we have seen over the last few years—and you can call it 

global warming, climate change, or whatever—is certainly an in-
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creased severity and increased frequency, and we looked at our 
RDS, our realistic disaster scenarios, about 2 years ago, certainly 
pre-Katrina, and we thought there could be something that was a 
$6 billion Gulf coast storm, and, you know, in fact, we came pretty 
close to that. 

We then looked at other coastal areas. We looked at Florida. We, 
as I had mentioned earlier, have a scenario for a $100 billion loss; 
for instance, a category four into Miami. 

We then, as a marketplace, have to look at ourselves and make 
sure that we can pay those claims. So we have to stress-test our 
market on a syndicate level to make sure that our individual syn-
dicates that write reinsurance—and not just the United States. I 
mean we write worldwide, so we have to protect a lot of policy-
holders. 

We looked at that and said if we have $100 billion in a loss, what 
do we need to do to be able to make sure that the market can bear 
that loss, and in some cases, that would mean that a syndicate that 
at some point might write $500 million of business in Florida may 
then have to only write $400 million, so that, as a whole, the mar-
ket can bear the losses. 

So in short, I would say we have an issue with capital, we have 
an issue with frequency and severity of the hurricanes certainly in 
the last few years, and maybe it is climate change, but it could be 
one of these, you know, current trends that you get every 40 years, 
that you have a sort of change in surface temperature of the Atlan-
tic. 

So we could maybe hope it might be that, but those are a lot of 
the other, I think, issues that come to bear when you deal with 
Gulf Coast exposures. 

Ms. BROWN-WAITE. Just a follow-up question. While, so far, we 
are at the—almost the middle of September, the projected hurri-
canes have not struck. How long does the market take to adjust? 
I know you do certainly more than one-year forecasting. 

How long does it take to adjust, and if there are no major hits 
hit year, what sort of price adjustment will there be, or will the re-
insurance rates still remain high and continue to severely affect 
our constituents, not just in Florida? 

Ms. BAKER. I am sure that Mr. Nutter will have a comment on 
this, as well, but I would venture to say that the rates probably 
will not climb, but they will become static if we do not have an-
other hurricane. We have 21⁄2 months to go, and we certainly have, 
as I said, other exposures around this continent. 

I mean we could have an earthquake in California tomorrow, but 
barring any large catastrophic loss, I would venture to say that the 
rates on catastrophe reinsurance business would probably start to 
flatten out in the next year or so. 

Mr. NUTTER. Madam Chairwoman, I would add that if you 
looked at Hurricane Andrew in 1991 and asked that question, look-
ing in retrospect, what you would see is new capital coming into 
the reinsurance market, and the spike that occurred in pricing 
after Hurricane Andrew moderated. 

Admittedly, we had quite a few years without any significant 
hurricane activity, which would affect that, but the prices, the rate 
on-line, if you will, moderated dramatically, really, until this year. 
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There was no spike in rates, not even after 2004, notwithstanding 
the losses. 

The other thing to keep in mind about reinsurance pricing is that 
it is a factor in insurance rates, but it is not passed through di-
rectly in the rates. 

So numbers that sound extraordinarily high in the reinsurance 
pricing become a consideration in the rate filings that insurance 
companies do. It is not the only driver of consumer prices. 

There are clearly other considerations, many of which have been 
mentioned here, about increased perception of risk and increased 
assessment of risk and severity and frequency. 

Ms. BROWN-WAITE. David? 
Mr. DANIEL. I would just like to add that, of course, we are not 

just talking about regional hurricanes here. We are talking about 
anywhere in the country, and no place is immune. 

Everyone has skin in the game, whether you are an insured in 
Florida or Louisiana, or you are a taxpayer in a central State. 

You either pay your insurance premium or you pay billions out 
in tax dollars, and we just continue to suggest that it is far better 
to have a mechanism in place to encourage the voluntary market-
place to provide as much coverage as possible rather than to have 
the taxpayers pay much more on the back end. 

Ms. BROWN-WAITE. Mr. McCarty. 
Mr. MCCARTY. I just have a little different perspective on the po-

tential in terms of the long-term rates. 
I believe we are in for a—this is a long-term transitory period of 

upward pricing in rates. Even after Hurricane Andrew, when we 
had millions, billions of dollars recapitalized, we had the creation 
of the Bermuda market, we did not see prices go down in Florida. 
Prices continually have gone up to Florida, even though we had en-
joyed a relative period of calm in terms of storms. Coupled with 
that, we had, actually, in some cases, if you talk individually with 
the reinsurance underwriters, there was an excess of capital in the 
marketplace, so they actually were providing quota share reinsur-
ance which would allow participation through the primary writers 
and the reinsurers, so that there was additional capacity, for sure, 
but that did not reduce prices. 

When I was visiting in Bermuda and in London, it was made 
very clear to me that the expectation in Florida is that you are a 
very good writer, you are a very good market for us, you have—
your insurers have probably the best detailed information, you 
have the best data collection. The problem is you continue to have 
exposure that outstrips their ability to have capacity. 

The other thing you have to remember—we are $1 trillion of ex-
posure. 

They can only take so much of that. When you have increased 
capacity in the world—and they do—that is great for hurricanes in 
Hawaii, because there is additional capacity there, but because of 
the exposure of a Florida, of a New York, my belief is, with in-
creased frequency and severity of storms, with increased seismic 
activities—we witnessed a earthquake in the Gulf of Mexico. I 
mean there is an increased potential of economic disasters around 
the world that is going to continue to cause strain in the market-
place. 
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Even though we have additional capacity in Florida, we will not 
see those rates go down. I think that is going to be generally true 
of the Gulf States and generally true of the Atlantic States. 

Now, that may not—that is what I have been told by individual 
writers who write 85 percent of the market in Florida. 

Ms. BROWN-WAITE. If you could provide to my office, and the 
other Florida members’ offices, the various company rate increases 
and what percentage of that rate increase you believe is due to the 
escalating cost of reinsurance, then we will also have it entered 
into the record, if you would be so kind. 

Mr. MCCARTY. I think that is a very important point, Madam 
Chairwoman, because if an insurance company has to pay ‘‘X’’ mil-
lion dollars in premium for risk transfer and I do not provide that 
with that rate relief, then they are not going to collect enough pre-
mium to pay their reinsurance bill. So I am jeopardizing the sol-
vency of an insurance company. 

Obviously, one of my responsibilities as the insurance commis-
sioner is to ensure that insurance companies have capital reserves 
and risk transfer mechanisms to ensure that they have the where-
withal to pay claims, and if a company has a 80-to-90-percent rate 
increase with regard to that, they do pass that on. 

Suppressing that rate would only put Florida in a position of ren-
dering its insurance companies insolvent, and that is not an option. 

Ms. BROWN-WAITE. Ms. Wasserman-Schultz, I believe you have 
some questions. 

Ms. WASSERMAN-SCHULTZ. Thank you, Madam Chairwoman. 
Commissioner McCarty, I know you referred in your testimony to 

the situation in South Carolina, and in spite of the fact that that 
it is a State that has what is viewed in the industry as a relatively 
good regulatory market, in spite of that fact, even with the com-
petitive rating that they have, they still have significant increases 
in their property insurance and availability issues. 

So why, in spite of the regulatory environment there being at 
least favorable to the industry, are they still experiencing the same 
problems? 

Mr. MCCARTY. You know, first of all, I think Director Kitzman 
and myself would agree that we need to have risk-based premiums. 
It should not be people who have—live in higher-risk areas should 
not be subsidized by people—having said that, we believe that 
there is a balance that you need to strike. 

South Carolina is simply evidence to the fact that the exposure 
or risk of exposure—there is a limit in the capacity of worldwide 
insurance. 

They have surplus lines companies—those are companies that 
are unregulated, they get to charge whatever premium they want—
are telling the director of South Carolina they do not have any ad-
ditional capacity for her State at this time. 

That may change over time. I do not question that. More capital 
markets are wonderful things, but I think what I am suggesting is 
that we used kind of politically charged terms sometimes, like price 
controls, when, in fact, what we have is a regulatory regime that 
reviews those rates to ensure that those rates are not excessive but 
also not inadequate. 
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I mean we want to make sure the company is charging enough 
premium, buying reinsurance. I had to encourage five or six compa-
nies in Florida to raise their rates, much to the chagrin of constitu-
ents of Florida, because I wanted them to purchase the reinsur-
ance. 

So that is what we do. That is part of our job. 
The point I was trying to make with Eleanor, and why she is 

here, because they do have a very—what is considered favorable to 
the insurance industry, so that they get the kind of rate relief that 
they want. 

I am going to tell you, I have sat down privately with insurance 
companies, and so has the director of South Carolina, and said, 
frankly, it does not matter what the rate is. I cannot buy the cov-
erage, or I am a large company, large companies that we know that 
make up 20, 30 percent of the market share, cannot take anymore 
exposure at any price. 

So while we want to be sensitive to pricing and ensure that there 
is price adequacy and ensure that they are going to be able to col-
lect the premium for—to purchase the reinsurance or other alter-
native reinsurance mechanisms that are coming into the market-
place from the venture capital markets, which is great, but I just 
do not want us to believe that somehow the regulatory framework, 
in and of itself, which in most States, 32 States, is use and file, 
which means they charge the rate first and then justify it 30 days 
later, and they still have the regulatory—an administrative proce-
dure system where we have to demonstrate that the rate is not ex-
cessive. 

So I think that we sometimes put a disproportionate amount of 
emphasis on the regulatory framework. 

I think we all should work towards modernizing our regulatory 
frameworks to provide incentives for companies to come into our 
States. 

At the same time, I think our consumers, when they get a 90-
percent—I know people in your districts have gotten 400 and 500 
percent rate increases, and they want to know that somebody is 
looking at this, and I think there was a case that you will recall 
after Hurricane Andrew, an internal memorandum from a company 
that said we just had a huge devastating hurricane in Florida, this 
is a great time for us to take advantage of this situation, and I 
think you might recall that situation, and those kinds of things 
really cause consumers to be very frustrated and angry, and they 
want to have some sense that there is some regulatory framework 
there that ensures that consumers, understanding they have to pay 
more for premiums, understanding, to the extent we can explain it, 
the costs of global reinsurance, want to make sure that somebody 
is looking out that they are not being gouged. 

Ms. WASSERMAN-SCHULTZ. Madam Chairwoman, you know this—
we were both in the legislature when Andrew hit, and one of the 
most frustrating aspects of the issue of rating was that, for years 
and years before Andrew hit, the insurance industry was low-ball-
ing rates. 

I mean they were competing down here, so that they were not 
adequately charging their customers, so that they could build more 
of a customer base, and when we lost, I think, seven insurance 
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companies after Andrew, it became very clear that they were not 
capitalized enough, that they did not have enough reinsurance. 

There were a host of problems, and those have been addressed, 
and I agree, a regulatory environment that might be different could 
be helpful, but Governor Racicot, you mentioned in your testimony, 
which is part of the reason I asked Commissioner McCarty this 
question, that tougher and more uniform building codes, greater 
enforcement of those codes, more rating freedom, mitigation, that 
those are things that would be part of a solution for you and your 
industry representatives for the Gulf Coast insurance crisis, and I 
assume on down to Florida as well, but what I want to know from 
you, because I do not think you are being disingenuous, but I have 
a hard time believing that if all of those things happened, that at 
that point—what I want to know from you is could you represent 
that your industry would offer both residential and commercial 
property insurance at reasonable rates if the things that you say 
need to happen actually happened? 

Mr. RACICOT. I can tell you that our companies would offer cov-
erage at rates that were actuarially sound and that reflected the 
real cost. 

I mean the fact of the matter is that— 
Ms. WASSERMAN-SCHULTZ. Well, let me just interrupt you for one 

second, because I just got over my Blackberry that Nationwide In-
surance in Florida just asked for a 106-percent increase in residen-
tial property insurance. 

I mean I do not know anyone that would define that as a reason-
able— 

Mr. RACICOT. I do not think that you can isolate one single thing 
that we are recommending and say that it would be the solution 
all by itself. 

There needs to be protective and mitigation methods that are 
employed and undertaken. There needs to be regulatory reform. 
There needs to be legal reform. 

Ms. WASSERMAN-SCHULTZ. Let us say that all of those things 
happened. 

Mr. RACICOT. At the end of the day, it is our belief that is where 
you should proceed first. 

Now, the fact of the matter—other solutions have been proposed, 
but free market principles have served this country particularly 
well with its insurance and private property protection system over 
the course of the last 150 years, and when you think about the fact 
that we are talking about an industry, a private industry that 
makes claims payments in the neighborhood of about $300 billion 
a year to its consumers or customers, you have to recognize that 
it is a vital and critical part of the fabric of our American existence, 
and to preserve it and to keep it strong and not to compromise its 
infrastructure, its architecture, is extremely important, because I 
do not think the government at any level is inclined or is in a pos-
ture to be able to take over that responsibility. 

So what we are saying is that obviously there are situations that 
may require bridge mechanisms that have been undertaken in the 
past and may need to be explored by this particular committee, but 
there is no panacea that is available here, and at the end of the 
day, risk-based pricing, regulatory control— 
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Ms. WASSERMAN-SCHULTZ. Governor, what I am not hearing you 
say is that the answer is not yes. 

So you say that you need these elements in order to be able to 
make insurance, commercial and residential, available and afford-
able, but you are not saying unequivocally that if those things oc-
curred— 

Mr. RACICOT. If all of the things that we are recommending to 
you occur, then it is our belief and we can say confidently that, at 
the end of the day, if there is a risk-based system in place and ac-
tuarially sound method and formula of determining premium, that 
that coverage will be available. 

Ms. WASSERMAN-SCHULTZ. Who determines that? The industry? 
I mean it is a moving target. 
Mr. RACICOT. Nothing subject to our human affairs is capable of 

absolute definition, but what I am telling you is that, based upon 
150 years of doing business and representations that we are able 
to confidentially make before the committee, that other scenario I 
described, we can address the issues, the private property protec-
tion issues that are existing in this country. 

Ms. BROWN-WAITE. I appreciate the gentlelady’s questions, and 
we will be able to come back to you, but we have other members 
who also have meetings to go to. So what I would like to do is, you 
know, come back to you, because your time is up. 

I would like to recognize the gentlelady from New York, Ms. 
Kelly. 

Ms. Kelly? 
Ms. KELLY. Thank you, Madam Chairwoman. 
I request unanimous consent to insert in the record this article 

from Carl Hiaasen, ‘‘Just say no to stronger building code.’’ It is 
from the Miami Herald. 

Ms. BROWN-WAITE. Without objection, so ordered. 
Ms. KELLY. Thank you very much. 
Commissioner McCarty, it has been noted that part of the prob-

lem in Florida’s insurance market is that the capitalization re-
quirements are less than in States like New York, even though the 
risk of catastrophic loss is so much higher. 

What steps has Florida been taking to encourage higher capital 
requirements among Florida insurers and a greater ability to with-
stand the risks of your market? 

Mr. MCCARTY. Florida has a minimum capital surplus require-
ment for a property market to be $5 million, which, frankly, is less 
than some States and is greater than others, and is within the na-
tional standards for the National Association of Insurance Commis-
sioners. 

$5 million for some property coverage is adequate. 
Clearly, in a State with $1.9 trillion of property exposure, $5 mil-

lion capital in surplus does not provide much in the area of cov-
erage. 

Part of the regulatory process that we go through is that a com-
pany is required to demonstrate through their business plan that 
they have adequate reserves or adequate capital to—adequate risk 
transfer mechanisms. 

As I testified earlier before, before the hurricane season 2004, 
quota share insurance was readily available, which would allow 

VerDate 0ct 09 2002 17:47 Mar 29, 2007 Jkt 031548 PO 00000 Frm 00050 Fmt 6633 Sfmt 6633 K:\DOCS\31548.TXT HFIN PsN: TERRIE



45

that $5 million to be leveraged. With $5 million, you cannot write 
very much coverage, many policies in Florida. 

One of the other things that the legislature has done is provided 
a surplus build-up program so that they provided matching funds 
of up to a half-a-billion dollars, so that we would raise the capital 
of some of these small surplus companies from $5- to $10 million 
to about $50 million, which puts them in, of course, a much better 
position to purchase reinsurance and leverage across the State. 

We would, as part of our regulatory framework and our solvency 
surveillance—most companies would not be able to write very 
many policies with $5 million. 

Additionally, I would like to see the standard for that to go to 
$20 million. 

Unfortunately, the signal that sends to the investment market is 
that Florida already has a difficult time attracting capital; cer-
tainly attracting $5 million, $10 million, when you leverage that 
against writing ratios with reinsurance, now they are setting this 
bar at $20 million, but I certainly would agree with you that higher 
minimum capital surplus standards would be beneficial, particu-
larly since those very small cap companies write such a de minimis 
amount of coverage in Florida, it really does not have much of an 
impact on the capacity problem we have. 

Ms. KELLY. Mr. McCarty, why should Florida try to exempt itself 
from the rules that help prevent insurance loss? 

Other States, like my State, New York, are shoring up their 
building codes. 

So why should Florida exempt itself from that? Does that make 
any sense to you? 

Mr. MCCARTY. Florida has the strongest building code in the 
country, by far. 

We have a small exception that was made in the panhandle of 
Florida, from Franklin County to Alabama, that was—that building 
code is stronger than the building code that was in there before. 

My guess is when they conclude the study that is expected to be 
completed at the end of this year, that they will go up to the inter-
national standard. 

Florida has the strongest building codes overall. A very small 
portion of our population lives in that panhandle. 

Florida has the strongest building code. Dade County and 
Broward County have an advanced building code, above the inter-
national standard, and— 

Ms. KELLY. Excuse me, but we are talking not about those coun-
ties. I am focused, really, on the issue here, which is the pan-
handle. 

Mr. MCCARTY. I fully agree with you. I am embarrassed by the 
fact that that the Florida Building Commission, after I testified on 
two occasions—all of the insurance trade associations at this table 
were participating in that discussion, and they opted to do some-
thing. My guess, ma’am, I believe, in the next couple of months, the 
Florida legislature will overturn that decision and those building 
codes will be strengthened. 

Ms. KELLY. Mr. Nutter, I would like to ask you a question, be-
cause your testimony suggests that, for hurricane risk, there is suf-
ficient reinsurance available at market rates, but many people 
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have commented that those companies have reduced coverage in 
areas—reduced coverage in areas that—what I am essentially fo-
cusing on is the fact that Allstate has dropped out of the hurricane 
insurance market in my home county, and what we have done is—
people have commented—other people here have commented about 
the fact that companies are reducing coverages—the ones that are 
reducing the coverages the most are those that refused to buy rein-
surance in the past, and they have kept all the risk for themselves, 
rather than hedging against the risk. 

I would like to know if you could explain to the committee how 
the low hurricane decades of the 1980’s and most of the 1990’s en-
couraged that kind of behavior and the role that insurance should 
have been playing for those companies—it is puzzling that they 
would have pulled out, and I know that is kind of a disjointed ques-
tion, but I hope you can figure out what I am asking, which is basi-
cally, can you explain how that happened and perhaps offer a cor-
rection? 

Mr. NUTTER. Mrs. Kelly, I do not represent Allstate, and I would 
not presume to speak on behalf of that company. Let me try to an-
swer your question without any specific reference to Allstate or any 
other company. 

Clearly, insurance companies assess the risk that they are will-
ing to retain. 

They look at their capital base. They look at their own internal 
analysis of their catastrophe exposure, and then they choose 
whether or not to engage in buying reinsurance and transfer that 
risk into other markets. 

In periods of low activity, hurricane or earthquake activity, those 
companies are likely to determine that they can retain risk and not 
pay the cost of reinsurance to transfer the risk. 

Some companies, particularly major personal lines companies, 
are very large in terms of their capital base and their ability to ab-
sorb risk. They may have made determinations that they would re-
tain risk; a business judgement that may or may not have been 
right in any given year. 

Certainly, Allstate is now a major buyer of reinsurance in 2006 
relative to their prior position, as reported in the marketplace. 

I mentioned in the testimony that, in fact— 
Ms. BROWN-WAITE. If you could please sum up— 
Mr. NUTTER.—rating organizations, in particular—Standard & 

Poor’s, A.M. Best—have put these companies under greater scru-
tiny to assess their risk, as have the insurance departments. You 
see a greater demand for reinsurance than in the past. Just to clar-
ify something you said; in peak zones, it is fairly clear that the re-
insurance marketplace, while having added capacity this year, is 
still inadequate for the demands that are being made. 

Ms. KELLY. Thank you. 
Ms. BROWN-WAITE. Mr. Clay Shaw, you are recognized. 
Mr. SHAW. Mr. Nutter, I would like to follow up on Ms. Kelly’s 

line of questioning, talking about the reinsurance is available now. 
We are only talking about windstorm here. 
In the coast of south Florida, the reinsurance is available in all 

parts of that area? 
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Mr. NUTTER. I cannot speak about individual companies in south 
Florida, but what I can say is that every insurance company in the 
State of Florida is required by law to purchase reinsurance from 
the Florida Hurricane Catastrophe Fund. 

So they certainly are reinsured through the Florida CAT fund, as 
we call it. They may have purchased reinsurance in the private— 

Mr. SHAW. I am talking about the private sector. 
Mr. NUTTER. They may have purchased reinsurance in the pri-

vate market if they deemed that their catastrophe exposure ex-
ceeds what the CAT fund can provide them. 

I do not have access to the individual reinsurance programs of 
companies, so I cannot answer your question directly. 

Mr. SHAW. Is that a common practice? 
Mr. NUTTER. A common practice to— 
Mr. SHAW. Can it be bought at competitive rates? I am talking 

about the reinsurance, because that is what we are here to talk 
about. 

Mr. NUTTER. Well, the reinsurance market is a competitive glob-
al market. 

Other than the catastrophe fund in Florida, which sets its own 
rates, the reinsurance market is globally competitive. 

So yes, it is a competitive rating environment. 
Mr. SHAW. Do you see a need for a national catastrophic fund? 
Mr. NUTTER. The private market, both insurance and reinsur-

ance, have, to date, handled the catastrophes we have had, includ-
ing the events of 9/11 and certainly the events of 2004 and 2005. 

I just want to emphasize something I said a couple of times. 
We recognize that the market—the reinsurance market probably 

is not meeting the demands for reinsurance in peak zones—south 
Florida— 

Mr. SHAW. Mr. Nutter, the Florida legislature just had to put 
over a billion dollars into the CAT fund in order to keep Citizens 
afloat. 

That is not the marketplace working, believe me, and Citizens is 
not part of the free market system. It is an insurance of last resort 
that was the creation of the Florida legislature, and we have huge 
problems. 

Now, I am sure you can insure anything if you are willing to pay 
enough for it, but the problem is that the premiums have actually 
gone through the roof. 

The private markets have failed us in regard to windstorm insur-
ance. 

If it had not, we would not have Citizens. We have no need for 
even being here at this particular hearing, but the people at home 
are suffering. It is like getting an unwanted second mortgage on 
their house, and we have to get some results, and we have to get 
some relief, because I can tell you right now, the rates that we are 
experiencing throughout the State of Florida and throughout the 
Gulf coast are going to exceed our ability to pay, and when that 
happens, the economy starts to fall through, people start walking 
away, the insurance—the real estate market will fall through the 
floor. 
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It is a question of whether or not the mortgages are going to con-
tinue to require catastrophic insurance or windstorm insurance, 
which has been viewed now as a catastrophic insurance. 

Insurance companies have limited their exposure on a State-by-
State basis. 

That is not what insurance is about. That is not what we want. 
That is not the free enterprise system working. This is wrong. Mr. 
McCarty, can I talk to you a little bit about that? How did that 
happen? 

How did it happen that the insurance companies were able to 
form subsidiaries of such-and-such insurance company of Florida? 
We all see it on our premium notices. How did that happen? 

Mr. MCCARTY. Well, sir, that occurred before my time. 
Mr. SHAW. I know it did, but you know how it happened. 
Mr. MCCARTY. Well, the insurance industry was under a tremen-

dous amount of pressure after Hurricane Andrew, particularly 
those that were stock traded companies. 

In order for them to maintain their A.M. Best ratings, which we 
readily admit is a driving force in a lot of decisions made in the 
industry, they had to limit their exposure in Florida. 

So large companies set up subsidiary—we refer to them as pup 
companies—so that they could limit their exposure in Florida. 

When I was educated on my trade mission to London, one of the 
underwriters said, you know, if you were purchasing this on a na-
tional basis, you could leverage this against a national account and 
would be in a better position to purchase it. 

Now, it may not reduce it, but it would have put them in a better 
position to purchase it. 

So in some ways, having this separation of these companies and 
limiting their exposure—it is a benefit to the company, to the 
stockholders of the company. There is no question about it. Was it 
a prudent business decision to make? Absolutely. Was it helpful to 
Florida? Not generally. 

Mr. SHAW. Yes, sir. 
Ms. BROWN-WAITE. The gentleman’s time is up, but I will allow 

Mr. Daniel to have one minute. 
Mr. DANIEL. Thank you. 
Just to support your point that there is a void in the free market, 

in Louisiana, we are insuring many companies with—many in-
sureds with unaffordable deductibles that could put them out of 
business if a storm came along, inadequate coverage, because it is 
not available. Just this week, I renewed a policy in a surplus lines 
company for a small business, happens to be a sausage manufac-
turer in Lafayette, Louisiana. 

They have no wind coverage. We could not find anything that 
was affordable to them. That was in the surplus lines market. It 
is unregulated for rates, and it is, as I recall, a concrete block 
building. 

So mitigation is great, rate flexibility is great, we support those 
things, but it is not the only answer. 

Thank you. 
Mr. SHAW. Thank you, Madam Chairwoman, and I thank the 

committee for allowing some of our interlopers here to take part in 
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today’s hearing. This is terribly important to the people of the 
State of Florida. 

Ms. BROWN-WAITE. You are very welcome, Mr. Shaw. 
Before I recognize Representative Mark Foley, I would like to ask 

Kevin McCarty a question. 
Kevin, you were not the insurance commissioner at the time—it 

was an elected post—when the Florida legislature—and Mr. Foley 
was in the legislature at the time, as was Representative 
Wasserman-Schultz. 

When the pup companies were created, it was at a time after 
Hurricane Andrew, when the companies were fleeing the State. 

So it almost was a way—a stop-gap measure, by creating the pup 
companies. First of all, many of us had the opportunity to vote on 
it. 

It was something done by the then-insurance commissioner, but 
I had been told at the time that there was an implied consider-
ation, an implied—I do not want to use the word ‘‘promise,’’ but 
some language that was given to the insurance commissioner that 
the parent companies would serve as the guarantor, even though 
these pup companies were created. 

May I have your comments on that, first of all, and again, I 
would request that we be informed how much of the insurance rate 
increase—and by the way, Mr. McCarty just told me that the com-
pany I am insured with just asked for a sizeable rate increase, also. 

You know, every Member of Congress is hearing from their con-
stituents on it, but if you would just answer the question about any 
consideration of parent company guarantor, and also, have any 
other States set up these pup companies? 

Mr. MCCARTY. I will just backtrack just a little bit. 
In the immediate aftermath of Hurricane Andrew, as you know, 

the insurance commissioner, Tom Gallagher, at the time, imple-
ment a moratorium to prevent the cancellation of non-renewable 
policies, in particularly preventing the shedding of the policies 
through creation of a subsidiary. That was subsequently codified by 
the Florida legislature, allowing for a run-off of the moratorium 
over time, so that we can build some stability in the marketplace 
as we were ramping up some of the other programs, including the 
Florida Hurricane Catastrophe Fund and the creation of a residual 
market so that we could continue to have land sale contracts and 
bank could issue loans, etc., because it was critical to the stability 
of Florida to do that. 

It was subsequent to that that the insurance industry argued, 
these companies, that in order to—particularly those that are trad-
ed in the stock market—that they needed to limit their exposure. 

I was not privy to any conversations about the guarantees or any 
guarantees by those companies. 

Legally, you set up a separate legal entity through corporate law 
to limit your exposure. That is the purpose of setting up a corpora-
tion, is to limit your exposure. 

Ms. BROWN-WAITE. I would like the record to reflect that when 
you say ‘‘you’’ set it up, you did not mean the Florida legislature. 

Mr. MCCARTY. Oh, no, the Florida legislature— 
Ms. BROWN-WAITE. Okay. 
Mr. MCCARTY. The Florida legislature— 
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Ms. BROWN-WAITE. I just want the record to clearly indicate— 
Mr. MCCARTY. This was done through petitioning, through the 

department of insurance, at that time, and creation of those compa-
nies were licensed, then, by the insurance department at that time, 
and they were granted through a consent order, which is generally 
a mechanism for the agreements of the terms and conditions for es-
tablishing of these pup companies. 

Ms. BROWN-WAITE. Do any other States have them? Yes or no? 
Mr. MCCARTY. Yes, they do. Other States have had them. 
Louisiana has subsequently had them. New York has historically 

had separate companies, separate entities. 
It was because of the different regulatory framework that New 

York had that was separate and distinct for limitation of their ex-
posure. 

Ms. BROWN-WAITE. I thank the gentleman. 
The gentleman from south Florida, Representative Foley, you are 

recognized. 
Mr. FOLEY. Thank you very much. 
Maybe if FEMA had not given away so many generators in Flor-

ida and so many gift cards, we probably could have created a rein-
surance market. 

Let me first thank Mr. Daniel for the comment about employees, 
because despite all of the tragedies we experienced in hurricanes, 
the one thing that became apparent, whether it was your agents, 
firefighters, police officers, linesmen for utility companies, who had 
their own damage at home, left their families to be of aid and as-
sistance to fellow Floridians, and that is important to be noted. We 
all can complain. 

There are a lot of reasons to be upset, but in our bleakest times, 
it was the average citizen who strode to the front of the line to say 
how can I help, and that is something I think is commendable. 

As Mr. Shaw said, insurance rates are completely and totally out 
of control, and it is going to start having a dramatic impact on the 
economy of Florida. 

I cannot underscore it enough, why the urgency of the situation 
is now, and I cannot underscore enough that it has to be a solution-
based free market concept with some Federal entity. 

Mr. Kanjorski mentioned a multi-peril—because that is the one 
oddity of the insurance business that I do not quite understand, be-
cause you know, flood and wind and this and that—everything is 
different. You have to buy a separate policy. 

It is like going to a cafeteria to select from menu items, because 
you cannot buy a universal policy to cover, and a lot of people are 
finding out, well, the policy they have even spent a lot of money 
on does not cover it, because it came in through the wind—no, does 
not work. If it came up by flood, we can cover you. 

If it is a flood resulting from the wind coming through your win-
dow, well, that is a flood that is not covered, because that is wind, 
and you did not have wind. 

Even though there is 4 feet of water in your house, which would 
be typically thought of as a flood, the fact remains it came side-
ways through wind and is no longer coverable. 
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So we have to figure out some of these dynamics of the insurance 
markets, so there is a universality of coverage. I agree there has 
to be more competition. How do you bring it in? 

$22 billion of losses in Florida alone makes it very untenable for 
an entity to say let us keep going through this based on projections 
that show for the next 20 years our exposure and experience may 
be comparable. So it is a difficult thing. 

Mr. Heidrich, you mentioned this great miracle of New Jersey 
car insurance. How would that relate to homeowners insurance in 
Florida? 

Mr. HEIDRICH. My point there is that, in New Jersey, you had 
a long history of highly regulated markets. You had a very difficult 
auto insurance market that was recognized generally across the 
Nation as one of the more difficult places to do business, and for 
years and years and years, the legislature was reluctant to try de-
regulation of that market and opening up that market. 

That was done 3 years ago by Governor McGreevey and the legis-
lature at the time, and the early results are very promising in 
terms of companies that previously were unwilling to commit cap-
ital being now willing to commit capital, insureds getting coverage 
that was not available to them before, in a number of cases at 
lower prices. 

So my point simply is that these can be very difficult transitions. 
People in New Jersey certainly feared that it would be a very dif-
ficult transition, but we have seen successes, and so, it was really 
a point to say that we—that is among the policy prescriptions we 
ought to be looking at for Florida and other catastrophe-prone 
areas. 

Mr. FOLEY. Do you see Florida as heavily regulated in the con-
text of what New Jersey was? 

Mr. HEIDRICH. Our members have told us that, historically, it 
has been heavily regulated. I want to comment on what Commis-
sioner McCarty has done. We certainly passed rate relief last year, 
with the flex rating bill. Florida has taken very aggressive steps to 
improve its mitigation environment. 

They are doing many, many things well, but historically, it has 
been a very difficult market to do business in, according to our 
member companies. 

Mr. FOLEY. Can’t that be, to some degree, some of the maybe fly-
by-night insurance companies that set up, collect premiums, then 
do not pay, where the regulations have had to be strict in order to 
ensure fulfillment of obligation? 

Mr. HEIDRICH. Let me be clear. We are not arguing for no regula-
tion. We are arguing for not being very, very careful about the cap-
ital position of insurance companies, and I would certainly endorse 
Commissioner McCarty’s comments earlier about the need for in-
surance regulators to always assure that the capital is available to 
pay the claims that are owed down the road. 

So please do not misunderstand my comments to be arguing for 
no regulation. 

We believe in solid, good, safe, sound regulation of insurance 
companies, but we also know that the answer to some of the more 
difficult availability and affordability problems are more free mar-
ket solutions. 
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As I indicated in my testimony, not the only solution, but one of 
the solutions. 

Mr. FOLEY. Let me make the final observation, because I think 
it is important relative to construction standards. Andrew proved 
to us that if building officials do not look for compliance with build-
ing codes, it does not matter, because the storm will blow down the 
house, and that seems to have been the huge casualty loss in Dade 
County, was that no one was watching. 

Our roofs were strapped. You know, it was just a fly-by-night op-
eration, and those were the areas of deep devastation. 

When Governor Jeb Bush and I flew over Charlotte County, it 
was interesting to see almost pre-1970 construction that remained 
fairly intact, post-1994 construction after the new south Florida 
building codes took effect after Andrew, 1994–1996. 

I mean the difference in how they weathered the storm was dra-
matic, and so, that has to be part of the equation. 

It cannot be putting the onus all on insurance. It has to be both 
about building inspections that are significant and secure in the 
knowledge that they will achieve a thorough inspection and not 
allow for shoddy workmanship, but also the difference is the meth-
odology that happened in the growth of Florida during those mid-
years seemed to create homes that clearly would not withstand—
never mind 150-mile-an-hour storm but possibly not even 40. 

So that is something I think we also have to digest as we do a 
look at insurance opportunities. We have to look at the method-
ology by which construction takes place, and there is also give and 
take—what we find in Florida, because there are no longer over-
hangs allowed, because that allows the wind to come up and rip off 
the roof. That has created some energy efficiency issues. 

So it is trade-offs and a lot of obvious different things that place 
us in a conundrum, but I am anxious to work with all of you to 
come up with some solutions, but it is the urgency that I cannot 
underscore enough, and not just for this election year. I have been 
working on this bill since 1999, I believe. 

So it is not something I deduced in a hysteria of the moment. It 
is something that I knew was coming, a long time coming, and it 
is developing at a critical, critical pace. 

Madam Chairwoman, thank you. 
Ms. BROWN-WAITE. I appreciate your comments, and I certainly 

want to thank all of the witnesses who are here today, who contrib-
uted to make this a very successful hearing. 

As the chairman said, we are going to be taking action next year. 
It cannot come a day too soon for so many homeowners and busi-
nesses who are really struggling to pay those increased costs, and 
today, if nothing else, we saw that from the testimony of the var-
ious members here today, and statements that are being submitted, 
that this is not just a Florida problem, and I look forward to work-
ing with each and every one of you to come up with a solution that 
helps everyone and helps to make insurance, a necessary compo-
nent, more affordable. 

With that, this meeting is adjourned. Thank you. 
[Whereupon, at 12:49 p.m., the hearing was adjourned.] 
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