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AN EXAMINATION OF THE AVAILABILITY AND
AFFORDABILITY OF PROPERTY AND CAS-
UALTY INSURANCE IN THE GULF COAST
AND OTHER COASTAL REGIONS

WEDNESDAY, APRIL 11, 2007

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 9:30 a.m., in room SD-538, Dirksen Sen-
ate Office Building, Senator Christopher J. Dodd (Chairman of the
Committee) presiding.

OPENING STATEMENT OF CHAIRMAN CHRISTOPHER J. DODD

Chairman DoDD. The Committee will come to order.

I want to welcome everyone to today’s hearing, “Availability and
Affordability of Property and Casualty Insurance in the Gulf Coast
and Other Coastal Regions.” Let me first of all thank the witnesses
who are appearing before the Committee today. I want to particu-
larly thank my colleague from Florida, Senator Nelson, and Gov-
ernor Crist for appearing at the hearing today, and also Senator
Landrieu, who was planning to testify this morning but was unex-
pectedly called back to her State on an emergency and will be un-
able to attend the hearing this morning. But her statements and
supporting information she wants the Committee to be aware of
will certainly be included in the record.

Today’s hearing is on an important and timely topic: insurance
in our Nation’s coastal regions. Although coastal areas comprise
only 17 percent of the contiguous land area in the United States,
55 percent of the Nation’s population lives within 50 miles of the
coast; and by next year over 160 million Americans, more than half
our population, will live and work along America’s expansive coast-
lines. It is critical that these Americans are able to adequately pro-
tect their homes, their businesses, and their families from natural
disasters.

We have all witnessed the devastation that nature can wreak
across our country in the form of hurricanes, floods, tornadoes, and
earthquakes. In 2005, Hurricanes Katrina, Wilma, and Rita de-
stroyed hundreds of thousands of homes and businesses along the
Gulf Coast. In 2004, Hurricanes Frances, Charley, and Ivan dev-
astated parts of Florida. In the 1990’s, the worst natural disasters
were geographically diverse: Hurricane Andrew in Florida in 1992,
and the Northridge earthquake in California in 1994, and the Red
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River floods in North Dakota in 1997. Each of these caused billions
of dollars in destruction.

In order to rebuild homes, businesses, and lives, Americans
looked to, among other things, their insurers as well as their Na-
tional Government for disaster assistance. Unfortunately, insur-
ance coverage is becoming increasingly difficult to secure and af-
ford. In many coastal areas from Texas, along the Gulf, and up the
East Coast, insurers are pulling out of high-risk areas. Others are
dropping certain coverages, such as wind storm coverage. Others
are drastically raising rates and deductibles. Let me just read two
examples from recent press articles of how these actions are affect-
ing Americans’ lives and their livelihoods.

A Chicago Tribune article on March 20, 2007, detailed the situa-
tion of Jeffrey O’Keefe, President of the Bradford-O’Keefe Funeral
Homes in Mississippi, on Mississippi’s Gulf Coast, who has scaled
back his insurance coverage. Before Katrina, Mr. O’Keefe paid
$61,224 in annual premiums to insure his business, and now re-
newing that $7 million in coverage would have cost about $781,000.
So he reduced his coverage from $7 million to $2 million, but he
is still paying $122,000 in premiums—twice as much as before the
storm. So he is paying much more for a lot less coverage in his
business.

A Palm Beach Post article from May 29, 2006, tells of Tracy Cas-
per, who dropped her homeowners’ insurance after her premiums
became unaffordable. The article, entitled “Insurance premiums
force tough choices,” says, and I quote, “Tracy Casper felt ill Moth-
er’s Day weekend. While plenty of people will remember opening
sentimental cards, Casper remembers opening her wind storm in-
surance renewal notice. Her premium had skyrocketed 194 percent
to $7,443.

Today, appearing on our second panel, we have with us home-
owner Harold Polsky, who was forced to sell his and his wife’s
home in Florida because of rising insurance costs. We are also
joined by a small business owner from the Greater New Orleans
area, David Guidry, who has seen his insurance costs rise and
faces great uncertainty about his ability to shoulder further in-
creases.

I would like to take a moment to personally thank the Polskys
and Mr. Guidry for taking the time out of their schedules and time
out of their work to come and speak with us at this public hearing
this morning. It is critical that this Committee understand what
this issue means to people around our country, and their testimony
is going to help us do just that this morning in real terms with real
faces.

The lack of affordable insurance is a serious problem for millions
of Americans across our country. Many States have attempted to
address the lack of available and affordable insurance by taking
measures such as setting up State insurance pools to cover wind
and other damages. However, these States cannot be expected to
shoulder the burden alone given the magnitude of the losses that
have occurred over the past few years and that may occur in the
years to come. This is a national problem—a national problem that
demands national attention. As such, it deserves examination by us
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as national leaders, and it is an appropriate area in which to con-
sider national solutions.

Let me be clear at the outset that any Federal actions must be
carefully crafted to ensure not only that Americans have access to
affordable insurance but also that taxpayers are not overly bur-
dened by the risk of losses that are properly borne by insurers and
reinsurers. With that in mind, I believe we can and should consider
a number of steps to help Americans find affordable insurance, be-
cause without insurance, their homes, their businesses, their very
futures will be put at unacceptable risk.

There are four steps that I propose today that Congress and the
administration take to provide relief for homeowners and busi-
nesses in the coastal areas of our Nation.

First, given the acute challenges faced by working families and
working business owners, I believe that we ought to provide relief
in the form of tax deductions for homeowners’ insurance premiums
in areas where premiums have been significantly increasing. Any
deduction should be targeted to working and middle-income fami-
lies who need it most and should be capped, both individually and
on a national basis, so as not to exceed $100 million for the year.
This homeowner’s insurance deduction can give homeowners some
desperately needed short-term relief from skyrocketing premiums,
and it could also help ensure that families in hard-hit areas are not
forced to move while they seek longer-term solutions. I am not talk-
ing about a permanent program here, but one that could provide
some immediate, short-term relief to get people on their feet and
avoid the kind of problems that I mentioned already in this state-
ment.

Second, I believe that our Nation should increase our investment
in mitigation activities so that communities, families, and busi-
nesses can protect against future losses. The current FEMA Mitiga-
tion Program provides $100 million in fiscal year 2007. This is, in
my view, not enough to assist communities around the country to
truly address the risk of loss to their residence. Mitigation efforts
are critical, and we should at least double the amount of funding
so that communities can assist individual homeowners to strength-
en their homes, can find larger-scale mitigation projects to protect
whole blocks of communities, and can help people relocate to safer
ground. Additional funds should be used for revolving loans and
grants to directly assist homeowners and business owners who
want to make needed upgrades to help protect their properties. In-
creased mitigation efforts can help to decrease insurance costs, and
they can also protect Americans from future devastation caused by
natural disasters. I talked about a revolving fund here. I think if
you have a vested interest, an equity interest in your home, then
you ought to bear some responsibility for paying back those re-
sources that helped you strengthen your residence or your busi-
ness.

Third, we must strengthen the National Flood Insurance Pro-
gram. The National Flood Insurance Program is essentially the
only insurer of flood risks in this country. As a result of Hurricane
Katrina, this program has borrowed funds from the U.S. Treasury
and is now over 550 billion in debt. Most of that, I would point out
to all of you here, occurred as a result of Katrina. Actually, the
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Flood Insurance Program is running fairly well. It ran into some
debt problems but nothing of the magnitude that I have just de-
scribed until we were hit by Katrina. These numbers now, the pre-
miums alone on this, could reach $1 billion a year fairly quickly.
And, again, I will point out here the Committee also dealt with this
legislation in the last Congress under the leadership of Senator
Shelby and Senator Bunning. We need to get back to this right
away, in my view, and deal with the Flood Insurance Program in
the country. The interest alone on this, as I said, will reach $1 bil-
lion annually, close to half of the premium generated in the pro-
gram each year. Clearly, this program was not designed to handle
a catastrophe of the magnitude of Katrina, as I mentioned. In order
to ensure the future availability of flood insurance, we must
strengthen this program and put it on a sound financial footing, as
Senator Shelby, Senator Bunning, and others on this Committee
worked so hard to do last year.

Last, we need to gather additional information as we consider
longer-term solutions here. Today’s witnesses offer a range of views
and a number of proposals on what, if anything, should be done at
the Federal level to improve the long-term availability and afford-
ability of property and casualty insurance. This diversity of opinion
is on one level healthy and positive, and I welcome it. On another
level, however, it underscores the fact that there is a lack of con-
sensus among stakeholders and policymakers about what national
action, if any, is appropriate in the long term to help homeowners
and businesses contend with rising property and casualty pre-
miums. For that reason, I believe we ought to establish a short-
term national commission of insurance experts and other leaders to
make recommendations to the U.S. Congress and to the executive
branch in very short order. I look forward to working with my col-
leagues Senators Nelson and Martinez, Senators Landrieu, Lott,
and others on this effort.

The issues before us today are critically important to millions of
Americans. Recent analysis predicts that the 2007 hurricane sea-
son will be unusually active, with 17 possible named storms, 9 pos-
sible hurricanes, and much higher than average likelihood of a
major storm hitting U.S. shores. Today’s hearing is the first step
toward looking at how we can assist in protecting Americans from
natural disasters and assuring them that when disaster strikes,
{:hey will be able to rebuild their homes, their businesses, and their
ives.

I look forward to hearing from all of our witnesses today and to
working with Ranking Member Shelby and my colleagues on this
very important issue.

With that, let me turn to Senator Shelby for any opening com-
ments he wants to make. Then I will turn to our two colleagues
from Florida, and to welcome Governor Crist for being here, and
I thank you this morning for joining us as well.

Senator Shelby.

STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. Thank you, Chairman Dodd.
Hurricanes Katrina, Wilma, and Rita caused more damage than
any other natural catastrophes in U.S. history. The aftermath of
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these storms is still being felt even in my State of Alabama and
across the entire Gulf Coast. Both homeowners and businesses are
struggling to rebuild and to get back on their feet. Available and
affordable insurance is a critical part of that effort.

In the case of the Gulf Coast, insurance has served this function
for many people. It has protected them from financial ruin and has
aided the recovery effort by injecting billions of dollars into the re-
gion from the payment of claims on insurance policies. Unfortu-
nately, many were under- or uninsured, and the increasing cost of
insurance in the region has slowed the economic recovery.

As we examine the question of the availability and affordability
of catastrophic insurance, I believe that there are several consider-
ations that we should keep in mind.

First, private markets are far more innovative than Government
programs. The private sector is rapidly developing new ways to
manage catastrophic risk, including the use of catastrophe bonds,
catastrophe futures products, and securitization of insurance risk.
Already, newly designed sidecar transactions have allowed the
market to significantly expand its capacity for catastrophic risk
over the past 2 years.

Second, the market is a better risk manager than the Govern-
ment always. It is worth noting that we have yet to have a cata-
strophic situation inflict losses that our insurance markets were
not able to absorb. Certainly there could be a catastrophe that our
markets would not be able to handle, and we should consider how
to address such a catastrophe for the future. In the overwhelming
number of cases, however, our insurance markets can, and they do,
effectively manage the risk.

While some in the insurance industry may favor the idea of the
Government covering the most expensive risk, I doubt taxpayers
would look favorably on paying for losses that insurance companies
can and should bear. Our experience has shown that the Govern-
ment-operated insurance programs have a record of financial mis-
management. The program most familiar to the Members of this
Committee is the National Flood Insurance Program. This program
is not actuarially sound, was never actuarially sound, and is cur-
rently in debt in excess of $20 billion, as the Chairman noted.
Based on this experience, any consideration of a national cata-
strophic insurance program should have to address several key
questions.

One, how would it ensure that its pricing is actuarially sound
and not influenced by political considerations?

Two, what types of coverage would it provide?

Three, would it cover $1 million vacation homes?

In a time of fiscal constraint, what impact would it have on the
Federal budget?

And, finally, if it is truly for catastrophic events, is it likely that
it would benefit only citizens living in one State and a few other
select areas at the expense of all Americans?

Recent events have demonstrated once again diversification is es-
sential in managing catastrophic risk. As devastating as Katrina
was, it would have been far worse had it resulted in a wave of in-
surance company insolvencies. One of the primary reasons insur-
ance companies remained solvent was because they diversified
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their risk. Some estimates show that around half of the insured
losses from Katrina, Wilma, and Rita were ultimately absorbed by
insurers outside the United States. This diversification appears to
have enabled U.S. insurers to bear the financial losses inflicted by
the storms. As a result, policyholders could turn to solvent compa-
nies to pay their claims, and they did. Some policyholders, how-
ever, were not made whole, and we should focus on where the mar-
ket failed and examine whether the market or the Federal Govern-
ment is best positioned to fill those gaps.

As always, I support a comprehensive examination of every facet
of this very complex set of issues. This Committee has a rich his-
tory of doing just that on a number of very difficult topics, and I
believe, Mr. Chairman, that is where that examination should take
place.

Thank you.

Chairman DobpD. Thank you very much, Senator Shelby.

We have been joined by Senator Martinez—excuse me, Senator
Menendez, although Senator Martinez is here as well.

STATEMENT OF SENATOR ROBERT MENENDEZ

Senator MENENDEZ. You are in good company, Mr. Chair. The
President did that to me, too.

[Laughter.]

Mr. Chairman, let me—and I never mind being confused with
Senator Martinez, by the way. You know, the other day I voted for
him.

[Laughter.]

Let me thank you and Senator Shelby for holding an important
hearing on the availability and affordability of property and cas-
ualty insurance in coastal regions. We all remember the Gulf Coast
and how it was struck by several hurricanes in 2004 and 2005, and
Katrina alone caused more than $40 billion in insured losses, in-
cluding approximately $16 billion from homeowners’ claims.

However, the availability and affordability of such insurance is
not just a Gulf Coast problem; rather, it is a national problem. Peo-
ple in States from Massachusetts to my home State of New Jersey,
to Florida and to Texas are facing similar situations because of
hurricanes, and residents of other States across this country face
similar challenges, whether they come from tornadoes, fires, earth-
quakes, or floods.

In my State of New Jersey, we have 127 miles of Atlantic coast-
line and more than 80 miles of bay side coastline. More than 51
percent of New Jerseyans live in counties that the National Oce-
anic and Atmospheric Administration lists as exposed to hurricane
risk. And as of 2004, New Jersey ranked fifth in the Nation with
$506 billion worth of insured coastal property that is vulnerable to
hurricanes. While we were not directly hit by the hurricanes of
2004 and 2005, all we have to do is look back to 1999 when Hurri-
cane Floyd damaged 76,000 homes, 4,000 businesses, and 9 New
Jersey counties were declared disaster areas.

So as the Committee that is responsible for housing issues, we
all know that the American dream of owning a home has been a
powerful force throughout our history. The average family invests
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more in their homes than they invest in the stock market, the
money market, or their retirement savings plans.

Unfortunately, skyrocketing insurance premiums and insurance
availability are posing real threats to the American dream of home-
ownership. According to the Department of Banking and Insurance,
last year rates increased 8 to 12 percent in New Jersey, or up to
about 15 percent on average in coastal areas. And that is for those
who can get coverage, Mr. Chairman. The fact of the matter is that
several insurance companies in New Jersey have made a business
decision to stop offering coverage in our coastal areas, and I am
certainly not happy with that.

More and more homeowners in my State have been dropped or
are slated for nonrenewal by their insurance companies. A recent
report in the Asbury Park Press had Richard Ray, a 72-year-old re-
tiree, who lives six blocks from the ocean in Bellmawr, receiving a
letter from his insurance company in January informing him that
his homeowner’s insurance policy would not be renewed in Feb-
ruary. The property insurance crisis is clearly a major one. It is not
isolated just to New Jersey. Mr. Ray is one of many Americans who
are now facing owning a home without the proper and much need-
ed insurance, and without that, the single biggest asset that he has
is exposed to enormous risk.

So, Mr. Chairman, I look forward to working with you and the
Ranking Member to make sure that we ensure the dream of most
people, their retirement security, the essence of their financial se-
curity, and that we can do so in a way that is thorough and effi-
cient and make sure that that dream remains alive.

Thank you, Mr. Chairman.

Chairman DobDD. Thank you, Senator Menendez.

We have been joined by our colleague from Florida, Senator Nel-
son, as well as a Member of the Committee, Senator Martinez. I
will begin with the Member of the Committee, and then I will turn
to Senator Nelson before we hear from the Governor.

Senator Martinez.

STATEMENT OF SENATOR MEL MARTINEZ

Senator MARTINEZ. Well, thank you, Mr. Chairman. I appreciate
so very much you and Ranking Member Shelby holding this very,
very important hearing. I am a little under the weather this morn-
ing, but I could not pass the opportunity to be here with our Gov-
ernor and an opportunity to introduce him before the Committee
as well.

As has been noted, the skyrocketing cost of property insurance
is a problem that has been largely driven by the devastating hurri-
canes that we have seen in the last couple of years. And let’s be
clear from the outset that the skyrocketing property insurance
rates are a national concern and have the potential to become a na-
tional crisis.

It is a national problem because 90 percent of the people in our
Nation live within 200 miles of a coastline. There is the risk crisis
because insurance companies in my State and others have already
shown that the current marketplace is not working for them. State
Farm has chosen to stop writing business in Mississippi. This year,
Allstate Floridian will send notices to an additional 100,000
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Floridans that their homeowners’ policies will not be renewed.
Even in Northeast States that have not seen recent hurricane ac-
tivity, we are witnessing a constricting of the market. We are in-
deed facing a crisis in both the availability and affordability of
property insurance, and I believe the Federal Government can play
a reasonable and responsible role in helping the marketplace better
address the needs of our consumers.

We live in a world that will always have risk. In light of past
disasters and in expectation of future ones, we have got to find a
better way to spread and finance the risk. I support the creation
of a national catastrophic fund in order to stabilize and strengthen
the insurance market and encourage proper disaster mitigation.
The economic distress brought by disasters affects us all. With a
national catastrophic fund, we have an opportunity to minimize
risk nationwide and ensure our economy is able to absorb losses
from large and small disasters.

But the looming insurance crisis will not be fixed with a national
backstop alone. This is a multilayered problem that requires a mul-
tilayered approach. Among other things, I believe we should pro-
vide tax incentives that encourage homeowners and businesses to
prepare for disasters. I also support increased funding for hurri-
cane research because, in order to better prepare for disasters, it
is imperative that we know more about them.

I am so glad that we are meeting here today to discuss some of
these initiatives, and I am also so proud to be able to introduce
Florida’s Governor, my Governor, to this Committee.

Charlie Crist is a public servant defined by his tireless devotion
to the citizens of Florida. He has been a Florida State Senator, an
Education Commissioner, and our Attorney General. In 2006, he
sought and won the Governor’s seat, and on January 2, 2007, was
sworn in as Florida’s 44th Governor. In his public career, Governor
Crist has worked to pass laws that dramatically toughened pen-
alties for the identity theft and counterfeiting and dealing of pre-
scription drugs. He proposed and worked to pass Florida’s land-
mark civil rights legislation, the Marvin Davies Civil Rights Act of
2003, to pursue those who engage in willful discrimination. He also
won approval for legislation targeting those who distribute illegal
spam on the Internet.

Since his first day in office, my good friend, Charlie Crist, has
tackled the issue of property insurance affordability. One of the
first things he did after becoming Governor was call our Florida
legislature into special session to deal with the Florida insurance
crisis. The State succeeded in addressing that issue in the best way
that it could, and now Florida is rightly looking to the Federal Gov-
ernment to step in and play its appropriate role.

The Governor is working tirelessly with the entire Florida dele-
gation in a bipartisan way to find a resolution, and I know I speak
for all Floridians when I say we are proud to bring him before this
Committee.

Before closing, I would like to add that in case you have not seen
the hurricane predictions for this season, we could very well be in
for a lot of activity. The forecast is calling for nine hurricanes, with
a prediction that five will be major ones, Category 3 or higher. We
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dodged a bullet last year, but asking for the hurricanes to miss us
2 years in a row is like betting against the house.

Chairman Dodd, thank you for holding this hearing and tackling
this very important issue this year.

Chairman DopDD. Thank you very much, Senator Martinez. That
is the reason we are holding the hearing now, is to try and get in
front of this as early as we can and come up with some ideas. And
no one has been more insistent upon that than the two Members
from Florida in talking to this Committee, and no one more insist-
ent within the delegation of Florida than my friend and colleague,
Senator Nelson. I can see him coming almost on a daily basis to
me. In addition to saying hello and wondering how my daughters
are doing, he was also wondering when we could have a good hear-
ing on the subject matter of the availability and affordability of
property and casualty insurance. So I am pleased to welcome Sen-
ator Nelson here.

I would point out to the Committee, I know you have another
Committee hearing in the Commerce Committee, but I want you to
know if time permits, please come and join us here on the dais as
we hear from other witnesses, and you are welcome to be a part
of this hearing as well.

STATEMENT OF BILL NELSON, U.S. SENATOR FROM THE
STATE OF FLORIDA

Senator NELSON. Thank you, Mr. Chairman, and thank you for
permitting me to be a pest with you ever since our telephone con-
versation on November the 8th, the day after the election, when it
became apparent that you were going to be Chairman of the Com-
mittee. I am grateful to you and Senator Shelby for your kindness
in having this hearing, and indeed, Senator Martinez and I are
quite honored to have our Governor here, who has to deal with this
on a daily basis.

Mr. Chairman, the long and short of what is facing us is that the
Big One is coming. In 2005, you may have thought that that was
the Big One, and we in Florida in 2004 may have thought that four
hurricanes within the span of 6 weeks, hitting virtually every coun-
ty in Florida, might have been the Big One. But remember that
Katrina was a Category 3, and it did to the Mississippi coast what
you would expect a Category 3 to do. It just so happened on the
back end of that hurricane and the winds coming counterclockwise
from the north to the south in the city of New Orleans, that for
reasons other than wind damage, the canals filled up, the drainage
canals filled, and then emptied into the big drainage canals. The
water rose. The pressure on the sides of those canals increased,
and in two places they were breached, thus filling up the bowl of
New Orleans with water, with the consequence that we are well in
excess of that 2005 year, in excess of over $200 billion worth of
damage, of which the Federal Government’s share at the end of the
day is going to be in excess of half of that. And that was a Category

The Big One is coming, and it is a Category 4 or 5 hitting at a
high-density, urbanized part of the coast, and it is not just Florida.
It could be anywhere up that Atlantic seaboard. It could be any-
where on that Gulf Coast. Or it could be an earthquake in San
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Francisco. It could be an earthquake in Memphis. And when the
Big One hits, at the end of the day, just like Katrina, the Federal
Government is going to pick up the tab.

So the question is: How can you rationally devise a system so
that we know ahead of time and it gives certainty to the market-
places that Senator Shelby was talking about so that the market-
places can provide a commodity which is essential today? Insurance
is not a luxury. If you want to own a home, you have got to have
insurance because you cannot get a mortgage without insurance.
And, oh, by the way, three major industries in this country—con-
struction, real estate, and banking—all depend on homeownership
and home building. So everything fits together.

So then when you look at it, you find out there is no consensus.
The insurance industry is split nine ways to Sunday. The insurance
industry is in a war with the reinsurance industry. The reinsur-
ance industry is saying that the private marketplace can solve the
problem, and it cannot on risk of this magnitude. When the Big
One hits, it is a $50 billion insurance loss storm, minimum. The
private marketplace cannot supply that. There is no one State that
can withstand that kind of economic hit, and there is no one insur-
ance company or reinsurance company or series of reinsurance
companies that can withstand that kind of hit.

Therefore, that brings us to the table today. What is the appro-
priate role? Well, with everybody so split and with the fact that the
Federal level of Government has discharged to the States ever
since the 1930’s, through the McCarran-Ferguson law, the respon-
sibility of the regulation of insurance, then the question is begged
to be answered: How do we build that consensus? And it is the bill
that Senator Martinez and I and others—most of them the Gulf
States, both Senators from Mississippi, Senator Landrieu are
signed on—that takes the model of what we did in Florida in the
mid-1990’s, inheriting a paralyzed marketplace, not just in South
Florida where Hurricane Andrew hit—and it was a Category 4
that hit not the high-density, urbanized area. It hit South Dade
County, a relatively lessened urbanized area. And yet the paralysis
of that marketplace spread over the entire State.

The model that we used, we brought people together on a con-
sensus-building—then it was called the Academic Task Force. It
was headed by the presidents of the State universities. They went
out, they hired the best staff. They sought people’s opinions. They
came together. They made 16 recommendations to me and to the
Governor. We then went to the legislature, and we adopted 15 of
those 16 recommendations and, indeed, restored the private mar-
ketplace.

What is that role? Senator Martinez and I have filed a six-pack.
There is an additional bill that would be a seventh that we ought
to look at, which is what is the Federal legislation that would
incentivize the States to form a regional compact, a regional cata-
strophic fund. We tried that back in the 1990’s. The rest of the
States did not want to participate. Florida had to do it on its own.
But Florida saw from the 2004 experience of four hurricanes that
all of that catastrophic fund, which is a reinsurance fund, was de-
pleted.
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And so what we are facing is the question of what is the appro-
priate Federal role when, in fact, at the end of the day, on the ex-
perience of Katrina, the Federal Government is going to pay a lot
of the tab. And I am just as pleased more than I can tell you, Mr.
Chairman, that you have said that you support this consensus-
building bill, because you will hear in the testimony today from all
these experts there is no consensus. And there is no way, no idea
of how you would even build a rate structure on a national cata-
strophic fund. We have got to determine that.

Should we change the Tax Code so that insurance companies can
reserve for catastrophe without having to pay taxes on it and fence
it off? But there is no consensus on that within the industry.

Should we change the Tax Code to reserve an individual person,
a homeowner, to reserve for catastrophe without paying taxes on
it? There is no consensus on that.

And all the other bills that Senator Martinez and I have filed in
this six-pack, there has to be a high-level national emergency com-
mission on catastrophe. And maybe at the end of the day you are
not just looking at hurricanes, but you are looking at earthquakes.
And who knows? Maybe at the end of the day, you might even be
looking at the question of floods, all within what is the proper Fed-
eral Government role to backstop these huge natural catastrophes
that, in fact, are so catastrophic economically as well as personally.

So it is my pleasure, Mr. Chairman, to introduce our Governor,
who has taken a very strong leadership role in this, because people
at home are hurting. They cannot afford their homeowner insur-
ance premiums, and when that is combined with taxes in Florida,
the homeowners’ real estate taxes, people are being eaten out of
their house and their home. And I wanted to, along with Senator
Martinez, welcome our Governor, Governor Charlie Crist.

Chairman DopD. Well, thank you very much, Senator Nelson, for
that, and Senator Martinez as well, both of you, for introducing
your Governor. We are pleased to have him as our lead witness
this morning.

Charlie Crist was elected in November 2006, served as the Attor-
ney General of your State prior to that, and we are pleased that
you are here this morning to talk about this issue as it affects your
State and the Gulf States as well. So, Governor, welcome.

STATEMENT OF CHARLIE CRIST, GOVERNOR, STATE OF
FLORIDA

Governor CRIST. Thank you very much, Mr. Chairman, and
thank you, Senator Shelby as the Ranking Member, and Members
of the Committee. I thank you for the opportunity to testify here
today regarding the availability and affordability of property and
casualty insurance, and I applaud you, Mr. Chairman, for your
leadership on this critical issue. I want to thank my friends, Bill
Nelson and Mel Martinez, for their leadership on this issue as well.

A few weeks ago, our Senators introduced an array of legislative
options addressing insurance reforms. As you know, they call it the
“six-pack,” and it may have a seventh. I am so proud to work with
Senators Nelson and Martinez, along with our Florida Members of
the House of Representatives, to move toward the creation of a na-
tional catastrophic insurance fund.
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The role of the Federal Government in protecting the American
homeowner from skyrocketing homeowner’s insurance has been de-
bated for many years. Conceptually, the idea remains the same.
The debate now focuses on the millions of Americans impacted by
increased property insurance rates. Traditional insurance market
mechanisms are not adequately managing catastrophic risk, and
the financial strain on consumers can be felt from coast to coast.

Hurricane Katrina reminded us all of what a natural disaster
can do, not only to a specific region but to our Nation as a whole.
No specific area of our country is immune to natural disasters or
exempt from paying the recovery costs thereof. In the past, con-
gressional action created a bridge to homeowners in the form of na-
tional flood insurance. Congress has the opportunity once again to
provide homeowners relief in the form of a national catastrophic in-
surance plan.

During my campaign for Governor last year, I traveled our great
State, and I listened to the concerns of the people of Florida. Flo-
ridians are being forced to choose between paying skyrocketing in-
surance premiums or selling their homes. I have heard from many
Floridians who are worried that soaring premiums are threatening
their chance to raise their family in a Florida home. This is not the
American dream.

The hurricane seasons of 2004 and 2005 produced eight named
hurricanes that hit our Florida, costing the State $33 billion in
property loss. As a result, the number of carriers providing prop-
erty insurance coverage has been on the decline, and market con-
centration has diminished as well. Florida now relies on a greater
number of carriers, often smaller, recently formed domestic insur-
ers that provide coverage, rather than a handful of nationally
known insurance companies. The dramatic increased cost of rein-
surance, increased projected cost of building materials and labor,
and projection of future catastrophes have all contributed to signifi-
cant premium increases paid by Florida policyholders.

Commensurate with these issues, Florida’s Office of Insurance
Regulation, headed by Kevin McCarty, and in conjunction with our
new CFO, Alex Sink, has received a substantial increase in the
number of rate change requests from insurance providers. Florid-
ians understand the risk of living in our beautiful State. Our State
has made immense progress in reinforcement efforts and stricter
building codes to protect our citizens when the next storm surely
will come. However, these efforts are not enough to convince the in-
surance industry that Floridians are a worthy risk.

As Florida’s new Governor, I have heard directly from our people
that immediate insurance relief was needed. The people of Florida
cried out. They needed help, and we answered their call. Earlier
this year, the Florida Legislature did meet in a special session,
seeking solutions to runaway property insurance rates. We worked
together in a bipartisan way. We focused on results, not on politics
or the process. Together, we achieved a momentous step forward in
reducing property insurance rates for our people.

The legislature passed meaningful property insurance reform,
providing much needed relief to the people of Florida, and I must
at this time thank our Senate President, Ken Pruitt, and our
Speaker, Marco Rubio.
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The work of the Florida State Legislature has begun to address
the insurance crisis in our State, but Federal action is also nec-
essary. I implore Congress to take the next step to ensure the af-
fordability and availability of property insurance. I know that each
of you has chosen to serve the people of your State, with the end
goal of improving their lives and their well-being. Like me, you
want your citizens to have the opportunity to own a home without
the worry of losing it to out-of-control property insurance rates.

Mr. Chairman, you have been a leader on consumer issues in
Connecticut and in our country, and I applaud your efforts. Let me
please be clear. This crisis is not an exclusive issue for Florida.
Many other States are also facing insurance crises.

In February, I had the privilege of working with my fellow
Southern Governors, including Governors Barbour, Riley, and
Kaine of Virginia, in drafting a resolution urging our Congress to
create a national catastrophic fund. Governors throughout our Na-
tion deal firsthand with the impact of natural disasters, as do you.
I am also proactively working with Governor Schwarzenegger of
California, Governor Spitzer of New York, and Governor Perry of
Texas to advance a national fund proposal. Governors understand,
as you do, the need for such a program and look forward to work-
ing with you to formulate this legislation, much like as Senator
Nelson and Senator Martinez have already done in their forward-
thinking approach.

The problem of insurance availability and affordability in the
Gulf Coast area has been widely publicized, but it is a problem that
is now affecting other States as well. Mr. Chairman, as you prob-
ably know, the Connecticut Department of Insurance recently con-
ducted a study of its homeowners’ insurance market and deter-
mined that insurance availability within 1,000 feet of the shore is
difficult to find in the traditional market today. Coverage that is
available typically is 2 or 3 times more expensive now and often
available only through a specialty market. Similar problems are
being felt from Cape Cod to the Carolinas. The response from in-
surers is aimed at coastal exposure, but it ignores the very real
possibility that the next major catastrophe will not even touch a
coastline. Our country has a relatively brief history, but in that
time virtually every region of the country has experienced some
form of catastrophic event. The hurricanes in the Gulf are only our
most recent reminder of the risk from natural disasters, but we
would be naive to think that they are the last. We are all vulner-
able to natural disasters. Most of the States you all represent have
been impacted by hurricanes or tornadoes or wildfires or blizzards
or drought. Whether you live in Connecticut, Alabama, New York,
Hawaii, New Jersey, Ohio, Kentucky, North Carolina, or any other
State, we are all at risk.

That is why it is time, I believe, for Congress to move forward
and listen to the American people and create a national fund. A
Federal catastrophe fund would provide protection for American
homeowners throughout the country. A national program would
spread the risk across our country, thus strengthening our insur-
ance markets. Capital for the plan could come from a portion of the
property insurance premiums already collected by insurance com-
panies. The funds could grow tax free, provide the financial capa-
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bility to cope with the catastrophic risk, and allow affected regions
the ability to recover more quickly from the natural disasters they
may suffer. This Federal backstop, as Senator Nelson refers to it,
for insurers is an essential step to addressing our insurance crisis.

The situation is not just an issue of lowering insurance rates to
our citizens. It is also an issue of using taxpayer dollars in the
most efficient manner. Our current policy for managing the dev-
astating effects of catastrophic natural disasters relies heavily on
our Federal Government. Consider the $110 billion allocated so far
to facilitate recovery and rebuilding following Hurricane Katrina.
As generous as compassionate as the American people are, this cur-
rent system leaves much to be desired.

The subject we are discussing today is not new. What are new
are the insurance industry’s record profits, to the tune of $68 bil-
lion in 2006 alone. That is according to a Wall Street Journal arti-
cle from January 23, 2007. The insurance industry as a whole has
enjoyed lavish prosperity in recent years. I believe it is time for the
American people to participate in that prosperity by way of reason-
able insurance costs.

Our Nation’s response to natural disasters is one of defense. Mr.
Chairman, the Committee has a unique opportunity to play offense
by changing the mind-set within the Government. This change can
be made by creating a national catastrophe fund that will ulti-
mately protect our bosses—the American people.

The time is now to bring all the stakeholders to the table to do
what is right. I ask you to refocus our national effort away from
large-scale funded recovery after a disaster to proactive prevention.
A national catastrophe fund will create this transition. Clearly, this
practice makes the issue a national one, not only a local or a re-
gional problem.

For example, it is estimated that the Great Lakes and Plains
States will contribute approximately $26 billion to Katrina initia-
tives. However, these tax dollars are not risk based, and they will
leave little legacy that guarantees relief for the next natural catas-
trophe, regardless of where that natural catastrophe would strike.

A national plan would also raise the bar for disaster prepared-
ness and recovery. By encouraging States to adopt stronger build-
ing codes and emergency response capabilities, we would undoubt-
edly mitigate future economic damage while developing a cultural
preparedness that will create a safer environment for all of the citi-
zens of the United States.

Today, we must ask ourselves: What will make insurance more
available and more affordable for the people that we all serve? I
believe a national catastrophe fund will achieve that goal.

I thank you again for holding this hearing, Mr. Chairman and
Senator Shelby, for inviting me here today, and for your continued
interest and leadership on this crucial issue. I look forward to
working with Congress to solving the insurance crisis facing our
citizens. I thank you for your time and for your attention and for
your compassion, and I want to again thank my colleagues and my
friends, Senator Bill Nelson and Senator Mel Martinez, who serve
the people of our State so ably and so well.

Thank you, sir.
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Chairman DoDD. Thank you very much, Governor, for your testi-
mony. We thank our colleagues as well for their observations.

Let me just ask one question, if I can, of you, Governor, and that
has to do with—and I think you referenced this in your comments.
What has happened to the presence of private insurers as a result?
Some have suggested that as a result of the Cat fund which was
established in the State that the private industry has felt chal-
lenged by that and the result has been one of the contributing fac-
tors for them not staying in the State? What evidence do you have
that that is the case?

Governor CRIST. Well, I think the opposite is the case now, Mr.
Chairman. What is happening is we have expanded that catas-
trophe fund as it relates to Florida-specific. That is intended to en-
courage more insurers to come to the State, and they are coming.

As I mentioned in my prepared statement, many of them are do-
mestic, and some of them are smaller companies. But it is creating
greater competition and more choice for the consumers of the State
of Florida.

Recently, one company offered new rates that are 34 percent
lower than they were just a year ago. Two other companies’ rates
are more than 20 percent lower than they were just a year ago.
And additional companies, one in particular wants to bring $100
million of coverage to our State that did not do so before this spe-
cial session we had just in January.

Chairman DoDD. So you actually think it is having the effect of
attracting insurance companies.

Governor CRIST. I believe that it is, and we also have in Florida
something that may be unique. We have a Citizens Property Insur-
ance Company that is run by the State. This company came into
being a number of years ago as a result of the catastrophes that
we were facing. It offers greater competition. It was set up origi-
nally to be the insurer of last resort, required by law to only pro-
vide the highest rates. The special session changed that law. They
now can compete. And what the old threat used to be in Florida
by the insurance industry was, because the old mind-set used to be,
the only way you can improve the insurance market in your State,
Florida, is to allow rates to increase so you will attract more.

Well, that is exactly what was killing our citizens, were the in-
creased rates. Senator Nelson was right in his comments, the dou-
ble whammy of pocketbook issues in our State, our insurance pre-
miums, as well as property taxes. And we are working on both.

But this insurance company that is run by the State now can
compete, and what insurance companies used to say to us in the
private market is, If you do not allow us to raise our rates, we will
leave your State. Well, we do not want them to leave, but if they
liave now, we have protection for our people, and we owe them
that.

Chairman DoDD. How much is in your fund in the State? And
can it deal with the kind of situation that Senator Nelson de-
scribed?

Governor CRIST. Not a $50 billion situation, but it is up to about
$9 billion now, and we intend to increase it. That is why we feel
that, you know, this is sort of a mosaic and there are lots of pieces
to the puzzle across the board on this issue that will benefit Con-
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necticut, that will benefit Florida, that will benefit Alabama, and
every State in our country.

I had the opportunity—I guess you could put it that way—to be
in California at a World Series game and witnessed the earthquake
that stopped that game. Any State you are in in our country can
suffer from a natural catastrophe. That is why I think it is so im-
portant that you have been kind enough to hold these hearings
today.

Chairman DoDD. Senator Shelby.

Senator SHELBY. Senator Nelson, one of the concerns I have
about establishing a national catastrophe fund is that it may in-
crease the chances of financial crisis following a natural disaster.
Under your legislation, the national catastrophe fund would pro-
vide reinsurance to State insurance funds. Just as the Flood Insur-
ance Program has failed to charge actuarially sound rates, the na-
tional catastrophe fund is very likely to underprice the reinsurance
it would provide to State insurance funds. This is a concern of
mine. This price break would likely be passed on by the State
funds to their customers in the form of rates that are not actuari-
ally sound. This could have two results.

First, because State insurance funds would charge below-market
prices, they would underprice private insurers and obtain a signifi-
cant share of the insurance market in their States. As a con-
sequence, insurance risk could become concentrated in State insur-
ance funds.

Second, the failure of the State insurance funds to charge actu-
arially sound rates, Governor, means that they would probably not
collect enough premiums to cover their obligations. Accordingly, the
net effect of a national catastrophe fund would be to concentrate
insurance risk in undercapitalized State insurance funds. When a
natural disaster hits a State—Florida, Alabama, or anywhere—risk
will not be spread among numerous well-capitalized firms in the
private market, but concentrated in one financially impaired State
fund.

Senator Nelson, do you have any concerns that your legislation
at this point—and I know it is subject to change—would con-
centrate too much risk in State insurance funds? Do you under-
stand my concern?

Senator NELSON. Yes. Senator Shelby, I see problems with the
national catastrophe fund, but not in the way that you have stated
them, and——

Senator SHELBY. Why?

Senator NELSON. And I am going to answer that, but let me just
say that the six-pack of bills that we have filed is purely to get the
ideas on the table. What I have urged you for the last year, and
the Chairman more recently, is to get that emergency commission
going so that consensus can be built, because nobody has all of the
answers and, in fact, if they do, they do not want to share them
or they want to just protect their turf. And that is what is going
on in the industry today.

Now, what I see, the biggest problem with a national catastrophe
fund is not what you have said; it is the fact that you are going
to have a Star Chamber up there setting rates that will not have
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the accountability to the people. And whenever you have that, that
is not a good thing.

Senator SHELBY. Let me stop you, though. Do you believe that
any fund we set up should be actuarially sound? You know the
Flood Insurance Program is not actuarially sound. It is in debt of
$25 billion now. Do you believe it should be actuarially sound?

Senator NELSON. In theory, yes.

Senator SHELBY. In theory? What about practice?

Senator NELSON. Well, in practice. Take, for example, the Na-
tional Flood Insurance Fund. It would be great if you could have
it actuarially sound, but that means you are going to have to hike
all of the premiums, and politically that may not be available to
you and to the rest of the Senate and to the Congress. Therefore,
the Federal Flood Insurance Program has been subsidized by the
Federal Government for the last number of years since its exist-
ence. That is a perfect example of a response to your question
about these other funds.

Now, what these other funds do, if Florida had not had that ca-
tastrophe fund after the four hurricanes in 2004, it would be “Katy,
Bar the Door”; the insurance companies would have fled the State
of Florida. Is Florida’s fund actuarially sound, to take your ques-
tion back? The answer to that is technically no, because when the
fund is drained, it under Florida law goes out to assess the people
of Florida through the ratepayers of insurance policies.

Senator SHELBY. Well, my concern is that we should not dump
everything, including the risk in my home State on the coast, on
the taxpayers, as you well know.

Governor Crist, you recently enacted

Senator NELSON. May I respond to that?

Senator SHELBY. Yes, go ahead.

Senator NELSON. But the fact is that your taxpayers from north-
ern Alabama that do not have much of the risk that your people
from the south coast of Alabama do, they are paying it because, re-
member, in excess of $100 billion for Katrina has been paid by the
National Government.

Senator SHELBY. By the taxpayers.

Senator NELSON. By the taxpayers.

Senator SHELBY. I understand that.

Senator NELSON. So at the end of the day, the Federal taxpayer
is paying it now. We ought to devise a system

Senator SHELBY. Just because the taxpayer is paying it now, if
we are looking at a future catastrophe fund, shouldn’t we make
that, the best we can, actuarially sound?

Senator NELSON. And that is the reason for the consensus com-
mission.

Senator SHELBY. OK. I hope you are on the right track; other-
wise, this legislation will go nowhere.

Governor Crist, your recently enacted insurance reforms greatly
expanded the financial obligations of Florida’s insurer of last resort
and largest property insurer, Citizens Property Insurance Corpora-
tion. Citizens was allowed, as I understand it, to cover policy-
holders who could obtain insurance in the private market and to
write additional lines of insurance. I think you mentioned this ear-
lier.
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Governor CRIST. Yes, sir.

Senator SHELBY. Your reforms also expanded the amount of rein-
surance the State Hurricane Catastrophe Fund could provide to ap-
proximately $32 billion. Is that correct?

Governor CRIST. I think so.

Senator SHELBY. Yet despite the expansion of the financial obli-
gations of Citizens and the catastrophe fund, your reforms did not
increase the financial resources available to cover these obligations.
Your reforms reduced the rate Citizens charges, and the catas-
trophe fund, as I understand it, has approximately $1 billion in
cash. Critics have said that your insurance reform plan was not fis-
cally sound and that Florida has nowhere near enough money to
cover all the promises made to insurers and taxpayers. The sol-
vency of both Citizens and the catastrophic fund now depend on
the levying of assessments on all Florida policyholders following a
hurricane or an incident. However, a recent study found that the
assessments that would have to be levied in the event of a real dis-
aster on all policyholders in Florida to cover claims following a hur-
ricane—not before, but following—would range from approximately
$1,700 per household for a moderate hurricane to $14,000 per
household for a major hurricane.

Governor, if faced with levying such assessments, is it possible
that you would seek to waive them and look for other sources of
funding, such as us, the Government, to cover the shortfall?

Governor CRIST. Thank you for the question, Senator. Some of
your comment was not accurate. We have more in the fund. It is
about

Senator SHELBY. Correct the record if we were wrong.

Governor CRIST. Sir?

Senator SHELBY. You said it was not accurate. Correct the
record.

Governor CRIST. I was about to.

Senator SHELBY. OK.

Governor CRIST. Yes, thanks. It is about $9 billion that we have
in reserve.

Senator SHELBY. Not $1 billion?

Governor CRIST. Right.

Senator SHELBY. Not $1 billion in cash but $9 billion in reserves,
that is your——

Governor CRIST. It is my understanding we have the ability to
pay $9 billion, yes, sir.

Senator SHELBY. OK.

Governor CRIST. And it almost sounds like you are making my
case for a national catastrophe fund by way of explanation of how
at-risk many States, including yours, could be.

Senator SHELBY. Absolutely.

Governor CRIST. And that is why I think it is so important, Mr.
Chairman, that we have this discussion. Florida has been respon-
sible and we have responded to the needs of our people, just as you
would respond to the needs of the people of Alabama. And what we
have done in a responsible way is provide for a market and a cli-
mate and an opportunity to lower rates so that people do not have
to sell their homes, that they can stay in the Sunshine State, if
they wish, and not risk their homes as a result. We have done it
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in a way that is prudent, that is sound, that is responsible, but as
I said earlier, there are many pieces to the puzzle. And we look to
our friends at the Federal level because we are a union, we are a
United States, and we all have a duty to each other. And that is
what I am imploring you to do today, is give us a hand and help
us, too, as we would help Alabama.

Senator SHELBY. Well, I think you are right in that regard. We
are a union. We are in this together. But, on the other hand, if we
have learned one thing from the Flood Insurance Plan—I think it
came into being in 1968, more or less—it is insolvent today. It was
always actuarially unsound. And if we are ever going to learn a les-
son, we ought to learn a lesson there. And as we move forward in
this area, whatever we do, we ought to make it as actuarially
sound as we can, and we should look, I believe, at insuring million-
dollar homes—a lot of times they are a third home—you know, at
a cut rate, at a subsidized price, flood insurance, for example, and
other things.

Governor CRIST. May I respond to that, Mr. Chairman?

Senator SHELBY. Yes.

Governor CRIST. Thank you. Well, I do not disagree with some
of your comments, but I think it is important not only to look at
the Flood Program but look at the Katrina experience and let us
learn from it. As Senator Nelson ably pointed out, the Federal Gov-
ernment is giving the money anyway. It is already happening. And
it just strikes me from a common-sense point of view that if we can
do it proactively before the storm or disaster would hit, we can, you
know, have premiums come in, we can earn interest in this fund,
instead of shelling out the money that the taxpayers end up paying
ultimately anyway. Wouldn’t that be smart?

And the final point that I will make—and then I will be quiet,
Mr. Chairman—is that we have a national defense in this country
to protect us from foreign invasion. That makes sense, and it is
right and it is just and it is appropriate. Wouldn’t it make as much
sense to have a fund to protect us from natural disaster as well?
Don’t we have a duty to protect our people, whether it is from a
foreign invasion or from a natural or catastrophe? Our duty is to
protect and serve, and I think we share that duty.

Senator SHELBY. I would just respond to that. I think we share
a lot of views in this regard. My thought is to make it as actuari-
ally sound as we can.

Governor CRIST. I do not disagree.

Senator SHELBY. Not open-ended for the taxpayers to take a hit.

Thank you, Mr. Chairman.

Senator NELSON. Mr. Chairman, if I could just add one comment,
Senator Shelby, you may want to consider one of the other ideas
that is out here on the table, which is a regional catastrophe fund,
so that those who are most at risk on that particular natural catas-
trophe would create a regional catastrophe fund that would in-
sure—in effect, a reinsurance fund insuring against that catas-
trophe. Then you pinpoint more the risks to the ratepayers and can
make it, what you said, actuarially sound.

Senator SHELBY. Well, I think we should leave everything on the
table as we go forward, but we should go forward.

Thank you, Mr. Chairman.
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Chairman DoDD. Thank you, Senator Shelby.

Let me just make one additional comment. I see Senator Allard
is here as well, and he may have some questions for the Governor
and our colleagues.

One of the things that occurs to me, as I am listening to this idea
of the national fund or regional fund, we have to be careful what
we wish for in some cases, because certainly what will come with—
one of the problems with the Flood Insurance Program was it was
open-ended. Basically, it was a check-writing process, no matter
what the circumstances were. And as I pointed out in the opening
comments here, but for Katrina, actually the Flood Program was
working relatively well. Katrina blew it out of the water, and for
those reasons, we are probably going to have to do what the Com-
mittee did last year under the leadership of Senator Shelby, and
that was to have a forgiveness with FEMA; otherwise, it is just
never going to be paid, not at $20 billion, $25 billion.

But I can see when you come along with either a regional or na-
tional fund, all of a sudden watching a national regulator start dic-
tating to States and localities where building can occur, under
what circumstances, a variety of other steps that I suspect may run
into a bit of a buzz saw when you get the National Government
mandating now property needs to be managed and handled in a
way that—I can just hear the reaction if that happens to some ex-
tent.

So as I think about this option, also be conscious of the fact that
if you are asking for a national program to provide financial relief,
expect as well that national entity to probably have some very rigid
guidelines and standards that the States may find a little difficult
to accommodate, particularly when you consider the attractiveness
of some of our coastal States and the appetite to have homes and
businesses located in some of the most beautiful areas but some of
the most vulnerable areas as well to natural disasters.

And so as we look at this, we need to keep conscious of the possi-
bilities of having some negative reactions to the kind of restrictions
that may be placed on what happens under local zoning and plan-
ning.

Senator Allard, do you have any comments or questions you want
to make?

STATEMENT OF SENATOR WAYNE ALLARD

Senator ALLARD. Well, Mr. Chairman, I have an opening state-
ment I would like to make a part of the record, if I might, and then
I do have one brief question.

Chairman DoDD. Yes. Certainly, go ahead.

Senator ALLARD. You have talked about how property insurance
rates are skyrocketing out of control. I guess you made that com-
ment. Did we have some sort of artificial restrictions on how fast
insurance rates could increase on property and flood insurance and
whatnot prior to Katrina? Did we have any cap at all that re-
stricted the increase in property rates at all?

Governor CRIST. Not that I am aware of, no.

Senator ALLARD. I just wanted to check and make sure of that
because if we had some artificial restriction on how those rates in-
creased prior to the floods and whatnot, then all of the—if those
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were removed for some reason, then you could have an artificially
high increase. That is the point I am trying to get to.

Governor CRIST. That is a great question. No, sir.

Senator ALLARD. OK. So this is strictly just a market phe-
nomenon that has occurred in that area down there, and the rates
have increased, according to the insurance companies, based on the
risk.

Governor CRIST. Dramatically. One of your colleagues—if 1
might, Mr. Chair, one of your colleagues, Senator Menendez, indi-
cated that they have risen not only in Florida but in his New Jer-
sey as well.

Senator ALLARD. And why has the increase—I can understand
the increase in Florida, Louisiana, and whatnot. But why? Is it
that New Jersey is along the coast?

Senator MARTINEZ. The next panel for that one.

Governor CRIST. Yes, the next panel will probably tell you, but
my guess would be to make money.

Senator ALLARD. OK. But how do they justify that increase?

Governor CRIST. I have no idea, and I——

Senator ALLARD. OK. We will ask that of the next panel.

Thank you very much, Mr. Chairman.

Chairman DoDD. Thank you very much. Governor, we thank you
very much for your presence here today. It means a lot to us to
have you here, and you have spoken eloquently on behalf of your
State, and as your colleagues, the two Senators do, with great fre-
quency, as I mentioned earlier. And the reason we are holding this
hearing is because this is a national problem, and as you point out
accurately here, natural disasters hit all of us at one point or an-
other. I pointed out earlier that had some of these storms that you
have described and Senator Nelson and Senator Martinez have de-
scribed, had they moved a few degrees west as they went up the
coastline, they could have had some devastating implications on
the Northeastern States. I certainly recall back as a child growing
up in Connecticut the huge storms that we had hit. The 1938 hur-
ricane, I have a brother that was born in the middle of the 1938—
they did not call it a hurricane in those days. They called it a sand-
storm, I think, as they came through. We did not know how to pre-
dict them. It wiped out huge areas of the Northeast in 1938. In the
1950’s as well, we had a number of big ones that came through.
And you pointed out the natural disasters that hit other parts of
the country as well.

So this is an important hearing, and obviously your State has
been on the front lines of this given the devastation that has oc-
curred in Florida, and, of course, Katrina and the devastation that
occurred in the Gulf States. So we want to take some responsible
actions.

The commission idea is one that I endorse, and I would like to
have it move fairly quickly. As I mentioned to the former Chairman
here, the possibility of combining that with the reform of the Flood
Insurance Program, to mark up those bills in the next few weeks
to be able to move aggressively so that we could get a commission
to come back quickly with some recommendations as to how we
might pursue this, on the assumption we can come up with some
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consensus here with responsible people from the insurance indus-
try as well as others, to give us some ideas on what could be done.

So I thank you for the suggestions and ideas. I mentioned several
other points that we could possibly move on, the tax relief as well
as the issue of a mitigation program here, a revolving fund where
people would have to pay back but, nonetheless, provide some low-
cost loans to people to be able to take steps to protect their homes
and businesses against the problems of natural disasters.

So there are a number of things that I think we would like to
get moving on, and your testimony here today helps crystallize
those ideas. So we thank you immensely for coming, and I thank
both of my colleagues for their presence.

Senator Martinez obviously will be here. Senator Nelson, you are
more than welcome to join us on the Committee as well.

Senator NELSON. Thank you, Mr. Chairman. Thank you all, Sen-
ator.

Chairman DobpD. We will move to our next witness, Dr. Edward
Lazear, who was sworn in as the Chairman of the Council of Eco-
nomic Advisers in February of 2006. Before coming to the Council,
Dr. Lazear was a member of President Bush’s Advisory Panel on
Tax Reform. He is on leave of absence from Stanford University,
where he is the Jack Steele Parker Professor of Human Resources
Management and Economics, and the Morris Arnold Cox Senior
Fellow at the Hoover Institution. We thank Dr. Lazear for coming
to the Committee.

Doctor, thank you, and I say this to all of our witnesses this
morning. Your full statements and supporting documents and ma-
terials will be included as part of the record. If you can keep a bit
of an eye on the clock here so that we try and stay within time
here so we can get to some questions and get to our next panel.
Thank you very much.

STATEMENT OF EDWARD LAZEAR, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS

Mr. LazeAR. Chairman Dodd, Ranking Member Shelby, and
Members of the Committee, thank you for the opportunity to allow
me to testify today. Your Committee is tackling an important and
difficult set of issues in this hearing. I believe that we share simi-
lar goals. We all want homeowners and businesses to have insur-
ance against events that are beyond their control. The question is
how to provide it.

When Government gets into the insurance business, it under-
mines private insurance supply, and then individuals can only rely
on the Government for insurance. Governments are not very good
at providing insurance and should be wary about crowding out the
private sector, leaving individuals with no recourse other than to
rely on the Government.

The administration opposes legislation to create new Federal pro-
grams to backstop catastrophe insurance. There are a variety of
forms that the backstop could take. We believe that none of these
approaches would be helpful, nor are they warranted. They would
create primarily three kinds of problems for the economy:

First, the Government insurance would displace insurance pro-
vided by the private market. For the most part, that market is
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healthy, and were it not for other forms of interference, the market
could operate effectively to insure risks faced by homeowners and
businesses.

Second, a Federal program would undermine economic incentives
to mitigate risk because the program would likely distort rates
from their actuarial values. Individuals would be encouraged to
take on risks that are inappropriate, specifically putting them-
selves in harm’s way because they do not bear the full expected
cost of damages incurred.

Third, the Federal backstop would mean that all taxpayers na-
tionwide would subsidize insurance rates for the benefit of a rel-
atively small group of people in high-risk areas. The general tax-
payer would pay for actions over which they have no control. Those
who can avoid the risk would be passing the costs onto others, cre-
ating a system of distortion and inequity.

For the most part, the national insurance industry is healthy
today, despite the record $57 billion estimated in insured losses in-
curred as a result of the 2005 hurricane season. Industry-wide cap-
ital available to cover future losses actually increased during 2005.
Although it is true that Florida, North Carolina, and parts of Mis-
sissippi, Louisiana, and Alabama are experiencing difficulties with
insurance availability, much of this can be traced to certain regu-
latory actions at the State level.

First, some States have used regulation to suppress prices, which
has the effect of making insurance unavailable where it might be
most needed. The role of State regulation should be to protect con-
sumers from fraud and inadequate risk management by insurance
companies, but States sometimes use their regulatory power to con-
trol prices. This discourages insurance companies from voluntarily
providing insurance in those high-risk areas where unregulated
rates would naturally be the highest. Insurers need to charge rates
that are high enough to allow them to cover expected losses and
{)urchase reinsurance or maintain surpluses to cover catastrophic
osses.

Second, a national catastrophic risk insurance plan would likely
distort rates and undermine economic incentives to mitigate risk.
The experience of the National Flood Insurance Program and the
steps needed to reform it illustrate some of the challenges that
would likely arise in a broader Federal natural catastrophe insur-
ance program. The National Flood Insurance Program plays an im-
portant role in helping homeowners insure against flood losses, but
it needs to be further reformed and should not be expanded.

Reforms passed in the 2004 authorized a pilot program to remove
some of the worst repetitive loss properties from the flood insur-
ance rolls, and the President’s fiscal year 2008 budget calls for dou-
bling the funding of this program. Furthermore, the administration
has proposed several principles for improving the National Flood
Insurance Program, including making premiums more flexible and
actuarially sound. We look forward to working with the Committee
on developing these principles. However, the challenges of this pro-
gram show it does not serve as a good model for broader Federal
catastrophe insurance programs.

National catastrophe risk insurance would displace private insur-
ance and undermine the economic incentives to mitigate risk. It
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would force all taxpayers nationwide to subsidize insurance rates
for the benefit of a relative small group of people in high-risk
areas. This would be both costly and unfair to taxpayers.

Returning to the example of national flood insurance, the finan-
cial consequences of passing claims on to the general Federal tax-
payer is no minor issue. The National Flood Insurance Program
has borrowed $16 billion from Treasury to cover the 2005 losses.
The cost will in large part be borne by taxpayers nationwide, many
of whom are not exposed to flood risk and do not receive coverage
under the program. The insurance industry is healthy, and the pri-
vate sector is well equipped to provide insurance for hurricanes
and other natural catastrophes, but State regulators and the Fed-
eral Government must allow the private market to function. There-
fore, the administration believes that a Federal program to provide
catastrophe risk insurance at the Federal level, although well in-
tentioned, would have significant adverse consequences to the econ-
omy and would be unfair.

I welcome your questions.

Chairman DopD. Thank you very much, Doctor, and we appre-
ciate your being here today. I should point out you have very
strong statements about the opposition to a Federal program to
provide catastrophic risk insurance. Is there anything you believe
the Federal Government should be doing in this area?

Mr. LAZEAR. I think that the Federal Government should encour-
age the private sector to be active in providing insurance, and to
the extent that the Federal Government is involved in insurance—
for example, through the National Flood Insurance Program—we
have to be careful that we make sure that we charge the right
rates and that we do not drive out other insurers who could be
competitive. And let me be specific because I know Senator Shelby,
who talked about this earlier, has strong views on this as well.

The last thing I think we want to do is create a structure where
we induce people to locate in harm’s way. The best way to avoid
doing that is to make sure that we charge people the actuarially
fair rates for being in those areas. That said, we have a program
in place right now; the National Flood Insurance Program is in
place right now. We certainly do not believe that we can pull the
rug out from under people who have relied on that program, and
as a result, we have thought about ways to reform this, and I think
some of the positions that the Senator has taken on that are con-
sistent with the way the administration is thinking about it as
well.

Chairman DopD. Well, we were talking about it, and I hear what
you are saying. Take Louisiana, for instance, New Orleans here.
We are talking about people here, not all of them living in fancy
homes on Bourbon Street here who were hurt. A lot of very des-
perate people were adversely affected by that. What is our answer
to be? Is it sort of tough, that is the way things go? I mean, there
is no insurance down there today. You have 300,000 homes in that
city that are either uninhabitable or totally destroyed.

Mr. LAZEAR. Right.

Chairman DoDD. There is little or no insurance available so you
cannot get mortgages, you cannot get loans to rebuild. Things are
absolutely stalled as they presently stand. Doesn’t the National
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Government—I mean, if that were my State here in devastation
like that here, or someone else’s State, I would expect my Govern-
ment to want to stand up and help at a moment like that.

Mr. LAZEAR. What I would say is that we want to make sure that
help is available. The question is whether it should be done by the
National Government or whether it should be done by the private
sector.

Now, that is why I distinguish between things that were done in
the past and things going forward. If you have a system in place
and people have relied on that system—you talk about New Orle-
ans. I think that is a great case in point—you simply cannot
change the rules on those people midstream and say, well, just
tough. I mean, obviously, we have to have compassion for individ-
uals who have bet on the coverage that was there in the past. And
it is for that reason, I think, that the President felt strongly about
the reauthorization of the National Flood Insurance Program in
2004. But it was also the case that he felt that as we look forward,
as we go forward, as we think about new programs, we do not want
to get ourselves into the same situation that we were in then. We
want to try to take actions that will encourage the private market
to come in and to take care of those risks that were previously cov-
ered by the Federal Government.

To the extent that we can do that, I think we move in a better
direction, because I believe—and I think the President believes—
that the private market will do a better job, actually, at insuring
these people, at providing the kind of coverage—again, going for-
ward, not talking about going backward—that we need to have.
And it is extremely important that we do that.

I would be careful about getting in the way of the private sector
in terms of providing——

Chairman DoDD. You have made that point. I hear you saying
that. I am curious as to whether or not you believe the administra-
tion takes the view, then, that the Flood Insurance Program—put-
ting aside its obligations under the existing one, but do I hear you
saying, in effect, that if you had your druthers, you would elimi-
nate that program as well?

Mr. LAZEAR. No, that is not the position of the administration.
Again, we did prefer reauthorization of that program, but, again,
with——

Chairman DoDD. Let me make a distinction between the reau-
thorization of that program as opposed to doing something like a
national catastrophic risk——

Mr. LAZEAR. Well, again, I would

Chairman DoDD. Similar ideas here to deal with natural disas-
ters.

Mr. LAZEAR. Similar, but one is new and one is old, and I would
go back to that——

Chairman DoDD. Aside from the newness and the oldness of it,
what about the principle involved here?

Mr. LAZEAR. I think that is the key principle. The key principle
is that when national flood insurance came in—that was about 30,
40 years ago.

Chairman DoDD. 1968.
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Mr. LAZEAR. 1968. Insurance markets were different. Capital
markets were different. Now we have much more sophisticated
both insurance markets and capital markets.

For example, we have national catastrophe bonds—catastrophe
bonds which you can purchase on the market, which is a form of
insurance that individuals can take. You can diversify risk that
way. Those are a relatively new development.

What that means is that we have mechanisms available today,
again, going forward, to deal with other kinds of risks that we did
not have available when that program was first instituted.

Chairman DoDD. I understand that. I am just trying to under-
stand, putting that aside, then, if I was coming and proposing to
you today a National Flood Insurance Program, the administra-
tion’s view would be to oppose that idea.

Mr. LAZEAR. I do not know that the administration would nec-
essarily oppose a new program. We would certainly oppose expan-
sion of the National Flood Insurance Program right now. We be-
lieve that given the program as it stands—and, again, I am making
the same point, so I hate to be

Chairman DoDD. I am just trying to understand the distinction
here. I understand your point that you have made here, but the
Flood Insurance Program has got some problems. We all admit
that. It needs to be fixed.

Mr. LAZEAR. Right.

Chairman DoDD. But I am trying to get at a deeper point here
with you, and that is, whether or not the administration takes the
view that even the National Flood Insurance Program is a program
that probably is one that does not really deserve to be reauthor-
ized, looking forward, again.

Mr. LAZEAR. That was not the position. Again, the position was
that we favored reauthorization. We did so in 2004. So the answer
to that question would be no.

Chairman DopD. All right. Senator Shelby.

Senator SHELBY. Thank you, Chairman Dodd.

Mr. Chairman, you are Chairman of the Council of Economic Ad-
visers with the administration, and you have a deep background in
economics. If a Federal bailout is required, what impact could it
have on the Federal budget? And does your analysis provide any
insight into the impact of a national catastrophic fund, what it
would have on the Federal budget if it is not put together right?

Mr. LAZEAR. We do not have specific numbers to answer that be-
cause we would have to be thinking, obviously, about a specific
plan. In order to score that, we would have to be quite specific
about it. But the general impact is clear. If we were to have a bail-
out, then we would be passing the costs onto other taxpayers. And
there is simply no doubt that that would have distortionary effects
through the rest of the economy because you have to raise taxes
in order to fund that, and that is the general principle.

Senator SHELBY. We understand that there are a lot of people in
circumstances beyond their control. They live in certain areas.
They are challenged economically. We have them in my State. We
have them in Louisiana. We have them in Mississippi. We have
them in New Jersey. Everywhere. And something ought to be—if
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we come with an insurance program or flood insurance reform, we
would have to look into protecting those people to some degree.

But why do we have to continue to insure million-dollar homes,
whether it is my State of Alabama, Florida, New Jersey, Louisiana,
where people are in a flood-prone area and sometimes it is their
third home, too? You understand what I am getting at.

Mr. LAZEAR. I do.

Senator SHELBY. Why should the average working person paying
taxes in America have to do that?

Mr. LAZEAR. We believe that one of the major problems in terms
of fairness associated with a national program is that it does pass
the burden onto the general taxpayer. Sometimes the expenditures
go to good purposes and go for things which we would all agree are
important and fair. Sometimes they do not.

The point is that, no matter where we spend those monies, the
cost will be borne by the general taxpayer, sometimes by people
who are more needy than the individuals who receive those funds,
and that is always a problem in terms of redistributing from one
party to another. Sometimes it helps in terms of fairness, some-
times not.

Senator SHELBY. We have all referenced the Flood Insurance Pro-
gram because we know it is not actuarially sound, was never actu-
arially sound. It is nearly 40 years old—1968. We tried to reform
it last year. The whole Congress is aware of that. We had, I
thought, a pretty good bill that came out of this Committee. It did
not please everybody, but it came out of this Committee very
strongly.

Doctor, I believe that we could be headed toward establishing a
commission to review these issues. I think that if that is the direc-
tion that we take, we need to make sure that such a commission
is appropriately comprised and put together—the taxpayer advo-
cates, pro-market advocates, those familiar with the risks associ-
ated with coastal development, and others that would be able to
participate in this commission. In other words, it would be broad-
based and not slanted toward another so-called Flood Insurance
Program that is actuarially unsound and does not work. Do you
agree with that?

Mr. LAZEAR. I agree with that, Senator.

Senator SHELBY. Thank you, Mr. Chairman.

Chairman DobDD. Could I just ask—I should have asked this
question myself. We have talked about this commission idea. Does
the administration support the idea of having a commission, sort
of a 90- or 120-day brief window here to take these various ideas?
I do not know if you heard Senator Nelson

Mr. LAZEAR. I did, yes.

Chairman DoDD [continuing]. Talk about the fact, and he is accu-
rate in this. We are going to hear a lot of—in fact, in the next
panel you will hear a lot of different thoughts on what ought to be
done here, that we ought to try and pull some of this together so
we get some clarity on this.

Does the administration support the commission?

Mr. LAZEAR. I think the administration would look forward to
hearing from a commission that was broad-based, as Senator Shel-
by suggested, and that focused on providing new information. This
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is an area that is pretty well understood. The insurance area has
been researched and researched for probably 50 years, so it is not
a new problem. It is a problem that is pretty well understood in
the economic literature. But there are certainly facts that could be
uncovered by such a commission.

For example, some States have done things better than other
States. Some States have run into difficult problems. It would be
useful, I think, for a commission to perhaps unearth some of those
problems and make those public, and we could learn from that. I
think more information is always better. It is pretty hard to oppose
getting more information.

Chairman DobpD. Thank you very much.

Senator Allard.

Senator ALLARD. Thank you, Mr. Chairman. I would like to fol-
low up a little bit on a question that I posed to the Governor. You
also referred to it in your remarks, and that is that some States,
their Insurance Commission artificially held down insurance rates.
Could you share with us which States that might have occurred in?
Were they the coastal States that we are looking at and talking
about now?

Mr. LAZEAR. 1 probably would defer to your next panel. I think
the panel to which they referred was actually not this panel, but
it was the one where you are actually having the experts from the
industry.

Senator ALLARD. OK.

Mr. LAZEAR. I would prefer to have them testify on it in detail.

Senator ALLARD. But you do see that as a problem?

Mr. LAZEAR. It is certainly a problem because if you constrain
the rates, then obviously insurance companies have a choice: either
they produce the insurance, provide the insurance at rates that are
below their actuarial costs, or they opt out. And most have opted
out.

Senator ALLARD. Yes, and so it is supply and demand. If you can-
not make a profit at a certain rate, you just discontinue providing
the service. You do not have any choice. You cannot keep a busi-
ness going and take a loss year after year.

Mr. LAZEAR. Simple economics.

Senator ALLARD. But your view is that the insurance companies
have actually been doing relatively well in the last few years in
many cases. Are you looking at it from a national basis, or are you
looking at it on a State-by-State basis?

Mr. LAZEAR. Looking at it from a national basis, the insurance
companies have been able to increase their solvency, increase the
size of their funds available for paying off catastrophes.

Senator ALLARD. And that is probably by design, isn’t it? Because
the risks are getting greater, so you have to have larger pools out
here. If you have any more Katrinas, you know, you are not in
business any longer if you are insuring that. You have got to have
a larger pool. So talk about that a little bit, if you would.

Mr. LAZEAR. Yes, in fact, the insurance—that is an excellent
point. Insurance companies have redone their models of the risk,
of the expected costs associated with disasters. In particular, what
is important—and I will try to avoid economic jargon, but what is
particularly important is the correlation among bad events. If lots
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of bad events happen at the same time, then that puts insurance
companies in a worse situation than if these events are
uncorrelated, if they are kind of random.

What happens is when you get populations moving to particular
areas, so you have—for example, in Florida, as the population of
Florida grows, you have more and more people who are at risk in
an area that would be hit by one event. It tends to increase the
correlation, and insurance companies have had to take that into ac-
count in adjusting their actuarial calculations, and that is what
they have done.

Senator ALLARD. The question was posed by the Chairman: What
is it the Government can do to help property and casualty insur-
ance? In my view, they can get their act together as far as deter-
mining these floodplains. I mean, FEMA is not—they are not any-
where close to getting all these floodplains designated. In some
areas, we have areas that are not in floodplains, but the maps
show they are in it. We have other areas where they are shown out
of a floodplain but in reality they are in floodplains that have heav-
ily been built into.

So, you know, I think one of the reasons that the flood insurance
is not working is because we have not done a good job of defining
the floodplain.

Mr. LAZEAR. Again, that would be consistent with the view of
basing costs on risk. So the floodplain is an extreme example of a
very high-risk area, and the problem is we do not price it appro-
priately.

Senator ALLARD. Yes. Now, it seems to me if the Federal Govern-
ment in flood situations, particularly Louisiana and Mississippi
and those States that were impacted by Katrina, we have not been
particularly hesitant about handing money over to those areas, and
that has all gone to low-interest loans and whatnot, which is a way
of providing, I guess, some insurance on a case-by-case basis to one
locale that gets adversely impacted. So, in a way, the Government
is already involved, would you say?

Mr. LAZEAR. That is correct. The block grant program that was
associated with some of the recent disasters has put a significant
amount of money into those regions. Mississippi got $5.4 billion,
Louisiana $10 billion. Some of that has been used, by the way, for
insurance, so, for example, in Mississippi, approximately $80 mil-
lion went to purchasing reinsurance for that State.

So there are a variety of mechanisms that can be used, and I
think some of the States have done a good job in using funds pro-
vided by the Federal Government to enhance the quality of the in-
surance—and, again, in cooperation with the private market,
which, again, in my view, is probably the best way to do it.

Senator ALLARD. And how do you figure that into your rate set-
ting? Or is that a factor?

Mr. LAZEAR. Well, it is certainly a factor in terms of the private
companies figuring it in. If they get cheaper reinsurance, of course,
that lowers the rate, and I suspect that some of that is going on
in Florida as well, as the State provides cheaper reinsurance rates.
So that does do that.

Now, again, one has to be very careful about doing that because
to the extent that we subsidize reinsurance, either at the State
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level or the Federal level, again, what you are doing is you are say-
ing you are essentially changing the true cost that the individuals
see when they locate in an area. And so, again, you are giving an
additional incentive by making that insurance cheaper than it oth-
erwise would be to locate in harm’s way.

I think we have to think carefully about any kind of reinsurance
program as well.

Senator ALLARD. So your view is that the market is pretty well
working, the free market is pretty well working at this particular
point, with——

Mr. LAZEAR. My view—sorry.

Senator ALLARD. I mean, the insurance industry has traditionally
relied on State regulation as avoiding Federalizing these programs,
and I guess the market approach, feeling that States are in a com-
petitive environment with each other—I mean, if you get insurance
too high, an insurance company will not do business in your State.
And it could have an impact on ownership and population in that
State.

Could you talk about that some?

Mr. LAZEAR. Yes. The insurance industry is quite a sophisticated
industry, obviously. It is sophisticated in many respects, but it is
also a reasonably competitive industry. There are a number of
large companies out there, some smaller ones, that can compete
and do compete on the basis of rates and other kinds of services.
As long as we have a well-functioning, competitive system—and
what I mean by well-functioning, competitive system is that insur-
ance companies can compete with one another and that they are
not undermined by competition from the State or the Federal Gov-
ernment—then those companies can provide effective insurance
and, I would argue, better insurance and better coverage to the av-
erage citizen of the State.

Again, I go back to my earlier statement. I am very uncomfort-
able when the State or the Federal Government comes in and pro-
vides cheaper insurance that, in the short run, looks like a better
deal to the citizens, but then drives out the private market. And
then what you find is that everybody has to rely on the Govern-
ment and only on the Government. And then something happens
and the Government is not there to pick up the slack.

So that is my big concern about having programs that are well
intentioned but have the side effect of driving the private market
out.

Senator ALLARD. And more Government control.

Mr. LAZEAR. More Government control.

Senator ALLARD. Yes. Thank you, Mr. Chairman.

Chairman DobDD. Thank you very much.

We have been joined by Senator Carper. Tom, do you want to
submit some written questions here, or do you want to go to the
next panel?

Senator CARPER. Let’s go to the next panel. Thank you.

Chairman DopD. Well, thank you.

Senator SHELBY. Doctor, could you compare in any way or con-
trast, compare and contrast the national catastrophe proposal as
we understand it at this point with TREA and its future?
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Mr. LAZEAR. Yes. TREA, as you know, when the President au-
thorized or suggested TREA, it was viewed to be a temporary pro-
gram.

Senator SHELBY. Absolutely.

Mr. LAZEAR. And it came in as a temporary program and as a
pr(i%ram to deal with a very new situation where the risks were not
well—

Senator SHELBY. And it is working, is it not?

Mr. LAZEAR. I believe that it has worked because we have seen
the private market actually increase in parallel to TREA.

Senator SHELBY. Absolutely.

Mr. LAZEAR. And it looks like now we

Senator SHELBY. And we scaled it back some, did we not?

Mr. LAZEAR. We have scaled it back, and, in fact, private insur-
ance is functioning and well developed. So we would expect that
the temporary nature of TREA would be something that would give
way in the future to the private market, and, you know, obviously
you are thinking about those issues right now, and I think you will
be exploring that with the administration.

That is a slightly different kind of issue than thinking about
risks that are well known, that we have seen in the past, where
there is the ability to diversify these risks and we can deal with
that at the private level and can already deal with that at the pri-
Vatle{ level. So I guess that would be the distinction that I would
make.

Senator SHELBY. Thank you.

Thank you, Mr. Chairman.

Chairman DobpD. Thank you very much, Doctor. We appreciate
your testimony, and we will leave the record open. Colleagues, I am
sure, will have some additional questions for you. We would ask
you to respond to them as quickly as you can.

Thank you very much.

Let me introduce our next and last panel here. We have a very
distinguished group of panelists. I appreciate their patience this
morning in listening to the earlier testimony.

Let me begin with Commissioner Walter Bell, who was named
Alabama’s chief insurance regulator in January of 2003, also Presi-
dent of the National Association of Insurance Commissioners, a po-
sition he was elected to in December of 2006. Commissioner, we
welcome you. Thank you for being with us.

Governor Marc Racicot is with us this morning. He began his
tenure as President of the American Insurance Association in Au-
gust of 2005, joined AIA from the law firm of Bracewell & Giuliani,
and he was a two-term Governor of Montana and someone whom
I have come to know and respect immensely. Marc, we thank you
for being with us here this morning.

Our third witness is Dr. Robert Hartwig, the President and Chief
Economist of the Insurance Information Institute. He previously
served as Director of Economic Research and Senior Economist
with the National Council on Compensation Insurance in Boca
Raton, Florida.

Mr. David Guidry is President and Chief Executive Officer of
Guico Machine Works, located just outside New Orleans in Lou-
isiana, and, Mr. Guidry, we thank you for being here with us this
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morning as well. Mr. Harold Polsky is with us, a homeowner who
recently moved from Port Richey, Florida. I mentioned both of
these individuals in my opening comments. We thank them for
being with us.

Frank Nutter has been President of the Reinsurance Association
of America since May 1991. He held the same position with the
RAA from 1981 to 1984. Prior to becoming President in 1991, Mr.
Nutter served as the association’s general counsel.

Admiral James Loy is National Co-Chairman  of
ProtectingAmerica.org. Admiral Loy is the former Deputy Secretary
of the Department of Homeland Security, former Administrator of
the Transportation Security Administration, retired from the Coast
Guard as its Commandant in 2002, and we are pleased to have you
with us. And as someone who has represented that academy for a
long time, I am delighted to have you be a part of the panel here
this morning.

And, last, Mr. Chuck Chamness was appointed President of the
National Association of Mutual Insurance Companies in September
2003. Prior to his appointment, he was Executive Vice President
and served as Vice President of Public Affairs from 1995 to 2003.

We have a lot of you jammed in here. I apologize for that, but
we wanted you all to get to know each other well here. So we have
a little intimacy up here, elbow to elbow packed in. You look like
you are passengers on one of our new airliners today here, jammed
in here.

[Laughter.]

At any rate, let me begin with you, Commissioner Bell, and
thank you for coming this morning. Then we will move right down
the line in the order that I have introduced all of you here—at
least the order I have introduced you rather than the order you are
sitting here. And I will call on each one of you in case you fail to
remember which number you were in the list.

Commissioner, we thank you. Keep your eye on the clock, by the
way, so try and live within that timeframe for me here.

STATEMENT OF WALTER BELL, COMMISSIONER, ALABAMA DE-
PARTMENT OF INSURANCE, ON BEHALF OF THE NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS

Mr. BELL. Thank you, Mr. Chairman, Ranking Member Shelby,
and Members of the Committee. Thank you for the opportunity to
testify here today on behalf of the National Association of Insur-
ance Commissioners. My name is Walter Bell. I am the Insurance
Commissioner, as you stated, for the State of Alabama, and I also
serve as President of the NAIC. As a commissioner and citizen
from the Gulf Coast, I commend you for holding this hearing today
on this crucial national issue.

State insurance officials from coastal States are seeing signifi-
cant problems near the water with the insurance availability and
affordability. Rising rates near the coast are challenging many cur-
rent homeowners. Retirees and those living on fixed incomes who
have lived in their homes for years are now finding their insurance
costs doubling, or worse. Likewise, rising rates are also challenging
real estate development as more properties are going unsold be-
cause buyers cannot find affordable coverage. Some insurers are



33

even reducing the number of policies they are willing to write at
the coast, regardless of price, due to the exposure of Katrina-like
events.

The uncertainty of anticipating future losses is the main factor
that adds volatility and subjectivity to the insurance pricing. Insur-
ers and reinsurers are becoming more conservative with where
they place their business, and rating agencies are requiring these
companies to retain more capital to maintain their ratings. Car-
riers are responding to changes in perceived risk by scaling back
where they are willing to offer coverage, by reducing the number
of policies they rate, and by raising prices.

A recent report by Guy Carpenter indicates that in 2006, reinsur-
ance rates across the U.S. rose 76 percent on average, and that
number is far higher near the water. This increased cost is passed
on to consumers, and it is contributing to the growing gap between
what they can afford and what insurers are willing to charge.

Property insurers are often licensed in 50 States, but the policies
they sell, how they are underwritten, and how they are priced
makes them an acutely local product. As part of my written testi-
mony, we provided brief snapshots illustrating the challenges of in-
surability in a number of coastal States. The common theme in
these snapshots is that most coastal states have a relatively
healthy market, except for areas within a few miles of the water.
In those areas, much of the coverage is provided by State-run in-
surers or surplus line carriers. What little coverage is provided by
the market is typically expensive and often carries high-deductible
and other coverage limitations.

The risk associated with large natural disasters is managed
through a variety of means. Much has been talked about about the
flood insurance. Floods are covered by the Federal programs.
Earthquakes are largely uninsured or covered by a State entity.
And wind is covered, but often augmented by a State wind pool.
Very few areas of this country are not threatened by some form of
devastating event, yet few people have comprehensive insurance
coverage that fully reflects that risk.

There is no single solution to this problem. State governments
and insurance officials are taking a variety of steps to manage the
risk exposure in their State, but as Congress considers its own in-
volvement in this challenge, there are a number of ideas that merit
attention. Perhaps the biggest idea is a concept of an all-perils pol-
icy, a single policy for a single risk-based premium. A lesson
learned from Hurricane Katrina is that consumers clearly expect
all-perils coverage, and the current system of two or three separate
policies just to cover one piece of property is ineffective and leads
to gaps in coverage. All-perils coverage should be a private market
solution, and any national insurance program should serve as a
backstop to augment the private market, not supplant it.

We must also consider adopting mitigation efforts such as re-
sponsible land use policies, better building codes, and retrofitting
programs to strengthen existing homes. Tax-deferred reserves for
individuals and insurance companies should also be considered to
increase market capacity and give consumers another option to
manage the property risk.
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The NAIC strongly endorses the concept of a national commis-
sion to analyze the problem and develop the best mix of solutions.
State insurance commissioners look forward to working with this
Committee to find the right answers to the problem.

Again, thank you for holding this hearing this morning and for
inviting me to participate, and I will be pleased to answer any
questions.

Chairman DobDD. Thank you very, very much. That was very
helpful testimony. We thank you for coming this morning.

Governor Racicot, thank you very much.

STATEMENT OF MARC RACICOT, FORMER GOVERNOR OF
MONTANA, AND PRESIDENT AND CHIEF EXECUTIVE OFFI-
CER, AMERICAN INSURANCE ASSOCIATION

Mr. RacicoT. Good morning, Mr. Chairman and Ranking Mem-
ber Shelby. Thank you for the opportunity to appear in front of the
Committee. Good morning as well to Senators Allard and Carper.

My name is Marc Racicot, and obviously it is an understatement
to take note of the fact that Hurricane Katrina has focused re-
newed attention on the role of the private sector insurance industry
in managing natural catastrophe risk. Fortunately, we believe very
strongly that the insurance industry is well positioned to do that.
However, insurers must have the tools available to them to meas-
ure, reduce, and fund those exposures. By contrast, in our judg-
ment, quasi-governmental Cat Funds, draconian regulatory restric-
tions, and new legal liabilities not only fail to address the true
problems but also threaten the viability of our Nation’s private in-
surance mechanism.

In responding to Hurricane Katrina, just to put this in perspec-
tive, I believe that the insurance industry performed extremely
well under very difficult circumstances. To date, claims payments
have totaled about $40 billion. More than 95 percent of the claims
have been successfully resolved. Less than 2 percent have been dis-
puted, and less than 1 percent across the Gulf have ended in litiga-
tion. Those, however, even though they comprise a minority of the
number of instances of dispute, nonetheless have received most of
the attention.

As a Nation, we know that we have to make certain that we are
prepared for and can respond quickly to future catastrophes, and
insurers are fully committed to working with local, State, and Fed-
eral policymakers to make this happen.

I have had the chance to testify before Congress on this subject
several times before, and I have shared our perspective with South-
ern Governors at their recent meeting in Washington in February.
Each time that I have had the chance to talk with policymakers,
I have strongly urged them to act carefully. Thankfully, last year’s
hurricane season was remarkably mild, but hurricane experts, as
we all know, are calling for another active season in 2007, and each
year more and more people populate our Nation’s most vulnerable
coastal communities, sometimes estimated those emigrating into
Florida to be in the neighborhood of 1,000 to 1,400 people a day.
And how are we advising them of the risks that are associated with
the decisions they make?
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At the same time, I am here today to urge appropriate scrutiny
and care as this Committee sorts through the various Federal legis-
lative proposals that have been introduced into this Congress. The
reality is that there are no quick fixes or easy answers. However,
I can assure the Committee that punitive measures directed at in-
surers, including recently introduced bills to repeal the McCarran-
Ferguson Act, are wholly unrelated. They will do literally nothing
to improve the availability or affordability of coastal insurance. In
fact, the cruel irony is that they will have a serious and detri-
mental effect on the very markets that they purport to assist.

We have proposed a reform agenda that we believe in principled.
It discards the path of least resistance and instead focuses upon
sound financial, capital market, and environmental principles. It
consists of four major principles: mitigation and land use planning,
regulatory and legal reforms, tax incentives, and National Flood In-
surance Program reforms. We are also working to identify other
measures that can be put in place to address concerns expressed
about the availability and affordability of natural catastrophe in-
surance. These measures would be designed to preserve the essen-
tial role that the private insurance sector plays in recovery and re-
sponse, while at the same time recognizing the post-Katrina chal-
lenges that are still facing coastal communities.

As this Committee is well aware, several bills have been intro-
duced this year to address different aspects of the natural catas-
trophe issue, but I would like to offer just a couple of thoughts
about two of them.

The Homeowners Insurance Protection Act would create a Fed-
eral reinsurance mechanism to encourage States to establish Cat
Funds based on the premise that large-scale natural catastrophes
are uninsurable by the private sector. We respectfully but strongly
disagree with the premise. Even after Hurricane Katrina, private
sector capacity for natural disasters has increased. Ironically, the
single greatest threat to private sector risk transfer mechanisms is
not the force of hurricane winds, but legislation and regulations
that displace available private capital or make it economically
unfeasible for private companies to operate in coastal markets.

Despite their seeming promise of short-term relief, Cat Funds
are no panacea for natural catastrophe risk, and they can lead to
generational inequities among policyholders, unfair geographic and
cross-sectional subsidization, and increased building in catas-
trophe-prone regions.

Another bill, the Homeowners Insurance Non-Coverage Disclo-
sure Act, would require insurers to restate the terms of their pri-
vate property insurance policies in plain language that may well be
at odds with the actual contract language. It would increase com-
plexity and the likelihood of litigation rather than address the
issue at hand.

Unquestionably, these are tough and complex issues. The prop-
erty/casualty insurance system, like any human enterprise, is not
perfect, but it has been in place since the beginning of our Nation,
and it takes good care of millions of Americans. It pays about $250
billion a year in damages that they sustain to their property, and
I would suggest that is the threshold and most significant decision
that will be made by policymakers. Do we want to preserve the pri-
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vate property protection system that, with its imperfections, has
operated extremely well? Or do we want to move more and more
toward the socialization of this protection system as we address
these issues on an episodic basis? The last thing we want to do, it
seems to me, that any Government can afford to do in the name
of reform is to irreparably compromise the capacity of the private
insurance industry to continue doing what it has done well over
these last 150 years.

Thank you, Mr. Chairman.

Chairman DobpD. Thank you, Governor, very much.

Dr. HARTWIG. And I understand you have some video.

STATEMENT OF ROBERT HART