INSURANCE
The crisis
at hand:
covering
Fla. homes

ZiFlorida’s insurance market is
facing a crisis, perhaps greater
than after Hurricane Andrew.
Lawmalers are scrambling to find
short- and long-term fixes.

BY BEATRICE E. GARCIA
bgarcia@MiamiHerald.com

Home insurance rates are going
through the roof. Insurers are drop-
ping hundreds of thousands of poli-
cies. The state-run insurer of last
resort is deep in the red, and so is the
state’s hurricane catastrophe fund.

Nearly 14 years after Hurricane
Andrew left Florida’s insurance indus-
try in tatters, the state is facing
gnother crisis that, by many measures,
1s worse. :

With only three weeks to go in the
Floridalegislative session, lawmakers
are making a valiant gffort to come up
with fixes. A consumer group wants
the state to be the windstorm insurer,
and there are calls for a national catas-
trophe fund.

It’s time for “tough medicine,” Sen-
ate President Tom Lee said.

Most remedies would mean higher
costs for South Floridians already
squeezed by soaring prices for gaso-
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line and housing at a time
when wages are stagnant.

For many homeowners in
Broward and Miami-Dade
counties, insurance bills have
doubled in the past five years.
In 2005, 41 companies
requested rate hikes; so far
this year, 10 insurers are seek-
ing average increases of
20 percent to 92 percent.

“Right now, we have a cri-
sis of affordability and avail-
ability,” said Hialeah Sen.
Rudy Garcia, who leads the
Senate Banking and Insurance
Committee.

Worried that homeowners
may be forced to choose

between insurance and other
necessities, lawmakers have
started to soften on using
sales taxes generated by hur-
ricane rebuilding efforts to
help shore up Citizens Prop-
erty Insurance, the state-run
insurer that is estimating its
2005 deficit at $1.7 billion, and
the Florida Hurricane Catas-
trophe Fund, a reserve for
insurance companies that
expects to be $1.35 billion in
the red.

“This is not a bailout of
Citizens, it is common-sense
relief for Florida’s hard-hit
homeowners,” said Tom Gal-
lagher, Florida’s chief finan-
cial officer.

Gov. Jeb Bush, who had

!

been against the idea just a
few weeks ago, is a supporter.
Speaker of the House Allan
Bense likens it to “a tax cut”
for maxzed-out homeowners.

"~ Indeed, homeowners
already are making up a
$516 million shorifall for Citi-
zens from the 2004 storms.
That amounts to a 6.8 percent

assessment — or $68 per
$1,000 of annual insurance
premium.

To cover the 2005 losses,
add another surcharge that
could reach 20 percent. For a
homeowner who has a $3,000
premium with any home
insurer, the two surcharges
could add up to an $804 hit.

As the House and Senate
take up the insurance bills
Monday, it’s likely that law-
makers will ask for about
$750 million of the extra reve-
nue to go toward covering
Citizens’ deficit.

An additional $50 million
could be set aside in a low-
cost loan program to help Flo-
ridians fortify their homes
against future storms.

Any relief for Florida
homeowners is welcomed,
but it isn’t a cure-afl.

The insurance industry is
in such dire condition
because the state was wal-
loped by eight massive storms
in a little more than 14
months. That sequence of
punches wiped out insurers’
capital. .

The four hurricanes in
2004 racked up nearly $20 bil-
lion in claims paid by insur-
ers. Last year, four more,
including Hurricane Wilma,
cost insurers almost $10 bil-
lion.

After the 2004 hurricanes,
investors and parent compa-
nies added more than $1.2 bil-
lion to keep operations sol-
vent for at least 17
Florida-based insurers,
including Allstate Floridian,
State Farm and Nationwide of
Florida.

Now staring at the 2006
season, less than seven weeks
away, Some insurers are
scrambling to shore up their
finances yet again.

Without sufficient capital
—- essentially money reserved
to pay future claims — there
are few options for insurers:
Raise rates to build capital



to pay future claims — there
are few options for insurers:
Raise rates to build capital
more rapidly, borrow money
and pass the costs on to con-
sumers, write less business, or
cease opevations in Florida.

“The risk is so much
greater now,” said George
Grawe, general counsel for
Allstate Floridian, “because
there i1s no capital in this
state” for insurers.

Hurricane Andrew in 1992
took Florida’s insurers by sur-
prise because they were not
set up to handle a catastrophe
of that magnitude.

Since then, insurance com-
panies have put mechanisms
in place to deal with major
storms, such as adding adjust-
ers and mobile assistance cen-
ters to help policyholders and
improving claims handling
and tracking.

But the crisis is worse this
time because companies are
tapped out. Also, the state’s
economy and population are
larger, and consequently, the
need for insurance coverage
is greater.

As a consequence, 22
insurers have dropped more
than 560,000 policies or are
refusing to write new policies.
That is forcing many home-
owners into Citizens.

Meant to be a last avenue
for insurance, Citizens is on
the verge of becoming the
state’s largest insurer of
houses, apartments, mobile
homes and high-rise condo
buildings.

ISSUE OF NONRENEWAL

No wonder homeowners
like Karen Drouin of Miami
Lakes are miffed.

Her insurer for nearly 10
years, Vanguard Fire & Casu-
alty, won’t renew her policy.
Yet, she has never filed a
claim and even paid for some
répairs herself after Wilma.

So, why is Vanguard drop-
ping her policy? The company
is reducing its exposure in
Florida because of the risk.

“It’s more than a little frus-
trating,” said Drouin, who
shopped around for another
company to cover her town
house. She found only one,
besides Citizens.

Another big problem is
a
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LEGISLATIVE PROPOSALS AT A GLANCE

“Here are some of the key provisions'in the insurance reform
bills making-their way throtigh the Florida Senate and House

: of Representatives:

e.Vacation homes insured by Citizens Property Insurance
would carry.a 25 percent surcharde on premiums, This
would include mobile homes owned.by part-time residents:
e Homes valued at more than $imillioninsured by Citizens
would carry a 25 percent surcharge and would lose cover-
age.infive yearsunder the Senate bill. Under the House bill,
these houses would lose'coverage this year: There are about
2200 such homes covered by Citizensin Broward and

Miami-Dade countigs:

& A low=cost-loan fund could aid homeowners wanting to
make homes more storm-resistant:

& Storm-mitigation improvernents would be exempted
froma home’s takable value s0 property taxesarenot

increased:

oA House bill would allow insurersto raise rates in small
increments without regulatory approval.

that some smaller companies
still willing to operate in this
state are having a hard time
finding reinsurance — that’s
insurance for insurers to help
cover claims after a catastro-
phe.

Without the reinsurance,
these insurers might have to
cancel some policies, leaving
homeowners without insur-
ance as the hurricane season
begins, or they could cease
operations in Florida.

Some industry officials and
lawmakers advocate allowing
these smaller firms to buy
more of the $15 billion of
available reinsurance at an
affordable rate from the
state’s catastrophe fund.

But some larger insurers
oppose the idea because they
fear that there would be less
coverage for other firms to
buy.

“It’s not like there is a good
choice out there,” said Kevin
McCarty, the state’s insur-
ance COMIMIssioner.

He added that these firms
need to line up reinsurance
coverage before the hurricane
season starts fune 1.

Meanwhile, Sen. J.D. Alex-
ander of Lake Wales has long
advocated allowing the catas-
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trophe fund to build its
reserves more rapidly by
charging insurers more for its
reinsurance. The insurers
would pass on the cost to
their policyholders.

“The Legislature hasn’t
wanted to go along with it
because it would push up
rates,” said Mark Delegal, a
lobbyist for State Farm.

Lawmakers also are
looking at ways to reduce
exposure for Citizens.

About half of its 800,000
policies are im high-risk
Miami-Dade, Broward and
Monroe counties,

OPTIONS CONSIDERED

Limiting the number of
high-value homes covered by
Citizens is one option. The
Senate bill would require
these homes to pay a 25 per-
cent surcharge; coverage
would be eliminated in five
years.

A similar bill in the House
would push these homes val-
ued at more than $1 million
out of Citizens altogether,
requiring them to get cover-
age in the more expensive
surplus-lines market.

Vacation homes also would
pay extra for Citizens’ cover-
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age under these bilis.

Although these proposals
would reduce Citizens’ expo-
sure, they are potentially
painful for homeowners
already facing more rate hikes
this year.

For instance, in some parts
of Broward, Citizens policies
could increase an additional
67 percent.

Now, lawmakers know
they must make the hard
choices — and soon.

“Everything we do this ses-
sion will have some impact on
higher rates, less availability,”
said Lee, the Senate president.
“The sustainability of Flori-
da’s economic development is
at stake.”

STATE INSURANCE

A nonprofit group, Ameri-
cans for Insurance Réeform,
has another approach in mind:
The state should provide all
windstorm insurance.

The group claims that a
state-run system would pro-
vide lower prices and that
coverage would be available
to all consumers.

“This plan would eliminate
both the profit motive as well
as overreaction at times of
crisis, lowering prices and
assuring both stable prices
and coverage,” said Robert
Hunter, director of insurance
for the Consumer Federation
of America, who helped
author the plan.

Another idea gaining
momentum: a pational catas-
trophe fund. A number of law-
makers, insurers (including
Allstate) and trade groups
support the creation of a
national risk pool to cover all
forms of natural disasters.

Yet, Florida may be in a no-
win situation if meteorolo-
gists’ forecasts for another
active hurricane season are
accurate.

Said Lee: “No matter
what reforms we put in, if the
wind blows again this year,
we probably didn’t do
enough.”
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grance crisis

THE FLORIDA ISURANCE CRISIS

Eaght hurricanes hammmd tl‘ae insurance industry and sent homeowney
rates skyrocketing.

Storm losses
After two years of massive storms hitting Florida and
its homeowners, the state's insurance industry is in

Instrance premiums
Annual insurance premiums for a three-bedroom,
two-bath homie in Miami-Dade County (windstorm

dire condition. insurance from Citizens Property and fire/ hazard
insurance from Nationwide), east of U.S. 1. These
2004storms _ Claims _____Losses Paid figures don't include flood insurance, which
Chatley . 481555 - $72billion generally costs $500 to $600 but can run
Frances 535,734 $ 6.4 billion more than $1,000. 331
Cwen T 70800 $30bilion
Jeanne 411 $ 3.2 billion
J0c4total . se3Zs  §187 billion
2005 storms Claims Losses Paid
Dennis. - 51500 $2937 million:
Katina 120781 $7355million
l_ Rita - o 4468,1 - ~~f$187 mllllon ;
Wilma 970 682 $ 8.4 billion
2odStotsl. Lenas | Seskiion 00 N0 N0 06 00 205 2006

Dollar amounts are rounded off

Homeowners shelled out more for repairs, as the state-run insurer azmcol
catasirophe fund went into the red.

Estimated total deduétibles paid
by homeowners

Citizens Property Insurance’s
surplus and deficit, in billions

2005: $150 $5.50 f‘”o*
$2.0 billion e :

Florida Hurncanf Catastrophe
Fund, in bilions

2004 2005

40

2003 Zﬁlllg 5 35"
Ksh

-$0.52
Windstorm *After paying losses from the 2004 storm
T
S“ 5 hll fion account season, the fund’s cash had dwindled to
only  Estimated about §3 biflion by the start of the 2005

-$1.70

hurricane season.

Companies are dropping hundreds of thousands of policies or leaving
the state entirely.

Saveral insurers have pared the number of homeowners insurance policies they write. Others have stopped writing
home\owners coverage altogether. A few have bid Florida goodbye.

Withdrew from Auto Owners; Owners; Southern Owners; Penn Charter Mutual; 106,357 policies
homeowners business  AlG Centennial; Auto Club South; Royal Indemnity; Teachers”; Horace
but write cther Mann*; Merit Plan’; Service; Kemper Independence”; Balboa; American
insurance in Florida: National P&C; Nationwide (mobile home); Allstate Floridian
(commercial/commercial residential policies, which include condo
associations).
S * Pending approval from the state’s Office of Insurance Regulation
Didn’t renew some Allstate Florldlan 95,000 policies
homeowmers policies Nationwide Insurance of Flonda 35,000 policies
Canceled policies and S_ovl_Jthern‘ l_:gamjly lngqran;e ] 38,6@@ pmlﬁ_u:‘;re;s‘
Rot wriling new Atlantic Preferred 149,000 policies
policies . . P .
Florida Preferred Mot issuing new policies
Left the state Clarendon Select 117,000 poficies
Safec Insurance of Amenca 36,000 policies

SOLRCES: Office of Insurance Regulation, Citizens Property Insurance and Fiorida Hurricane Catastrophe Fund



