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Edison Community College

Madam Chairperson,

My name is Leonard E. “Scotty” Wood, III, and I live in Estero, Florida.  I am here today representing the Estero Council of Community Leaders, and my purpose is to provide testimony regarding property insurance related issues of concern to the residents of Estero.  

I spent 33 years of my 36-year business career in the insurance industry and was an insurance underwriter with the Chubb Group of insurance companies and an insurance broker with the Marsh & McLennan Companies and Arthur J. Gallagher, & Company, Inc.  During my career, I underwrote property insurance on risks in various parts of the country including Florida.  

I have had the opportunity to review the interim report issued by the Governor’s Property and Casualty Insurance Reform Committee.  Many of the recommendations contained therein could be of significant benefit to Estero residents and other Floridians, but I am concerned that most of these recommendations will require several years of implementation experience to deliver tangible benefits to residents.  I am not suggesting that these recommendations be stricken, rather I suggest that they be augmented by steps of a much more immediate benefit to residents.  

Another factor that has contributed to the current dysfunctional private insurance market has to do with definitions of storm related terms as promulgated by the Florida Department of Insurance.  During the catastrophic years of 2004 and 2005 when eight named storms struck Florida, there were instances where one storm struck a given area, and that area was struck again by another storm shortly thereafter.  The Florida Department of Insurance found itself in the position of having to define certain events as one storm-one occurrence or two storms-one occurrence.  Insurers were subsequently placed in a position where claim liability increased as a result of after the fact definitions by the insurance department.  Insurance carriers have been scared off by the after the fact rulings.  Accordingly, we recommend that the insurance department promulgate definitions of hurricane-related events and stick to them before, during and after storms so that insurers may rely on those definitions in their marketplace decisions.  

Before providing specific recommendations, I wish to relate some examples of the current insurance crisis that threatens the very economic vitality of Florida.  

1. A resident of the Sunnygrove manufactured home community in Estero reported that she spent thousands of extra dollars to purchase a manufactured home rated to withstand 150 mile per hour sustained winds.  She was unable to get insurance in the private market because she was “a mobile home risk”.

2. A small condominium association had an expiring premium of $60,000 on its insured buildings; the renewal premium was $600,000, and the condominium association does not have the money to pay this premium.

3. A high rise community in The Colony reports that it carries a $1 million deductible and still pays in excess of $500,000 to insure the building despite the fact that the building is designed to withstand a Category 5 hurricane.

4. Lastly, a commercial real estate investor reports that some business owners that she leases property to are actively considering a move outside of Florida to get away from the high cost of insurance.  

The above examples are intended to underscore how severe and urgent this insurance crisis really is.  Without prompt action that provides immediate benefit to residents and businesses, this crisis may very well plunge Florida into a recession, which will reduce property values, harm the business climate and reduce sales tax revenues.  These issues negatively impact Florida’s growth potential.  

Let me now turn to my recommendations, some of which parallel the recommendations of the interim report while others are not contained therein.

1. Under current Florida condominium statutes, condominium associations are required to purchase insurance on common structures.  We recommend that the statutes be amended to permit responsible, partial self-funding by condominium associations.  Part of the rationale for this recommendation is that the same statutes require associations to reserve for such items as roof replacement.  A self-funded approach, responsibly developed, would enable the use of roof replacement reserves as a funding vehicle for the self-insured portion of the program.

2. We recommend that the Florida Hurricane Catastrophe Fund (FHCF) be significantly amended and expanded to enable self-funded associations to purchase reinsurance from the fund at attachment points way below present fund attachment points.  Much of the current property insurance crisis has been driven by excessive reinsurer pricing, and self-funded associations need a reinsurance source that is more responsible.  A recent article in Business Insurance underscored the reinsurance pricing issue by noting that the Bermuda reinsurance market alone will reap an estimated $4.5 Billion underwriting profit in the no storm year, 2006.  Bermuda is 10-15% of the total reinsurance market.  Do the math.

3. Once a residential condominium has turned over from the developer to the residents, we recommend that the Florida Department of Insurance change class designation from commercial to residential.  This would apply to only residential condominiums and would bring them under the personal lines file and use laws in the state.  Without this change, residential condominium associations are treated as commercial risks and do not enjoy the same rate, coverage and term protection that is currently afforded to personal lines coverages.  

4. As you know, insurers are permitted to purchase reinsurance from FHCF but there is no requirement that they credit rate savings therefrom to policyholders.  We believe that part of the “transparency” recommendation in the interim report be augmented to require a credit from FHCF reinsurance.  

5. The interim report recommends that insurers offer higher deductibles, reduced coverages and other risk reduction measures thereby giving residents an opportunity to select how much insurance the wish to purchase.  We recommend that this recommendation within the report be augmented by requiring insurers to provide reasonable and actuarially sound premium credits for these measures.  In my own case, my insurer for my condominium contents policy offered a base hurricane deductible of $500.  When I inquired about higher deductibles, I was advised that the premium credit to go from $500 to 5% ($4,000 in my case) was $3.00 per year and to go to 10% ($8,000) was $8.00 per year, both on a base total premium of $511.00.  There is nothing reasonable or actuarially sound about those two premium credits.  

6. The interim report recommends what could be the most important long-term step to improve the property insurance marketplace.  It recommends strict enforcement of building codes by local governments.  We applaud this recommendation and recommend that the legislature consider severe penalties and perhaps criminal prosecution for failure to enforce building codes.  If insurers are unable to “trust” building code enforcement, then they are unlikely to credit its benefits in their underwriting decisions.  

7. With stricter enforcement of building codes, we recommend that insurers be required to credit building code amendments that reduce insured risk in their underwriting and rate making.  Further, rate credits should be reasonable and actuarially sound.

8. Because we are recommending that FHCF reduce its attachment points, we also recommend that the legislature increase funding to FHCF to reflect the increased risk that it will assume.

9. Florida is one of the fastest growing states in the United States.  We pride ourselves on being an attractive place for people to select as their home.  As we grow, our need for insurance capacity and capital also grows.  It is important that Florida develop incentives to attract insurer capital to the state.

10. We recommend that the state identify and provide incentives to insurers who enter the Florida property insurance marketplace or increase present commitments.  Conversely, we recommend the identity and development of disincentives to insurers who curtail business or attempt to exit a line of business. We do not think that it is good business policy to allow some insurers to “cherry pick” (like write automobile coverage but not homeowners coverage) while other responsible insurers provide needed capacity in the volatile lines of business. 

11. The National Association of Insurance Commissioners (NAIC) has crafted a model federal bill entitled the Comprehensive National Catastrophe Insurance Plan.  It provides for a back stop reinsurance capability at the federal level so that Florida can protect itself from hurricanes while the Midwest can protect itself from tornadoes and California can protect itself from earthquakes and so on.  We strongly recommend that our U.S. Congressmen and Senators be contacted immediately and encouraged to introduce the NAIC model bill to the U.S. Congress as soon as it reconvenes in 2007.  A federal reinsurance capability is essential to restore market confidence and stability to property insurance risks that are exposed to natural catastrophes.  We do not usually advocate government involvement in “marketplace economic matters”.  But as the interim report notes, the private marketplace has reached its threshold for risk.  At this point, government action is not only appropriate but is also very necessary.  The federal government has spent a staggering $120 Billion on Gulf Coast hurricane relief.  Had a sound catastrophe plan been in place, a much smaller sum would have been spent.

The interim report contains many other recommendations that we endorse.  The need for property insurance relief to residents and business owners is urgent and significant.  Time is of the essence.  Prompt action with immediate benefit must be taken.  We offer our help, if needed, in crafting legislation to accomplish this.  Please take action.

Thank you for the opportunity to testify.

Respectfully submitted,

Estero Council of Community Leaders

Leonard E. “Scotty” Wood, III

Chairman, Insurance Task Force

19000 Sapphire Shores Lane #202 - Estero, FL  33928

239-390-2881 - Scotty.w@comcast.net 

