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Figure 1: Academic Task Force on Hurricane Catastrophe Insurance 
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lepending on the amount of premiums paid to the Fund by the companies. it is a significant 
~ontributor to the stability of the private insurance market in Florida because of its unique ability 
to accumulate reserves on a tax-free basis and to leverage those reserves into sources of cash 
for payjng claims, such as municipal bonds and lines of credit from financial institutions. The 
Cat Fund has projected 1995 reserves of nearly $900 million which have been leveraged into 
claims-paying capacity of $5.5 billion. Unless it is depleted by a major catastiOphe, the Cat 
Fund will grow rapidly. 

The Academic Task Force recommends that the Cat Fund continue to operate substantially as 
it does now with a $3 billion "trigger" before reimbursements of private companies begin. The 
trigger will be raised automatically in future years depending on grmvth of the Cat Fund and on 
industry health. The Academic Task Force also recommends that substantial additional 
contributions be made to the Cat Fund to permit its pre-catastr,ophe funded capacity to grow 
more rapidly. A portion of all rate increases should go to the Caf Fund. 

The Academic Task Force proposes that the State seriously consider additional ways to 
increase the pr~-catastrophe, tax-exempt funds available to the Cat Fund, including the 
following: 

• A pre-hurricane loss assessment on all property and casualty insurers excluding 
workers compensation insurers, could result in substantial contributions. Currently, Rorida law 
allows for a post-hurricane emergency assessment only if the assets in the Fund are not 
sufficient to provide benefits at levels promised. A pre-hurricane loss assessment could 
require, for example, a 10% pre-assessment to be paid on all property and casualty business, 
aXcluding workers compensation business. Insurers would add the assessment to the rates 
charged the policyholder. This would bring in over $1 billion in assessment income per year 
(approximately $100+million per 1% assessment). With interest eamings and the tax-exempt 
nature of the Cat Fund (assuming no hurricane losses). funding would grow at a rate of well 
over three times the current rate of growth. The assessment would be an automatic pass 
through in homeowners' rates. No agents' commission would be paid on the assessment. 

• Another enhancement would be to increase the ·post a~essment" percentage 
from the current 2-4% to up to 10% and remove the requirement that the Govemor must 
declare a'state of emergency. The post assessment could be coordinated with the 10% pre­
hurricane loss assessment described previously in order to limit policyholder charges to 10% in 
anyone year. This post assessment should be very helpful to the Cat Fund in securing a line of 
credit and greatly increase the Fund's capaci.ty to issue bonds. 

• Direct State funds are another source of enhancement. These could come 
directly through taxes, such as an increase in the sales tax, or through other means, such as 
mortgage recordation fees. 

• Another inflow to the Cat Fund could come from premium tax windfalls, 
assuming that insurance rates significantly increase. The State's contribution of $50 million 
already made to the Cat Fund came from two sources - general revenues that resulted from 
higherpremium taxes and funds taken from the Insurance Regulatory Trust Fund. 

• A Cat Fund "Builders' Assessment Fee" could apply to all new construction, 
Whether residential or commercial. A fee of .1 % to 1% could be based on the quality of the 
Construction. Lower quality of construction' would have a higher fee to encourage better 
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mitigation. Structures with a high degree of mitigation could be exempt from assessment fees 
altogether. 

MANAGE RISKS 

Private insurance companies in Florida increasingly have recognized the need to 
manage the amounts and types of risks in their policyholder portfolios so that they are not over­
exposed in high-risk geographic areas and product lines. The Academic Task Force recognizes 
the need for aggressive management and spreading of risks among all participants in the 
Florida homeowners' insurance and makes the following recommendations for depopUlating the 
joint undeI"Nri1ing associations ("JUA's"), individualizing risk assessments and diversifying 
geographic risk concentrations for private companies. ,I 

(5) DepopUlate JUA's. Florida has two JUA's: the Florida Windstorm 
Underwriters Association (flFWUA" or "Windstorm JUA") with over 205,000 policies in force and 
a loss exposure of about $31 billion; and the Florida Residential Property and Casualty Joint 
Underwriting Association ("FRPCJUA" or "Residential JUA") with over 800,000 policies in force 
and a loss exposure of over $60 billion. Although designed to be the last resort for homeowners 
who cannot find coverage in the private market, the JUA's have histories of accepting almost all 
applications for coverage, frequently at rates well below the private market. During 1995; 
however, authorized JUA rate increases have placed JUA rates very close to the highest rates 
charged in the voluntary markets. Although a positive step forward, JUA rates probably need to 
increase even more. The very existence of the JUA's continues to act as a substantial 
disincentive for private insurers to continue or increase their market shares or to enter the 
Florida market. Rates in the JUA's need to be higher than those in the voluntary markets. 
Their existence also offers false hope to many homeowners who may be surprised, after a
 
major catastrophe, that adequate funds may not be available in the JUA's to pay their legitimate
 
claims.
 

The Academic Task Force recommends that the Residentiat Jl.lA "sunser at the end of 1997
 
with all of its policyholders transferred to private companies by that date. If the incentives for
 
private insurance companies, outlined in the first four recommendations of this Report, are in
 
place by that time, a healthy private insurance market should be able to accept homeowners
 
previously insured by the Residential JUA A few Residential JUA policyholders will have the
 
windstorm portion of their policies transferred to the Windstorm JUA.
 

The Residential JUA should begin immediately to restrict its underwriting to the highest risk 
areas of the State as defined by the State, based on historical risk analysis. All other policies 
should be - and, based on sound actuarial analysis, can be - easily transferred to private 
companies. 

Transfer of Residential JUA policies to the private market can be accomplished through the 
continued use of financial incentives for companies and agents. "Take out/keep out" bonuses 
and credits against JUA exposure should assist in encouraging financially capable companies 
to depopulate the Residential JUA. Agent commissions will be provided for policies taken out of 
the JUA's and placed with private companies. No commissions will be available for policies 
placed in the JUA's; only a small service fee will be available to agents who assist in placing 
policies in the JUA's to cover their costs. The State should consider aggressive measures to 
depopulate large blocks of the Residential JUA at once, ~cluding an "auction" of policies and 
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special regulatory concessions for companies Vlhich respond favorably and are financially 
capable (such as increased Residential and Windstorm JUA exposure credits). 

To encourage more rapid depopulation of the Residential JUA until the State Legislature can 
authorize these changes, the rates, coverages and processes used by the Residential JUA 
must change from being "cheap and easy" to being "expensive and hard.n Prior to 1995, JUA 
rates were substantially below where they needed to be. They now are much more competitive, 
but must continue to increase so that they will be above prevailing' private market rates to reflec.t 
the "higher risks" they are intended to cover. Additionally, underwriting standards are much 
too lax and procedures for approval are too quick and simple. The State must actively 
discourage coverage by the Residential JUA 

The Academic Task Force also recommends that the Windstorm JUA reduce its policyholders 
by approximately 50% by the end of 1998, primarily by refusing to renew and write new policies 
in al/ but the highest risk areas of the State. Future coverage by the Windstorm JUA must be 
limited to a very few of the highest risk properties in the highest risk areas of the State. These 
areas should be defined by the State, based on historical risk analysis, with an upper limit on 
the maximum amount of coverage available for any homeowner. 

Private insurance companies will continue to have joint responsibilities, based on statewide
 
market share, for deficiencies in the two JUA's. With complete depopulation of the Residential
 
JUA, a substantial reduction of policies in the remaining Windstorm JUA and strict coverage
 
limits, higher rates, deductibles and co-payments, private companies should be able to define
 
their JUA risk exposures much more clearly than they now can do and should be able to insist
 
on better underwriting standards and management of JUA risks and assets.
 

(6) Diversify geographic risk concentrations. Two large private insurance 
companies and the Residential JUA have dangerous over-concentrations of risks in a limited 
number of high-risk areas of the State. If a major catastrophe were to strike one or more of 
those high-risk areas, those two private companies and the Residential JUA would suffer major 
losses. Huge unfunded losses would cause extremely serious consequences for the State's 
real estate, banking and other industries. The Academic Task Force recommends that the 
definitions used by the State to determine the financial solvency and capability of private 
insurance companies to underwrite homeowners' insurance in the State be changed so that 
geographic risk concentrations are explicitly taken into account The Department of Insurance 
should establish geographic risk concentration standards for all areas of the State, especially 
for high-risk areas. Private companies should be encouraged, and required if necessary, to 
arrange swaps and undertake other actions which will maintain their geographic risk 
concentrations at acceptable levels. 

REDUCE OVERALL RISK EXPOSURE 

The Academic Task Force recognizes that rapid growth in Florida has caused a 
dramatic increase in the dollar value of Florida's homes and other private and pUblic property, 
thereby increasing the amount of financial exposure which Florida's homeo'Nners and their 
insurers face in the event of a hurricane catastrophe. Hurricane Andrew forced homeowners 
and insurers to look anew at the nature of their risks in the State. In addition, lack of strong 
Zoning and building codes in many parts -of the State, and lack of strong enforcement of good 
COdes in all parts of the State, have resulted in increasing numbers 01 insufficiently protected 
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homes which are exposed to major damage in the event of a hurricane catastrophe. The 
Academic Task Force recognizes that post-catastrophe rebuilding in a major disaster is much 
more costly than pre-catastrophe prevention and mitigation. To encourage prevention and 
mitig,3tion, the Academic Task Force makes several recommendations. 

(7) Individualize risk assessments. The Academic Task Force recommends 
that the State strengthen its recently-enacted program to establish community rating systems 
as a means of encouraging sound building and zoning codes and that the State require 
adequate enforcement of those codes by local govemments. The Academic Task Force also 
recommends that the State mandate a comprehensive system of in-depth inspections of 
individual homes to assess risks much more thoroughly than such risks now are assessed. 
Dade County, in cooperation with bUilding trade qnganizations and State and Federal 
emergency management agencies, is experimenting with a system of individual inspections 
combined with financial incentives for homeowners to take preventive actions to mitigate 
hurricane damage. Private insurance companies and State agencies should encourage and 
support such programs and should require them as part of underwriting procedures and rate­
setting. 

(8) Aggressively promote mitigation programs. Mitigation and prevention 
programs, encouraged by financial incentives (such as rate reductions and, possibly, additional 
homestead exemptions for hurricane-resistant properties) and partly mandated by government" 
action (such as local building codes), can reduce overall risk exposure substantially. If pursued 
aggressively and proactively, these programs can reduce total exposure by as much as 40%. 
The Academic Task Force recommends that mitigation programs become a major priority of the 
Department of Insurance and the Department of Community Affairs. In Phase 2 of its plan of 
activities, the Academic Task Force will encourage the new Intemational Center for Hurricane 
Damage Prevention and Mitigation at Florida Intemational University to work closely with private 
companies and with State and local govemments to plan and carry out major mitigation 
programs. The Academic Task Force recommends that funds set aside in the Florida Hurricane 
Catastrophe Fund for mitigation and funds in the Emergency Management, Preparedness and 
Assistance Trust Fund be used in accordance with the mitigation plans developed under the
 
leadership of the FlU Intemational Hurricane Center.
 

These plans should include low-interest loans or direct grants to low-income
 
homeowners and other homeowner mitigation initiatives.
 

SHARE RESPONSIBILITY 

The Academic Task Force appreciates the complicated tasks involved in revitalizing the 
private muttiple-peril homeowners' insurance market in Florida while maintaining adequate 
coverage at affordable rates for policyholders. Risks and responsibilities must be spread among 
homeowners, private insurance and reinsurance companies, banks, private investors and public 
agencies and they must be spread geographically, over time and over product lines. This 
Report contains an elaborate listing of the variou~ duties 01 each 01 these groups of 
participants. Among the most important of these responsibiliIles dre the following: 

(9) Promote Federal responses. A Federally-sponsored disaster program, funded 
with part of every property and casualty premium in the country and accumulated on a tax-free 
basis, should be a major part of the nation's and Florida's catastrophe insurance program in the 
future. The Academic Task Force recommends that elected officials in Florida, and the State's 

18 



Congressional delegation, actively support the creation of such a Fund. Until that Fund is 
established, Florida's citizens must rely primarily on special Congressional appropriations to 
provide for Nunfunded liabilities~ after a major catastrophic event. 

The Academic Task Force also recommends that Federal tax laws be changed to permit at 
least a portion of the surplus reserves of private insurance companies to be accumulated and 
invested on a tax-free basis, as long as such reserves are used to pay for damages to insured 
homeowners in major catastrophes. These funds could be accumulated as designated reserves 
jn the Florida Hurricane Catastrophe Fund, which already is a tax-exempt entity, or as part of a 
Federally-sponsored disaster fund when one is established. 

, . The Academic Task Force also recommends that Congress study the possibility of establishing 
individual disaster preparation accounts which would permit a portion of every homeowner's 
insurance premiums to accumulate on a tax-free basis to be used for pre-catastrophe mitigation 
and for post-catastrophe repair and rebuilding. The State also should study whether similar 
individual acCounts, whether or not tax-exempt, could be maintained by the Florida Hurricane 
Catastrophe Fund. 

, 

" 

(10) Promote State and local revenue sources. To provide more incentive for 
local governments to encourage mitigation through strongly enforced building codes, the 
Academic Task Force recommends that the State authorize local governments, or special 

.districts, to enact a standby emergency tax or fee' (such as' a surcharge on building and zoning 
application and inspection fees) to provide limited funds for homeo'M1ers after the private 
industry "cap~ has been reached in a major disaster. Umited State funds, such as an additional 
surcharge on all insurance premiums, could provide for pre-eatastrophe mitigation and for post­
catastrophe assistance to homeowners after private industry responsibilities under the 
proposed "cap" have been fully met. 

(11) Actively involve mortgage bankers. . The State's real estate mortgage 
industry is dependent on a healthy private insurance market which can pay homeowners' claims 
in full after a disaster. The Academic Task Force recommends that the Florida Bankers' 
Association and the largest banks in the State become actively involved in carrying out the 
recommendations in this Report and in finding new solutions for the future. The Academic Task 
Force recommends that the State Comptroller, in his role as banking regulator, convene 
representatives of major banking institutions and assist in devising ways for bankers to fulfill 
their responsibilities under the recommended ·Salanced Equation: 

(12) Promote new capital market solutions. The Academic Task Force has 
reviewed some very promising ways to raise additional capital for private companies, such as 
"Act of God bonds' and securitization of catastrophic risks. The Academic Task Force 
recommends that the Department of Insurance, in cooperation with the Intemational Hurricane 
Center at FlU, the Collins Center for Public Policy and others, convene a conference of major 
financial institutions and insurance companies to explore and promote these concepts. 

(13) Carry out proactive education program. All components of the proposed 
program will require aggressive, proactive education of homeowners about their responsibilities 
for damage prevention and mitigation and about rates for insurance coverage and options for 
deductibles, co-payments, credits and coverage characteristics. The State heeds to work hard 
to educate insurance and reinsurance companies about Florida's markets and about the State's 
strong interest in attracting and keeping a healthy, competWve private insurance industry. The 
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banking industry must learn about its roles in providing interim or "gap" financing and in linking 
mortgage lending to adequate individualized assessments of risks. Private capital markets 
must learn about and promote innovative products to attract new resources and the State 
should demonstrate a strong willingness to experiment with such new products. The Academic 
Task Force recommends that the State, working with and through the new International Center 
for Hurricane Damage and Mitigation at Florida Intemational University and with others, 
prepare, fund and carry out a major public education program about hurricane catastrophe 
insurance, using some of the funds available in the Insurance Commissioners Regulatory Trust 
Fund, in the Emergency Management, Preparedness and Assistance Trust Fund and in the 
Hurricane Catastrophe Fund. Special efforts should be made to include a wide range of groups 
in these educational programs, such as community-based development corporations, 
organizations specializing in low-income and minority,J housing programs,· organizations 
specializing in post-disaster recovery and other private organizations which focus on housing, 
mortgage financing and community development. 

BUILD LASTING SOLUTIONS OVER '-'ME 

The Academic Task Force recognizes that the State of Florida has taken many steps, in 
good faith, to provide homeowners with adequate hurricane catastrophe insurance at affordable 
rates since Hurricane Andrew. Some of these actions, such as creation of the Cat Fund and' 
JUA depopulation incentives, are major steps forward. They are uniquely tailored to Florida's 
needs and will be major parts of the State's catastrophe insurance market of the future. Other 
actions, such as those which resulted in teday's very serious overpopulation of the JUA's, were 
short-term responses to long-term needs which now have caused many unintended additional 
problems. Florida does not need any "quick fixes" which only create more unintended new 
problems later. 

The Academic Task Force also recognizes that there is no single solution, no ·silver bullet," 
which will provide adequate, affordable coverage through a strong, healthy, competitiVe private. 
homeowners' catastrophe insurance market in the State. 

The Academic Task Force has listened to many points of view. It has tried to look clearly at the 
underlying long-term structural problems of the homeowners' insurance industry in Florida and 
not just at the immediate concems of a few companies. And it has tried to look at these 
underlying long-term needs with the interests of Florida's homeowners paramount. 

The central question before the Academic Task Force was how Florida's homeowners can pay 
for the damages caused by another Hurricane Andrew - or worse. 

Homeowners, like other participants in Florida's homeowners' insurance industry, must pay 
more of the costs than they have in the past through more realistic rates and through mitigation. 
Although rates for homeowners' insurance in Florida have risen substantially since Hurricane 
Andrew in 1992, they historically have been very low and still do not adequately reflect the 
serious risks posed by Florida's geography and by its lack of adequate zoning and building 
protectJon. And homeowners can do much, much more to mitigate damage with adequate 
roofs, windows, door, shutters and other protections for their homes. 

But tlomeowners cannot and need not pay for all of the costs of a major disaster. South Dade ':, 
homeowners could not have generated the $10.2 billion in payments made by private insurance 

, 
j 
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companies aNer Hurricane Andrew. These homeowner payments were supplemented by 
another $6 billion in insurance payments for damage to commercial buildings and by many 
billions more from govemments to provide emergency relief and to repair and rebuild schools, 
roads, tire stations and other public facilities. 

If homeowners cannot pay all of the costs themselves, can govemment bear the burden? 
Clearly not. After a hurricane catastrophe, state and local governments are preoccupied with 
costly and immediate human crisis. needs - temporary shelter, food, water, clothing and 
security. They must use precious tax funds to rebuild public facilities - roads and bridges, 
schools, fire stations and others. Although some Federal funds were available for rebuilding 
after Hurricane Andrew to assist homeowners, very little State or local tax money is available for 
that purpose. Hurricane Andrew's total damages of about $30 billion, inclUding $16 billion in 
insured losses (of which $10.2 billion was for homeowners cHane) cannot be provided by the 
State of Rorida's annual budget of nearly $40 billion if the State is to meet any of its prim~ry 

responsibilities for education, health, welfare and criminal justice. State and local govemments 
become dramatically less capable, not more capable, of paying for homeowners' damages after 
a major disaster because of drastic effects on the economy and the State's tax base. Bonding 
capacity, on which the Hurricane Catastrophe Fund and the JUA's now depend for major 
portions. of their cash flow to pay substantial claims, probably will be very limited after a 
significant catastrophe. 

To provide hurricane catastrophe insurance in Florida, the interests of Florida's 
homeownemare best served by a strong, healthy and competitive private insurance 
industry. No one else has the assets or the expertise to do the job. 

The central question before the Academic Task Force, "Who can pay for catastrophic 
damage?", changes to a related question, "How can we strengthen the private insurance 
industry in the State so that it can pay?" 

The Academic Task Force has provided four major steps to enhance the private market: 
instituting a "cap" on total private company exposure; permitting, more flexible rates; 
encouraging flexible insurance products based on mandatory minimum coverage; and 
!Strengthening the Cat Fund. In addition, the Academic Task Force has proposed "sunsetting" 
the Residential JUA and substantially depopulating the Windstorm JUA to eliminate major 

. disincentives for private market underwriting and the false promises which the JUA's now offer
 
to homeowners. It also is proposing significant steps to diversify geographic risk
 
concentrations, to. reduce overall risk exposure through individualized assessments and
 
mitigation programs and to promote more contributions from govemments, bankers and capital
 
markets.
 

Not all of these tasks can be undertaken simultaneously. Many require legislative action which
 
probably cannot occur until the spring of 1996 at the earliest. In the meantime, both the State
 
and the private insurance companies must demonstrate a good faith commitment to each other.
 
The State already has become much more responsive and flexible in reviewing rate requests.
 
Private companies need to maintain their current policy portfolios so that the JUA's will not grow
 
and they need to take major steps to take out and keep out substantial portions of the portfolios
 
now underwritten by the JUA's. These are steps which do not reqUire any additional legislative
 

: action. They can and should occur now. 
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The time frame for implementing each of the recommendations at the Academic Task Force 1/ 

vary widely. This section of the Academic Task Force's Report outlines how lasting solutior 
can be built over time and the regulatory tools which the State may need jf the private market 
does not respond adequately. 

The first and most important set of tasks is to stabilize and strengthen the private insurance 
market. These initial tasks are crrtical for stemming the tide of grov.'th in the tragile Residential 
JUA and for laying the groundwork for all other tasks. It successfuly carried out, they should 
start to re-create a healthier private marketplace which will be more willing and able to 
implement a second· set of the Academic Task Force's recommendations, including 
depopulation of the JUA's and risk reduction by diversification of geographic risk 
concentrations. 

First Priority Recommendations: Stablfizing and Strengthening 
the Private Insurance Market 

This first set of tasks would be performed over the next nine-to-twelve months so that 
they would be completed by the fall of 1996. They begin the work of stabilizing and 
strengthening the private insurance market. These recommendations include: 

•.	 instituting a "cap· on total private company exposure, resulting in 
more predictable limits on liabilities; 

•	 permitting more flexible rates for and types of insurance products, 
with coverage options, deductibJes and co-payments to match 
Florida's high hurricane risks, and providing more responsive 
review and approval procedures in the Department of Insurance, 
including approvals which will not trigger moratorium restraints on policy 
transfers and changes, such as deductibles and co-payments ; 

•	 implementing minimum mandatory coverage for all homeowners 
with variable options above the minimum; 

•	 accelerating additional pre-ca.tastrophe funding of the Cat Fund 
so that it can grow more rapidly and be a stronger backstop for 
private company exposure; 

•	 beginning addrtional experiments with community ratings and 
individualized risk assessments; 

•	 beginning mitigation and education programs; 

•	 starting work with bankers and capital markets; and 

•	 proposing additional State and local revenue sources. 

For the next three months, the highest priority will be to assist in preparing legislative proposals 
to accomplish these tasks. 
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Carrying out these initiatives through late 1996 should help to stabilize and strenghen the 
private property and casualty insurance market in Florida. The macket should see a growing 
number of competitors with sufficient eamings, and sufficient reduction in risk exposures, to 
justify expansion. These conditions should attract new risk capital to the State. 

During this period of time, it is critical that the industry leaders, Allstate and State Farm, and ail 
other private companies retain their eXisting market shares. If they do, new competitors in the 
market should be able to assist in stemming growth in the Residential JUA . 

Second Priority Recommendations: Depopulating JUA's 
and Geographic Risk Divefsification 

The second set of tasks will begin as soon as possible but probably will not be 
completed before twe-te-five years. Stabilization and strengthening of the private insurance 
market as a first priority during 1996 will permit existing and new private companies to 
accelerate the task of completely depopulating the Residential JUA so that it .can go out of 
business by the end of 1997. At the same time, the Windstorm JUA can be depopulated to no 
more than half of its existing portfolio by the end of 1998. 

Accomplishment of these goals will permit the State to focus on other tasks, such as assisting
 
private companie~ to diversify their geographic risk concentrations.
 

Recommendations for action during this period of time include: 

•	 ~sunsetting" the Residential JUA by the end of 1997; 

•	 depopulating the Windstonm JUA by 50% or more by the 
end of 1998; 

•	 diversffying geographic risk concentrations; 

•	 pursuing Federal tax and catastrophic fund issues; and 

•	 continuing First Priority tasks, including education and 
mitigation programs, efforts to obtain State and lOcal 
revenues and others. 

Figure 2 illustrates the time frames for canying out the recommendations of the Academic Task 
Force. 
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Figure 2: Time Frame for Implementation of Task Force Recommendations 
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The Academic Task Force thinks that it is in the best interests of all of the participants in the 
Florida homeowners' insurance market, and of others (such as the Federal govemment and 
private companies who write homeowners' insurance elsewhere but not in Florida), to join 
together in a voluntary eHort, such as the "Balanced Equation" presented by the Academic Task 
Force. to reestablish a healthy, competitive private market in the State over the next wo-ta-five 
years. 

A Uhealthy, competitive private market" would have the following characteristics: 

•	 coverage by solvent private companies of over 95% of Florida's 
homes for hurricane catastrophe insurance as part of multiple-
peril homeowners' insurance policies; I 

•	 affordable, competitive rates as determined by comparisons with 
other states, cost of living indices and other objective measures; 

•	 complete depopulation and "sunsetting" of the Residential JUA; 

•	 a financially strong Windstorm JUA with 50% or less of its current 
number of policies; 

..	 a Hurricane Catastrophe Fund which could payout claims 
equivalent to Hurricane Andrew's insured homeowner claims of 
$10.2 billion; . 

•	 sufficient financial strength in private companies to cover their 
risk exposures; 

•	 reasonable maximum market shares for anyone company (such 
as 20% or less in any ZIP Code area) in defined ",high risk" 
geographic areas as. part of good risk management; and 

•	 strong local zoning and building codes, backed up with good 
enforcement, to ensure adequate mitigation efforts by 
homeowners, measured by community rating systems and 
individual home risk assessments.. 

of these characeristics of a healtt1y market are less important than others. For instance, 
market shares in "high ris~ areas are not critically important if the companies in those areas 
fre sufficiently strong to cover their high risk exposures and if the areas with high risk 
~xposures have strong zoning and building code enforcement and a record of major mitigation 
)eps by homeowners to prevent and contain hurricane damage. But, generally, the presence of 
~ost of these factors would be strong evidence of a healthy market. 

~e Academic Task Force hopes that Florida can achieve a strong, healthy market voluntarily. 
"ut recent actions by some major private companies; and expressions of interest by others, to 
no.n·renew substantial numbers of policies have created 91 eat concern by the Academic Task 
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Force and by State officials about the willingness of the private market to cooperate voluntarily 
with such an effort, 

The Academic Task Force recognizes that the current moratorium which places limits on 
withdrawals from the State's homeowners' insurance market will expire in November 1996. If 
that event occurs without a substantial increase in the strength of the private insurance market 
in the State, as evidenced by the characteristics of a "healthy, competitive private market" 
described previously, the State and its homeowners ,will be faced with a major and extremely 
serious emergency. Private insurance companies will be free to withdraw from the State 
homeowners' market, without penalty, at that time. The result probably will be a major increase 
in the policies written in the Residential and Windstorm JUA's with, at the same time, a major 
decrease in the strength and numbers of private companies which stand behind the JUA's. 
Insurance rates for homeowners will have to increase dramatically to bring new resources to 
the thinly-capitalized JUA's. Even then, the JUA's and the private companies remaining in 
Florida could not possibly have the capacity to provide adequate coverage for Florida's 
homeowners and certainly not at affordable prices. 

Faced with such an emergency, the State may have no other choice but to try to continue the 
moratorium, despite its potential legal difficulties and the negative signals which it gives to 
private insurance companies. In addition, the State may have no other choice but to try other 
ways to ensure that Florida's homeowners have adequate insurance coverage, such as a "Fair· 
Share" plan. 

For these reasons, the Academic Task Force recommends the following: 

(14) Monitor progress to determine if the existing moratorium should be 
continued at least until its scheduled November 1996 expiration or continued beyond 
that date. The State should not willingly give up the eXisting moratorium on withdrawals from 
the homeowners' market before it expires in November of 1996 unless the State sees 
substantial progress toward meeting the characteristics of' a strong, healthv private 
market at an earlier date. Working with private companies, the State should establish interim 
goals which can be measured over the next year to determine whether progress is being made 
toward creating a strong, healthy private market. The Academic Task Force recognizes that the 
willingness of private companies to cooperate will depend heavily on the willingness 01 State 
officials tq endorse and actively pursue the incentives which the Academic Task Force 
presented in its first four recommendations. The Academic Task Force strongly urges State 
officials to offer clear, early and strong support for these recommendations. The Academic 
Task Force has reviewed several substantial legal arguments against the moratorium and its 
continuation and recognizes that it may not be able to withstand a serious legal challenge. The 
Academic Task Force nevertheless recognizes' that the relationships between homeowners' 
policies and auto or other personal property and casuatty coverage in Florida - a comerstone of 
the moratorium - is a concept which may be required to encourage private companies to 
continue to do property and casuaJty insurance business in the State. 

f 

\ 

26 



C. 

(15) If substantial progress has not been made t~ward creating a strong, 
healthy private market, establish a "Fair Share" program which will take effect in late 
1996. Under a "Fair Share" program, companies who write homeowners' policies in Florida 
would be able to continue to write other lines of personal property and casualty insurance if they 
maintained their "Fair Share" of Florida's homeowners' market. Companies who write other 
lines of personal property and casualty insurance in Florida, and who write homeowners' 
policies in other states but not in Florida, would have to assume their "Fair Share" of Florida's 
homeowners' market in order to continue to write other lines. Each company's "Fair Sharen 

would be determined by the State, using a formula based on a company's financial capacity 
and its market share of non-homeowners' policies. 1 

The Academic Task Force has received many comments regarding Recommendations 14 and 
15 ("moratoriumn and "Fair Share"). It recognizes that private companies may regard the mere 
mention of such possibilities as major disincentives to doing business in Florida. But the 
Academic Task Force also recognizes that its primary duty is to the people of Florida who need 
to see very strong demonstrations of the good faith and willingness of private companies to 
respond to the market incentives proposed by the Academic Task Force, especially responses 
by medium and small companies who ffi.!:!§1 increase their homeowners' underwriting ~n 

Florida. If the incentives are enacted and private companies respond positively, the State will 
have no need for a continuation of the moratorium or the "Fair Share" plan. 

ADDING UP THE EQUATION: 
PROJECTED CAPACITY PROVlDED BY PARTICIPANTS IN BUILDING 
BLOCK FORMAT- A MODEL FOR THE FUTURE . 

The proposed "Balanced Equation for Rorida's Future- adds up to substantial capacity 
for paying the claims of Florida's homeowners in the event of a hurriCane catastrophe. The 

. Academic Task Force has proposed a program which envisions shared responsibilities by 
homeowners. private insurance and reinsurance companies, banks and capital markets, the 
Florida Hurricane Catastrophe Fund, State and local govemments and the ~ederal government. 
.All of these responsibilities are complementary. They fit together in a Building Block format to fill 
one statewide "bucket of resources" which can flow to assist homeowners in the event of a 
hurricane catastrophe (See Figure 3). 
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Figure 3: Academic Task Force Proposed 1995 Building Block Sources of Coverage·
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Within this total "bucket of resources", responsibilities are allocated as follows: 

o	 Homeowners 

Flexible homeowners' policy deductibles and co-payments can, in the near term, 
rise qUickly from the 1995 $1.5 billion level.· These amounts flow first from 
homeowners when they pay for initial hurricane damages. Some of these 
homeowner payments may be financed by banks or through "gap- or "wrap­
around" policies from insurance companies. 

o	 Private Insurance IndUstry ResponslbfJities 

Private insurance companies will be responsible for the next $15 billion in 
payments to homeowners. Their total payouts will be wcappecf' and will be 
indexed to increases in coverage limits and property values. Within this total 
private industry responsibility are several key components: 

a) Private Industry Retention 

$3 billion will be paid by private companies before any other sources are 
used. 
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b) Shared Payments 

The next $12 billion in insured losses will be paid through a combination 
of (a) private industry surplus and capital, inciuding additional "risk 
capital" raised by innovative new investment products (b) retained 
earnings and surplus (c) private· reinsurance purchased by primary 
insurers and (d) lines of credit and other bank facilities to provide 
necessary cash. 

The $12 billion which is initially available in this "building block" of the 
Academic Task Force's plan will be indexed so that it increases over the 
years along with increases in insured property values.

) . 

Florida Cat Fund 

The Florida Hurricane Catastrophe Fund (Cat Fund) assets, The Cat 
Fund can now generate about $5.5 billion. Substantial increases in the 
tax-exempt assets of the Cat Fund are expected. The Academic Task 
Force has recommended that a portion of all homeowner rate increases 
be put into the Cat Fund so that the Fund will grow faster. A forecast 'of 
these possible increases will be described in the next section. 

Sta1e and Local Government Revenues 

Limited additional funds, over and above private insurance industry and 
Cat Fund payments, would be provided by State and local governments 
through general revenues or special emergency fees or taxes. Most State 
and local government revenues in a major catastrophe must be used for 
emergency relief and rebuilding of public structures, such as roads and 
schools, rather than for individual homeowner assis,tance. 

Federal Government Revenues 

Florida will rely, as it has in the past, on Federal government 
appropriations to help to pay for damages in extremely large 
catastrophes. The Academic Task Force hopes that the Federal 
govemment will establish a disaster fund which can accumulate tax­
exempt reserves for this purpose. 

This "building block" approach in 1995 can generate $22 billion for homeowner damages, an 
amount equal to over two times the insured homeowner damages of $10.2 billion caused by 
Hurricane Andrew. 

'r	 These plans do not account for the significant impact which proposed mitigation and prevention 
a.ctions can have on total exposure. The Academic Task Force estimates that up to 40% of the 
damages caused by Hurricane Andrew could have been prevented with aggressive, proactive 
:nitigation and prevention program, resulting in about $6 billion rather than $10.2 billion in 
Insured homeowner damages. 
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Figure 6: Task Force 1995 and 2005 Forecast of Catastrophe Payment Capacity From All
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The program proposed by the Academic Task Force can provide adequate capacity· for 
damages caused by most hurricane catastrophes primarily through the revitalization of private 
insurance markets. Until future years, when the Cat Fund has grown veri large, the State will 
need to depend on Federal government appropriations, or a special national disaster fund IT and 

: when one is created, to assist with funding extraordinarily large catastrophes. 
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