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Dear Speaker Rubio:

As you know, Florida’s citizens have taken on an enormous financial burden since the
Legislature convened in January 2007 for Special Session. As a result of the legislation passed
during Special Session' and the 2007 Regular Session, our taxpayers are now responsible for
billions of dollars more in potential insurance assessments. As you recently stated, these
. assessments will be the “largest tax increase in Florida history.”

A recent study by the Property and Casualty Insurer Association of America found that seventy-
one percent of Floridians do not know that the recent legislative changes allow Citizens Property
Insurance Corporation (Citizens) and the Florida Hurricane Catastrophe Fund (CAT Fund) to
assess virtually all insurance policyholders in the state if there is a property insurance financial
shortfall. It is deeply concerning that the vast majority of Floridians are completely unaware that
they face this potential assessment. This suggests that Floridians are also unaware of the reason
why these “hurricane taxes” exist. One major storm and the taxpayers of the state will be hit
with assessment.

The House Committee on Insurance recently met on March 14™ and March 24" to specifically
explore the issue of potential assessments and to identify the root causes. The Committee
wanted to quantify the amount policyholders could be required to pay. In addition, we sought an
honest dialogue about the ability of our state’s insurance mechanism to pay claims after a major
hurricane or multiple storms. The Committee was also interested in the relationship between an
insurers ability to use actuarial adequate rates under our current regulatory rules and
interpretations and the likelihood of taxpayers being assessed because of these rates. It was the
intent of this Committee to bring understanding and insight about the potential risk of assessment
under our current system and to find ways to alleviate this risk. If levied, these assessments will
pose a significant financial burden to our citizens.

' HB 1A in 2007 Special Session A
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e Chairman Brown mentioned the Senate bill that freezes rates through 2009 and then
asked the following questions of Paul Erickson, Independent Actuary.

o Question: “What would the total impact be in terms of uncollected premium for
what OIR determined should have begun in January 2007?
Answer: “About $360 million given the assumption.”

o Question: “Are the rates for 2009 the same as those from 2005-2008?”
Answer: “Not exactly because rates were changed in the beginning of 2006 and

there was also a reduction in 2007.”

o Question: “What do you think of that?”
~ Answer: “From an actuarial perspective, I would not think that is appropriate.

o Question: “Are you basically charging the same rates that were approved in late
2005?”
Answer: “Yes”

o Question: “Would it be fair to say that the 2005 rates did not account for the 2005
storm season?”

Answer: “That is correct.”

o Question: “Is Citizens rate inadequate?
Answer: “Yes, especially for the high-risk account.

Representative Ross — Summary of Citizens Findings

“The facts that we saw today are rather compelling...”:

e At the end of 2005, Citizens was required by statute to charge the highest premiums of
anybody out there.

o At that time, Citizens had a policy count of 810,000.
o At the end of the year, Citizens had a $1.7 billion deficit.

o We used General Revenue to help alleviate that budget and amortized the net loss of
$888,000 in assessments over 10 years.

o Citizens has grown as a result of HB1A (by 500,000 policies up to 1.3 million policies).

e Citizens may now compete in the insurance market.
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policy to forestall that effect anyway. Finally, with the provisions above any rate
increase would be phased in over time.®

Rate Regulation Recommendations:

4)

5)

6)

7

8)

Increase the transparency of regulatory activities by requiring OIR to maintain a public,
web-accessible database of overall rate level requests filed, the amount recommended by
OIR actuaries, and the amount approved by the Commissioner. Given that private
actuaries must swear under penalty of perjury that their indications are fair, not
misleading and reflect all legislative enactments’, require a similar statement from OIR
actuaries with respect to their published recommendations. In the public filing
documentation, require OIR actuaries to disclose their major assumptions, and whether
those deviate from the professional standards of the American Academy of Actuaries.
Additionally, when any proposed action on a rate filing is reviewed by OIR, require those
meetings to be open to the affected parties (including the public) and in the sunshine.

Increase the efficiency of rate regulation by restoring a provision allowing expedited
approval of rates and rating plan adjustments not exceeding a certain level'®, but with
new consumer safeguards: a phase-in of individual policy premium increases exceeding
an annual limit, and a requirement that annual filings be up-to-date before and after the
expedited adjustment for a period of one year. This would speed competitive rates to
market, free OIR to focus on significant pricing and coverage issues, and force insurers to
continuously maintain fair rates.

Allow the temporary prohibition on “use and file” rate filings, whereby rates are changed
and full filings made within 30 days to sunset. This will let insurers respond to changing
market conditions — including offering competitive rate decreases — in the future, as well
as lessening the regulatory burden on OIR. This would not prevent Citizens takeouts
from still being regulated to allow depopulations only at approved rates.

If the temporary prohibition on property rate arbitrations is not allowed to sunset then
replace it with provisions installing an expedited judiciary process at the Division of
Administrative Hearing (DOAH) so that insurers and OIR may have fast, final decisions
on rate and rule disputes.

Allow the unfettered use of information from hurricane risk models accepted by the
Commission as actuarial support for rate filings. Rates are already regulated, and filing
actuaries are already bound by law and standards regarding supporting information.
However, OIR continues to stonewall the use of accepted models by insisting on the
ability to disclose proprietary documentation already reviewed by the Commission under
a process which assures public accountability while protecting trade secrets.

8 Christine Turner, Palm Beach Post editorial, March 31, 2008.
? See form OIR-B1-1790, based on the language in HB1A.
12 SB1980 in 2006 regular session contained such a provision; it was repealed in HB1A.
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9) Allow insurers direct access to the Public Hurricane Model and its detailed loss results
prior to OIR’s decisions based on those results.

10) Prohibit OIR from mandating territorial rate caps which force low risk homeowners to
subsidize the insurance costs of high risk homeowners.

Other Public Policy Recommendations:
11) Increase consumer awareness of the potential for “hurricane taxes” or assessments by

requiring Citizens and the FHCF to annually calculate and publish an estimated
percentage assessment, levied over a defined period, for a 1-in-100 year storm that strikes
in the upcoming season. Require all insurance policy declarations pages to contain a
notice specifying this estimated annual assessment in dollars and the period over which it
would be levied.

12) Continue to encourage responsible and affordable wind mitigation by funding the My
Safe Florida Home program and requiring wind loss mitigation rating plans for insurers.
Allow insurers to develop these plans using the results of any and all hurricane models
accepted by the Commission, but including discounts for all features enumerated in the
current rule.'’

13) Develop a long-term growth management plan for the State of Florida that does not
encourage inappropriate development by forcing Floridians to provide below market
insurance coverage for coastal development.

We know these proposals will not result in an overnight fix to Florida’s property insurance crisis.
However, we must begin to take steps in the right direction if we are to rebuild a stable and
competitive marketplace. Although the storms we face are the ultimate cause of this crisis, we
have worsened our situation by creating a legal and regulatory environment in which the private
market cannot function, coupled with a public insurance market that will collapse after a single
major storm. Our constituents deserve a Legislature which will take the fiscally responsible path
and ensure a bright economic future for the State of Florida.

oo 2

Dennis A. Ross, Chairman
Committee on Insurance Committee on Courts

cc: Chairman Ray Sansom
cc: Chairman Dean Cannon

"' See rule 690-170-017, which mandates discounts from a particular hurricane model which is not commonly used
by insurers and which produces generally higher losses than other models.



