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PERSPECTIVES ON CHALLENGES IN THE 
PROPERTY INSURANCE MARKET AND IM-
PACT ON CONSUMERS 

THURSDAY, SEPTEMBER 7, 2023 

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

Washington, DC. 
The Committee met at 10 a.m., in room SD–538, Dirksen Senate 

Office Building, Hon. Sherrod Brown, Chair of the Committee, pre-
siding. 

OPENING STATEMENT OF CHAIR SHERROD BROWN 

Chair BROWN. The Committee on Banking, Housing, and Urban 
Affairs will come to order. Welcome back witnesses who have been 
here before, and welcome colleagues and staff. The first hearing, 
obviously, post-Labor Day. 

Few financial decisions are more important than buying a home. 
Homebuyers make an investment in themselves, their families, 
their communities. Home-buying is an act, essentially it is an act 
of optimism. It is also stressful. Families buying a new home have 
so much to think about, making sure they cover their downpay-
ment, navigating the mortgage and closing process, moving in, get-
ting kids set up in a new school, if they have children. Buying 
homeowners insurance has always been a part of that process and 
gives families certainty and peace of mind. 

Homeowners are confident their monthly insurance premiums 
will provide a backstop against the physical and financial devasta-
tion that could ensue, if their largest investment is threatened by 
the increasing numbers of natural disasters: a tornado, hurricane, 
wildfire, other dangers, or incidents, or accidents. Knowing that 
they are covered can help homeowners sleep better at night, or that 
is how it is supposed to work. 

Increasingly, homeowners have faced an unpleasant surprise 
when it is time to renew their policies. 

Homeowners who spent years making their payments, regularly, 
without fail, are shocked to find their insurer has raised costs, has 
limited coverage, or in too many cases will not renew their policy 
at all. Insurers have abandoned, in some cases, entire markets, 
leaving consumers with fewer options that cost more and provide 
less coverage. Consumers are counting on their insurers now more 
than ever. 

According to NOAA, since the beginning of the year the country 
has experienced 15 weather disasters, each resulting in losses of 



2 

more than $1 billion—15 weather disasters, costing more than $1 
billion. Swiss Re, a leading reinsurance provider, estimated that se-
vere storms resulted in $34 billion—with a ‘‘B’’—of insured losses 
in the first half of this year alone, the highest ever in a 6-month 
period. No reason to think those numbers will not keep going up 
with climate change. 

Hawai‘i, Florida, Vermont, extreme weather events upended mil-
lions of Americans’ lives. Last month’s horrific deadly wildfires in 
our 50th State tragically killed at least 115 people, with hundreds 
more missing, projected losses of $6 billion. Losses from Hurricane 
Idalia, which plowed through Florida, Georgia, parts of the Caro-
linas last week could reach $20 billion. Senators Welch and Sand-
ers sent a letter to the Ranking Member, to Senator Scott, and me 
ahead of this hearing, detailing the losses Vermonters have suf-
fered from devastating floods this summer. 

Higher insurance rates could hit the very homeowners, landlords, 
renters, who can least afford them, can hit them the hardest. So 
often it is the lowest-income residents we know that in disaster 
after disaster. It is the lowest-income residents and communities of 
color have been pushed into the areas that are most vulnerable to 
natural disasters. As weather patterns continue to change because 
of climate change, risk and exposure will extend to places that 
have not previously been prone to natural catastrophes. 

This has led insurance companies to reevaluate risk-concentra-
tion levels, and not just on the coast. As the head of the Association 
for Property Insurers said, there is no place no place to hide from 
these severe natural disasters. The result has been a disturbing 
and abrupt trend. Companies are restricting coverage or raising 
rates and deductibles. In some cases, they leave States or geo-
graphic areas out entirely. 

As Secretary Yellen recently noted, the result is a, quote, ‘‘protec-
tion gap’’ that is increasing costs and limiting options for families, 
and it’s increasing financial stability concerns across the financial 
system. U.S. reinsurance rates, the cost of insurance that insurance 
companies buy to protect themselves by obviously spreading out 
risk, have reportedly increased up 50 percent. 

These jumps in reinsurance premiums have been driven in part 
by frequent and more severe natural disasters for themselves, for 
their investors. Higher reinsurance rates mean higher costs for in-
surance companies, which then mean price hikes passed down to 
consumers every month, has left millions of Americans paying 
more for homeowners insurance, often with less protection than be-
fore, while others scramble to find any insurance at all, because 
their insurance refused to renew in their policy. 

In California, most recently, two major insurers, State Farm and 
Allstate, stopped writing new home insurance policies in the whole 
State. Both cited the growing risk of catastrophe and spiking rein-
surance rates as factors in their decision. Not to be outdone, in 
Florida, since 2020, 16 severe storm and hurricanes have caused 
more than $100 billion worth of damage and led to an exodus of 
insurers. Farmers Insurance became the fourth in Florida alone in-
surer to exit the market, joining Bankers Insurance and Centauri 
Insurance, Lexington Insurance, when it announced in July, that 
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it would stop writing property insurance policies in that State. 
One-hundred-thousand Floridians are looking for new coverage. 

Days later AAA announced it would not renew some high-expo-
sure policies in the State, despite the fact that average yearly 
homeowners insurance premiums in Florida cost $6,000, the high-
est in the country. Fourteen insurance companies have either left 
the State or entered the receivership process. Insurers exiting 
State markets have left homeowners and businesses with no choice 
but to seek coverage from State-mandated insurers of last resort, 
which provide bare-bone policies at typically higher rates. 

Insurers of last resort are obviously exactly that; they are the 
last resort. That used to mean these insurers had a small share of 
policies, but as climate exposure has increased, as especially coast-
al States, but everywhere have been battered, insurers of last re-
sort are growing. In Florida, for example, Florida Citizens, the 
State’s insurer of last resort, is now the State’s single largest prop-
erty insurer, 1.4 million policies. 

California’s insurer of last resort, the California FAIR Plan, has 
seen more than 100 percent increase in policies in the last 5 years, 
reportedly offering coverage to 300,000 policies at the end of last 
year. 

It is not only homeowners hit by rising costs. 
Shrinking coverage, the National Multifamily Housing Council 

reports similar issues for multifamily sector, higher rates and 
deductibles, coverage limitations, in some cases no viable private 
market insurance coverage option at all. 

Because each insurance policy is a contract between the property 
owner and the insurer, it is harder to know when insurers have 
stopped writing coverage for apartments in a community or State. 
But apartment owners tell us that they are seeing a clear trend. 
Renters will only bear the burden as higher insurance costs are 
passed on to them in the form of even higher rents. Owners of our 
already too-small supply of affordable apartments serving the low-
est-income renters may be increasingly left with impossible choices. 

Today’s witnesses understand the unique challenges facing 
homeowners and property managers. Ms. Norris from Columbus, 
the capital of my home State of Ohio, is seeing the problem of ris-
ing insurance costs firsthand across the many States where Na-
tional Church Residences provide affordable homes for America’s 
seniors. I am pleased to have all three of you here today as we ex-
plore these important topics. 

Ranking Member Scott, welcome. 

OPENING STATEMENT OF SENATOR TIM SCOTT 

Senator SCOTT. Thank you, Mr. Chairman. Thank you all for 
joining us today with such an important conversation about the 
state of insurance with States around the country, and the impor-
tant role that insurance plays in the ability for homeowners, spe-
cifically as we discussed today, to transfer the risk to an insurance 
company. 

As you would imagine, coming from South Carolina and thinking 
about my friends in Georgia, Florida, and North Carolina, and 
thinking about the devastation of the fires in Maui, my prayers 
and my thoughts are certainly with those folks who have lost fam-
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ily members, who have seen their lives devastated, their properties 
destroyed. 

So much attention is given to the challenges of the environment, 
climate, but too often what we see, whether in Maui or other States 
is the man-made disaster that jeopardizes insurance in those 
States. I think about the fact that in my lifetime, as an adult, I 
spent, gosh, 20-plus years in the property and casualty insurance 
business. So I do have an affinity for terms that were used when 
I was in business. Mike, have you ever been in insurance? 

Senator ROUNDS. Boy, have I. 
Senator SCOTT. OK, good. Mike was also an insurance agency 

owner as well, and one of the things we both talked about is the 
PML, the Probable Maximum Loss. Can an insurance company cal-
culate accurately, or even in the range of reality, what is the Prob-
able Maximum Loss within a market? Whether that market is the 
Charleston area, where we are prone to hurricanes, or rather the 
State of California, or Ohio, with storms, and/or other natural dis-
asters, can a company predict the loss that will be incurred, and 
can they absorb that loss based on the premiums they charge per 
policy? When you cannot, you do not stay in a market. It is kind 
of that simple. 

Insurance companies have to follow the basic rules of economics, 
like any other business, and that is one the challenges that we see, 
particularly in States like California and Florida. California’s over-
regulated markets makes it very difficult for insurance companies 
to make a profit in those States, and when you cannot make a prof-
it you do not stay in those States. 

That is one the reasons why you see rather a State Farm, AIG, 
the insurance companies that were just named, leaving markets, 
because the rate sufficiency is impossible to get there. And then the 
inability to find the path forward, rather it is the NFIP that pro-
vides some reduction of that risk, or as I have discussed before, the 
absolute necessity of us to get our arms around the catastrophic oc-
currences from coast to coast, whether it is a hurricane, an earth-
quake, a flood, or tornadoes. 

We have not really wrestled with the actual damages done by 
catastrophic occurrences across the country. If you are on the coast 
or, frankly, if you are in the South, whether it is Louisiana, Flor-
ida, or South Carolina, we account for half of all the premiums 
going into the NFIP. But when a flood happens in New York, or 
New Jersey, or in Ohio, the policyholders there never heard of or 
thought of a flood insurance policy, so they are drawing money out 
of an account without having put any resources in the account. 

So we have some real challenges that we should identify, and un-
derstand, and appreciate that every insurance company is wres-
tling with today. But when you think about States like California 
and Florida, two things without question come to mind: one State 
you have a burdensome marketplace that is oppressive, that drives 
businesses out. It is not just insurance companies that are fleeing 
the State of California, every other business that can find another 
place to go seems to be looking for a different market. So I under-
stand that. 

Florida, part of the challenge that we see in Florida is that the 
regulatory environment is challenging. Certainly, the natural dis-
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asters are challenging, but with only 9 percent of the policies— 
homeowner policies in the country—they represent about 79 per-
cent of homeowners insurance lawsuits. Over the last decade, com-
panies in Florida have paid out $51 billion. However, 71 percent of 
that goes to attorneys’ fees. Something is broken in the market 
where it is not the homeowner that is receiving the lion’s share of 
the resources, it is the lawyers because of the challenges in a bro-
ken State as it relates to the litigious environment that is appar-
ent, obvious, and clear in Florida. 

So whether it is California or Florida, we need to understand ho-
listically the challenges that these insurance companies face and 
why they continue to pull out of the markets. I would love to hear 
from the experts today solutions, opportunities to recalibrate mar-
kets, and for us to have a panoramic view of how to keep insurance 
companies viable in those markets because, without any question, 
homeowners today are desperately looking for opportunities to af-
ford the coverage. 

I think the average, as the Chairman suggested earlier, the aver-
age premium for a house is $1,700 for homeowners; for the same 
policy in Florida, it is $6,000. That is the case. It is not simply a 
case of rate sufficiency based on the Probable Maximum Loss of a 
natural disaster. It has to do with the $51 billion paid to attorneys 
that have to be factored into that new definition of rate sufficiency 
that is going to be really hard to meet if that environment does not 
change. 

Chair BROWN. Thank you, Senator Scott. I will introduce today’s 
witnesses. 

Doug Heller is the Director of Insurance of the Consumer Fed-
eration of America. He serves as a Member of the Treasury Depart-
ment’s Federal Advisory Committee on Insurance. He is a member 
of the California Automobile Assigned Risk Plan Advisory Board, 
and member of the Executive Committee of California’s Coalition 
against Insurance Fraud. Mr. Heller, welcome. 

Michelle Norris is Executive Vice President of External Affairs 
and Strategic Partnerships at National Church Residences, the Na-
tion’s largest provider of senior housing. She serves as Chair of the 
Board of Directors for Stewards of Affordable Housing for the Fu-
ture, a Member of the Board of Directors of the Corporation for 
Supportive Housing and past President and Board Member of the 
National Affordable Housing Management Association. Ms. Norris, 
welcome. 

Jerry Theodorou is the Director of the Finance, Insurance, and 
Trade Policy program at the R Street Institute. Prior to joining R 
Street, he served as Director of Insurance Research at Conning and 
in multiple roles in AIG, welcome. Mr. Heller, please begin. Thank 
you. 

OPENING STATEMENT OF DOUGLAS HELLER, DIRECTOR OF 
INSURANCE, CONSUMER FEDERATION OF AMERICA 

Mr. HELLER. Good morning, Mr. Chairman, Senators. I am Doug 
Heller, Director of Insurance for Consumer Federation of America. 

There are several forces creating the property insurance crisis 
that has arrived in many parts of the country and is brewing in 
others. I will highlight what consumers are dealing with, the un-
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derlying drivers of the crisis, and some thoughts about how Gov-
ernment, insurers, and property owners can work together to re-
duce costs, improve coverage, and build safer homes in more resil-
ient communities. 

In 2022, Americans spent about $125 billion for home insurance. 
It is rising about 40 percent faster than inflation since 2017. We 
hear from many around the country paying upwards of $500 per 
month just for their basic home insurance, add more if they need 
to buy a separate flood, earthquake, or windstorm policy. Not sur-
prisingly regions exposed to the worst climate risk are being hit 
hard in this market, but this is a national problem. In fact, some 
of the highest home insurance prices are paid by residents of the 
Midwest, who are facing tornado and hail risk. 

But the pain is not equally distributed. The neighborhoods most 
vulnerable to climate disasters are often home to communities of 
color and low-income Americans, amplifying the crisis for them. 
And it is not just geography targeting these communities. It is not 
just geography targeting these communities. In all but a few States 
insurers penalize homeowners if they do not have a great credit 
score, even if they have never filed a claim. This disproportionately 
harms lower-income folks, people of color, and rural Americans, 
adding more pressure on the premiums that are already boiling 
over due to climate change. 

Now the second part of the crisis is the insurance companies de-
ciding to walk away from long-served communities, and some 
States entirely. Since everyone with a mortgage is required to 
maintain coverage and because people want protection for their 
most valuable asset, this is an incredible scary situation. What 
makes people so angry though is that the insurers for years, who, 
of course, are the presumed experts on risk, they have told them 
that their neighborhood is fine and insurable, and, of course, they 
always collected the premiums. So for companies to just take their 
chips off the table without warning and walk away is unacceptable, 
especially after the industry resisted calls for climate risk analysis 
for years. 

As a result, we are seeing many more people forced into the 
State insurance providers of last resort, which sell a high-priced 
policy, often with bare-bones coverage or when people cannot make 
their payments they end up being forced-placed into expensive cov-
erage by their mortgage company, or—and this we are hearing 
more and more—people simply cannot afford to own a home be-
cause they cannot get insurance. 

Now the third problem is the hollowing out of the coverage that 
people can afford. Rather than working in partnership with their 
policyholders and communities to reduce the risk of loss due to cli-
mate disasters, insurance companies are selling policies with less 
rebuilding benefit, more exclusions, and higher deductibles. Compa-
nies are reducing their own risk, sure. But that does not change 
the actual cost of disaster risk. It just transfers it back to home-
owners, renters, farmers, and other consumers. 

So why is this happening? There are two key drivers of the crisis. 
First, the reality of worsening disasters is undeniable. Tackling 
this requires a collaborative effort to reduce the risk that stems 
from climate change by investing in safer homes and buildings, and 
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more well-defended and resilient communities. This involves better 
data collection, expanded public support of infrastructure invest-
ments, and more grants for individual homeowners and building 
owners to harden their homes. 

And when property owners invest in loss mitigation, they should 
be promised access to coverage and relief on their premiums. Also 
this discussion must include issues of property development, afford-
able housing, and equity as we try to adapt to climate risk. If we 
do not take on the larger questions then insurance companies will 
be the ones left in charge of land use and housing policies through 
their rate-making and underwriting decisions. 

Now the second key driver of the current crisis is the exploding 
prices in the unregulated global reinsurance markets, the ones that 
property insurance companies use to hedge their bets. Prices are 
up 35 percent since January alone, if insurers can even get that re-
insurance that they seek. So we need a meaningful public-private 
partnership to address this massive market failure. 

The way forward is for the Federal Government to provide a ca-
tastrophe reinsurance backstop, just as we did with terrorism 
through TRIA, in exchange for insurers offering a meaningful in-
surance product, one without gaping holes, and one that covers all 
major perils. In capping insurers’ climate risk this way the Federal 
reinsurance program would provide needed certainty to insurers 
on, as Senator Scott mentioned, their Probable Maximum Loss. 

So to conclude, by prioritizing their own exposure to climate 
change rather than on reducing the actual risk of loss, insurers 
have left American consumers in the bind that calls us to this 
hearing today. Effectively addressing these problems demands a 
holistic approach to climate risk and property insurability. It re-
quires a focus on strategies that will reduce the damage done by 
climate change, strengthen communities, and use innovative pub-
lic-private partnerships to create competitive and sustainable in-
surance market that will yield affordable and quality property in-
surance coverage to Americans as we confront climate change to-
gether. 

If we have opportunities during the questioning I would love to 
talk about Senator Scott’s concerns about what is happening in 
California and Florida and make sure we address some of the de-
tails, but for now I will just thank the Committee for having me 
here, and I will conclude there. 

Chair BROWN. Ms. Norris, welcome. 

OPENING STATEMENT OF MICHELLE NORRIS, EXECUTIVE 
VICE PRESIDENT OF EXTERNAL AFFAIRS AND STRATEGIC 
PARTNERSHIPS, NATIONAL CHURCH RESIDENCES 

Ms. NORRIS. Mr. Chairman, Ranking Member Scott, and Com-
mittee Members, I would like to thank you for this opportunity to 
speak about the challenges in the property insurance market and 
how is this is impacting the multifamily sector, especially afford-
able housing. For over 60 years, National Church Residences has 
provided housing and health care to older adults. We currently pro-
vide affordable rental homes for more than 20,000 low-income sen-
iors in 23 States. 
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My remarks largely today reflect those of a growing coalition of 
multifamily housing stakeholders, concerned by the trends in the 
insurance industry, and the impact that they have on affordable 
rental housing, and the people who live in those homes. I am proud 
to be associated with several of those organizations as currently 
mentioned, including Stewards of Affordable Housing for the Fu-
ture, where I am currenting serving as Board Chair, National Af-
fordable Housing Management Association, where I chair the Regu-
latory Affairs Committee, and the National Multifamily Housing 
Council, where we are a member. 

These groups, along with many other house trading associations, 
recently created a task force focused on finding solutions to the cur-
rent insurance market challenges, so that housing providers can 
meet long-term housing needs for our residents. It is with this lens 
that I would like to share what we know about the property insur-
ance trends and the negative impact it is having on the housing 
supply and affordability. Property insurance rates in the U.S. have 
increased for 22 consecutive quarters. In just the past 3 years, 
housing providers have reported annual premium increases rang-
ing from 30 percent to 100 percent for affordable rental housing. 
In fact, at National Church Residences we have seen our property 
and casualty insurance costs go 400 percent increase in 6 years. 

We are also seeing reduced coverage. Minimum deductibles on 
property-level policies have increased from $10,000 to $25,000, and 
up to $100,000, which is the option we had to take this year. 

In addition to the risk increase this presents, these high 
deductibles can conflict with financial requirements. To avoid de-
faulting on financing, housing providers have to take additional 
policies, create layered coverages, all which add cost. Even devel-
opers and owners with very large portfolios, like ours, have little 
bargaining power in today’s industry. 

The pressures created by these increases impact our residents, 
too. Increased insurance costs result in increased rents, in market- 
rate housing and in affordable housing communities. Continued ris-
ing costs may also lead to the reduction in services to our residents, 
deferred repairs, and threats to long-term sustainability of our 
communities. High insurance costs are also hindering solutions to 
the affordable housing crisis. Rising insurance costs mean lower 
net operating income to support debt or equity returns. If you can-
not borrow as much, or attract less investment, it becomes even 
more difficult to finance the construction and preservation of the 
current affordable housing communities. 

We are seeing the volatility of the insurance market being driven 
by three key issues: the unprecedented frequency of natural disas-
ters, the impact of inflation on replacement-value methodology, and 
finally, on the insurance market capacity and policy limitations. 
Many insurers have simply ceased to underwrite multifamily cas-
ualty policies nationwide, or in certain markets prone to natural 
disasters like the Gulf Coast States of Florida and Louisiana. 

I have detailed more information in my written testimony, but 
my message is this: We must act now. Our country has a shortage 
now of 7.3 million homes affordable to low-income people. We can-
not afford to jeopardize existing rental housing or slow the creation 
of new ones. Both short-term and long-term policy solutions are 
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needed. In the short term, HUD and other Federal agencies can 
provide funding for affordable rental homes they must rethink ex-
isting insurance requirements and provide increased flexibility and 
funding to property owners to account for the real-world challenge 
that we are facing. In the long term, investments in climate resil-
ience and the greater level of intervention by the Federal Govern-
ment in the insurance markets are necessary given the current 
market failures. 

Thank you for the opportunity to speak today and for your efforts 
to explore and address these significant insurance challenges. We 
stand ready to work with you to further these efforts. Thank you. 

Chair BROWN. Thank you, Ms. Norris. 
Mr. Theodorou, welcome. 

OPENING STATEMENT OF JERRY THEODOROU, POLICY DIREC-
TOR, FINANCE, INSURANCE AND TRADE, THE R STREET IN-
STITUTE 

Mr. THEODOROU. Chairman Brown, Ranking Member Scott, 
Members of the Committee, thank you for holding today’s hearing 
and for the invitation to testify. 

Today’s hearing is timely. Consumers in States with ailing insur-
ance markets struggle to secure homeowners insurance within 
budget. Availability and affordability concerns are particularly 
acute in California and Florida. Symptoms of the ailment include 
insurer insolvencies, insurers ceasing to do business or pausing 
new business, rising premiums, large natural disasters, Hilary, 
Idalia. First and foremost, it is a miracle no lives were lost from 
Hilary or Idalia; let us be grateful for that. California’s and Flor-
ida’s insurance markets are not all gloom and doom. 

Before we get to the good news, let us take the temperature of 
the broader market. Some maintain that insurance industry capital 
has been depleted. That is not so. In 2022, the primary insurance 
industry had a slight underwriting loss. For every $1 in premium 
that it took in, it paid out $1.02 and seven mils in losses and expe-
riences. Investment income offset the underwriting loss, contrib-
uting to a positive 4 percent return. 

According to economist Thomas Sowell, competition does a much 
more effective job than Government at protecting consumers. The 
insurance industry, with over 260,000 insurers is highly competi-
tive. Chairman Brown, Ranking Member Scott, Ohio and South 
Carolina are among the most competitive States for insurance, es-
pecially South Carolina. It is number four, so somebody is doing 
something right there. 

Senator SCOTT. I agree. 
Mr. THEODOROU. States’ residual markets are another window 

into insurance competitiveness. Residual markets are State-man-
dated insurers of last resort when insurance is unavailable in the 
standard market. California’s and Florida’s large residual markets 
are unhealthy symptoms. 

Insurance markets and loss exposures vary across States. Maine 
is the least catastrophe-prone, whereas, California is exposed to 
earthquake, wildfire, mudslide, atmospheric rivers, even typhoons. 
One would expect property insurance premiums in California to be 
higher than in less catastrophe-prone States, but they are not. 
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Homeowners insurance and premiums in Tennessee and South Da-
kota are about equivalent to California’s, even though California’s 
risk and building and repair costs are higher. 

California’s insurance market troubles go back to Proposition 103 
in 1988. Proposition 103 made California the only State to intro-
duce public interveners, who can challenge rate increase requests 
above 7 percent. This requires the regulator to address insurance 
rate change requests to request within 60 days, but the reality is 
that the 60-day rule must be waived before action is taken by the 
regulator, resulting in delays of a year or much more. 

This straitjacketing prevents insurers from charging risk-ad-
justed rates. The result is close to 20 insurers pausing new busi-
ness or non-renewing policies. Proposition 103 is a form of price 
control. The academic literature finds that price controls do not 
work and California demonstrates this. 

More ways that California insurance regulator handicaps insur-
ers is by prohibiting insurers from factoring reinsurance costs and 
recent climate patterns into risk modeling. This is like forbidding 
a doughnut-maker to change the price of its doughnuts, irrespec-
tive of flour and sugar costs. 

In contrast to California’s price control, Florida’s market troubles 
were driven primarily by excessive litigation, as we have just 
heard. For years, Florida had the dubious distinction of being home 
to 79 percent of the homeowner insurance litigation in the country, 
despite having only 9 percent of the country’s homeowner insur-
ance policies. 

So what is the good news? In the spring, the California Assembly 
and Senate held productive bipartisan information hearings on cli-
mate models, and in Florida, comprehensive tort reform was signed 
into law. What is more, several new companies with fresh capital 
have announced entering Florida, one just yesterday. Going for-
ward, California’s auspicious tailwinds of change should continue, 
and Florida should maintain its resolve and put its history of law-
suit abuse in the rearview mirror. 

On that happy note, thank you for holding today’s hearing. 
Thank you for your consideration of my views. I look forward to 
your questions. 

Chair BROWN. Thank you, Mr. Theodorou. It is always good to 
end on a happy note. Thank you for that. 

Mr. Heller, you cannot open a newspaper without seeing stories 
of homeowners facing skyrocketing insurance rates with less cov-
erage, higher deductibles, or not being able to find an insurer. De-
spite what some say, it is not happening, of course, only in Cali-
fornia. Why are so many people across the country—and answer 
this as short as you can—why are so many people across the coun-
try suddenly being priced out of the homeowners insurance mar-
ket? 

Mr. HELLER. Thank you, Senator Brown. The first reason—I 
mean there is a few reasons, but the first reason we have to ac-
knowledge it up front is climate change is severely exacerbating 
the cost of risk transfer because it is increasing the severity and 
frequency of disasters. You mentioned an example, 15 $1 billion 
events this year alone. The Swiss Re actually reported that the 
most severe incidents were in Texas. We talk about California and 
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Florida. This is happening around the country. Climate change, as 
you said, is a national concern, and it is affecting insurance mar-
kets everywhere. 

The unregulated global reinsurance market is number two and 
is the driver here. These drastically increased premiums over the 
past 2 years actually put the rate online index produced by Marsh 
McLennan’s Guy Carpenter subsidiary at the highest in the history 
of the index, which has been calculated since 1990. So that risk 
transfer is also too expensive. 

There has been inadequate oversight of State insurance markets 
around the country and some terrible rules that require some of 
the big State public insurers of last resort, the citizens in Florida 
and Louisiana, to actually charge customers more than the actuari-
ally indicated rate. That makes no sense. Why are we making last 
resort insurers charge more than they need to charge to provide 
coverage? 

And then finally, I mentioned there is the specific pain point for 
lower-income Americans, who because they do not have great cred-
it, find themselves seeing 40 percent, 60 percent, 80 percent pre-
mium spikes just because of that even without a claim. So it is a 
confluence of these incredibly difficult issues. 

Senator BROWN. Thank you, Mr. Heller. I hope we can get agree-
ment and at least acknowledgment from everybody on this Com-
mittee of both parties on the existence of climate change and the 
severity and the huge costs in so many ways to all of us. Thank 
you. 

Ms. Norris, we have heard arguments that consumer protections 
at the State-level lead insurers to stop writing homeowners insur-
ance policies in certain States, but the insurance multifamily prop-
erty owners buy usually does not have the kind of protections, as 
you know, and the oversight that a homeowners insurance policy 
would. How is the coverage multifamily policies include different 
from the coverage a homeowner would buy, number one? And sec-
ond, are you seeing fewer insurers offering multifamily coverage 
across the country? 

Ms. NORRIS. Thank you, Senator Brown. First I would like to 
highlight what was already mentioned about just the impact of cli-
mate change, to your point. As an example, National Church Resi-
dences, our three highest claims we have had in our history have 
happened in the last 2 years. One was from Hurricane Ida in Au-
gust of 2021, $6.5 million for our organization; Hurricane Ian, 
which hit a single property in Florida, and required us to vacate 
the property for 6 months and rebuild at $13 million; and Winter 
Storm Elliot, which hit 44 of our communities. It is a really chal-
lenging time to be providing affordable housing. 

And so we see, in the insurance market, our insurance is covered 
at a national level, so we work with carriers that go across State 
lines. But we are, in fact, seeing fewer and fewer options available 
for us. In fact, in our previous renewal, we had four carriers that 
worked with us on real property and casualty, three of those 
walked away and left us with a single carrier, and basically a take- 
it-or-leave-it on the premiums. 

Senator BROWN. Thank you. 
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Mr. Heller, I wanted to thank you for raising concerns around 
nonprofits having difficulty finding affordable property insurance 
coverage. I appreciated that in your testimony. I have long raised 
similar concerns, including at last year’s insurance hearing, and I 
am hoping that we can find a resolution to that. So thank you for 
that. 

Mr. Heller, you noted that raising insurance rates, reducing cov-
erage, do not reduce risk. It reduces risk for the insurer, who shifts 
it onto the homeowner. What can we do to actually reduce risks so 
that we can bring down costs and make homeowners’ and renters’ 
properties safer? 

Mr. HELLER. Thank you, Mr. Chairman. There are really several 
things. We are doing, in some ways, a lot of this work with the 
Building Resilient Infrastructure Communities, the BRIC Program 
at FEMA. There is some new data that was just released about 
where we need to invest most aggressively to provide the most re-
turn on those infrastructure investments around 500 different cen-
sus tracts in the country. 

So we need to take the front end of the solution as serious as we 
have historically taken the back end by having FEMA emergency 
funds after a disaster. That is what we really need to be doing is 
putting our money up front. 

And I will tell you one thing we have that can be done very sim-
ply. Senator Feinstein and Representative LaMalfa have bills that 
would make grants to homeowners tax-free for home-hardening. 
That is something we could easily do. 

I know in California, the Earthquake Authority wants to be giv-
ing money out to people to strengthen their homes, but people are 
going to bear the tax burden of that. So that money is not free and 
it is not going to help them rebuild. So we need to make those in-
vestments on the front end. If we protect homes with $1, we do not 
have to rebuild with emergency funds with $5, $6, $7 after the fact. 

Senator BROWN. Thank you. My time has expired. 
Ms. Norris, I wanted to just offer this Committee’s help knowing 

it can be difficult for nonprofit operators to access resources for 
mitigation in ways that we can creatively work together. Senator 
Scott. 

Senator SCOTT. Thank you, Mr. Chairman. Mr. Theodorou, you 
said something earlier that I wanted to make sure I understood. If 
a company brings in $1 in premium, but pays out $1.02 in losses, 
that is probably a bad thing. 

Mr. THEODOROU. That is right. That is right. 
Senator SCOTT. So the only way that you make that up is by the 

ROI on your investment between the time that you bring it in and 
the time you pay it out, you have an opportunity to invest those 
resources. If you invest them effectively in a good market then you 
will have enough to stay afloat, and if you do not have a good mar-
ket, like today’s market, where you have a 17 percent inflationary 
impact on companies, business, on gas, and all of the supplies it 
makes it more difficult to get that kind of ROI. 

Mr. THEODOROU. That is right, especially following the low and 
long period of interest rates, when investment income was lower. 
So the contribution from investment income was depressed and did 



13 

not contribute enough to bring the combined ratio below 100 per-
cent. 

Senator SCOTT. Correct. Number two, repetitive losses. We just 
heard about rebuilding, rebuilding, rebuilding the National Flood 
Insurance Program. One percent of losses that occur are repetitive 
losses, but they account for about 30 percent of the payouts of the 
National Flood Insurance Program. So if you keep building in the 
same area, where there is a disaster after disaster after disaster, 
the chances are pretty good you are going to pay more out. 

Mr. THEODOROU. That is right. That is right. There needs to be 
incentives for better behavior for the National Flood Insurance Pro-
gram, and now they are trying to disincentivize these repetitive 
and severely repetitive loss properties by having a 25 percent in-
crease if you have these repeated events. So send the right signals 
and people will respond by hardening, by taking preventative 
measures, by increasing resiliency. 

Senator SCOTT. Perhaps sometimes the Federal Government is 
not really the answer to what local communities need to do in mak-
ing decisions around whether or not to rebuild a property in a place 
where you have had multiple losses to the same property based on 
the same basic set of circumstances that come through a commu-
nity. 

Mr. THEODOROU. That is right. The Federal Government has not 
had a good history of involvement in insurance. You mentioned the 
National Flood Insurance Program, which has bled billion, tens of 
billions of red ink. The crop insurance program also has these sub-
sidies that do not encourage farming of the right crops and in the 
right areas. 

The insurance industry, as you know, and Senator Rounds, is 
tremendously complex. Simple in principle, but in the execution 
there is administration and policy issuance, distribution, actuarial, 
and a dozen other functions, and the Federal Government has no 
business trying to create insurance companies. It is simply not fea-
sible. 

Senate Scott. Perhaps one of the reasons why we should all 
thank the good Lord for the McCarran-Ferguson Act of 1945 that 
made our form of insurance a State-based system of insurance, this 
structure has produced highly competitive, fair markets all across 
this country, and frankly, sets a global standard. Is that an accu-
rate statement? 

Mr. THEODOROU. That is right, and efforts in the past that have 
followed strains in the insurance market to create a Federal back-
stop, or to provide Government-subsidized reinsurance, have not 
been successful. They have not taken off, because it is simply not 
feasible. 

In 2007, a couple of years after Hurricane Katrina, KRW, 
Katrina/Rita/Wilma, Chris Dodd held a similar hearing and Chair-
man of the Economic CEA, Ed Lazear, talked about the ways in 
which that would not be feasible. Congressman Moskowitz, Charlie 
Crist, Governor in Florida, and there was a Kevin Mahoney bill, a 
number of bills have been introduced as sort of knee-jerk reactions. 
Oh, the insurance industry is having strains, let us send the Fed-
eral Government in to fix it. It does not have a history of working 
then and it will not have one now. 
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Senator SCOTT. Sounds like to me you have already answered my 
first question, which is about the fact that Federal taxpayers sub-
sidizing State insurance challenges is not a recipe for long-term 
success. 

Mr. THEODOROU. That is right. Subsidies and cross-subsidies 
where the poor subsidize the rich are both bad. 

Senator SCOTT. Simple, sounds like to me. Could you speak to 
why the insurance markets operate at a lag behind the rest of the 
economy, and why we are seeing increased prices now? One of the 
questions I am really trying to narrow in on the important fact 
that over the last couple of years seeing the inflationary impact 
that we talked about that led to 12 rate increases. So that new 
market where you have 5.25 percent or higher interest rates to be 
imbedded into an insurance company’s model, that costs something. 

Mr. THEODOROU. That is right. It does take a couple of years be-
fore it earns in, because as we have seen with inflation, building 
material costs rose by 19 percent in 2021, 8 percent in 2022. Cop-
per prices, other prices of lumber and metal that is needed in re-
building homes have gone up. But it takes time because the loss 
may happen toward the end of the policy period, and then for the 
repairs are more expensive than before. So it takes 1 or 2 years be-
fore those inflationary impacts are fed in. 

So there are three main drivers of some of the strains: economic 
inflation, reinsurance costs, and natural catastrophes. I am glad 
you brought up the inflationary factor. 

Senator SCOTT. Thank you, sir. 
Chair BROWN. Thank you, Senator Scott. 
Senator Reed, of Rhode Island, is recognized. 
Senator REED. Thank you very much, Mr. Chairman. Mr. Heller, 

if Congress does not act by September 30th, the National Flood In-
surance Program does not exist. Can you tell us what the con-
sequences of that will be, please. 

Mr. HELLER. Thank you, Senator. Yeah, I mean, Americans right 
now are facing these unprecedented catastrophes. We just saw 
Pennsylvania, New York, Vermont hit by severe flooding, and we 
need to have a flood insurance, and the private market has not 
been there to provide insurance for homeowners, and it has been 
stripped out of the homeowners’ policies. So we need a backstop, 
so that there is flood insurance. I will say only 12 percent of Ameri-
cans actually buy flood insurance. We are desperately uninsured or 
underinsured for this coverage. 

I think it is important to note that Senator Scott is right, that 
the flood insurance program as created has not been a success. We 
need it there, because if we do not have it, then we have got noth-
ing. But one the reasons that a Federal reinsurance program would 
be so valuable, like we did with TRIA when we had this desperate 
exposure, by bringing in a Federal reinsurance we could put the 
flood insurance product back into homeowners insurance, back into 
the State, back into the private markets, which I think is exactly 
what Senator Scott was calling for. Because then the private insur-
ers could be protected when they sell flood insurance, knowing that 
the worst-case scenario was taken off the—they were taken off the 
hook. 



15 

But until we do that, until we push flood insurance out of the 
Federal Government and back into the homeowners policies that 
we all buy, we need to have a flood insurance program here in the 
Federal Government. 

Senator REED. Thank you. There is also another approach, which 
would be mitigation. I know in my State we are working with the 
Natural Resources Conservation Service, which is under the United 
States Department of Agriculture, and we are actually buying 
homes in areas that are flood-prone. We are restoring floodplains 
so that there is a nature dissipation of floodwaters, we are working 
with the Corps of Engineers. So my conclusion is we probably 
should do a lot more preemptive work with respect to resilience. 

Mr. HELLER. And Senator Reed you are exactly right. Our first, 
second, and third thing that we should be doing is reducing the 
risk. We have got the knowledge and data, and whether with 
floods, as you are talking about or windstorms and fires we know 
how important better roofing is. This stuff can be done, but we 
have to make the commitment to it, rather than just shifting the 
deck chairs on the Titanic by saying, well, insurance companies are 
not going to take that risk. Higher deductibles, less coverage, 
homeowners, renters and property owners, they take the risk in-
stead. 

Senator REED. There is discussion, obviously, of withdrawal of 
many insurance companies in Rhode Island. Our State insurance 
regulator implemented a rule that requires notification by the in-
surance company prior to their departure, and that gives the State 
the opportunity to work with the company to see if there are ways 
to diversify or do other things that could compensate. Is that an 
approach that is worth emulating elsewhere? 

Mr. HELLER. Yes. I think that is exactly right, and what you are 
doing in Rhode Island makes a lot of sense. We hear from home-
owners all the time, ‘‘Why am I suddenly being told I cannot be in-
sured? They have always insured me.’’ And the point is that we 
need to have a transition process. Insurance companies cannot take 
a money for decades and decades and say, oh, now we realize there 
is climate change, we are out of here. So it is really important that 
you have a transition process like you are talking about. 

Senator REED. Thank you very much. Thank you, Mr. Chairman. 
Chair BROWN. Thank you, Senator Reed. 
Senator Rounds, of South Dakota, is recognized. 
Senator ROUNDS. Thank you, Mr. Chairman. Thank you to all of 

you for coming before us today. 
Mr. Theodorou, I am curious. How long have you studied or par-

ticipated in the insurance market reviews? 
Mr. THEODOROU. I have been an analyst of the property casualty 

insurance industry for 15 years, 12 years at Conning, an insurance 
research and asset management firm in Hartford, and for the last 
3 years leading the insurance research at R Street. Prior to that 
I was in the industry. I worked in the industry as an underwriter 
and in other capacities. 

Senator ROUNDS. Just curious. I was first licensed to sell insur-
ance as an agent in South Dakota in 1978, for homeowners insur-
ance, and carried that license all the way up until 2015, when I 
was elected to the U.S. Senate. Just curious. During that time pe-



16 

riod you learn what is in a policy and what is not in a policy. 
Under a homeowners policy there was an old HO2 form, and it was 
transferred into an HO3 form where you had named perils, and 
then you had special all-risk coverage with exceptions built in. 

But I was trying to think back. I do not believe I have ever seen 
a homeowners policy, which was available with a flood insurance 
as part of the original perils. Are you aware of a flood insurance, 
or homeowners policy that started out under the basic forms, with 
flood insurance? 

Mr. THEODOROU. No, no. Flood has been excluded for several dec-
ades, prior to the 1970s, when you began. The HO3, which is the 
most common form—— 

Senator ROUNDS. Special form. 
Mr. THEODOROU.—special form, excludes flood. The flood insur-

ance program, National Flood Insurance Program has been the 
principal provider of flood insurance. 

The good news is that the private market is growing. I will bring 
some good news in here. Now there are 77 private companies that 
are writing 31 percent of flood insurance business compared to 12.6 
percent just a few years ago. So the private market is starting to 
come in, especially since the new rating methodology has been in-
troduced. 

Senator ROUNDS. I think also right now we have an NFIP, the 
National Flood Insurance Program, which is a backstop for flood in-
surance across the country, and personally I think it is important 
that we get it renewed. I think it is an important aspect for a lot 
of areas, particularly where the risk is high. But the vast majority 
of Americans, they simply look at their policy and say, ‘‘I do not 
need flood insurance program because I am not in a flood insur-
ance—in an area which prone to floods.’’ So they do not buy it, or 
their mortgagee does not require them to buy it. So what you end 
up with is, in many cases, the folks who may buy it are people that 
think they may have a loss or are being required because the Fed-
eral Government believes they may be in a flood program or in a 
flood zone. Correct? 

Mr. THEODOROU. That is right, and that leads to two problems. 
One, you have adverse selection, which means the policies that are 
written are the ones with the perceived highest risk—they are next 
to a river, creek or on the coast—and you have low penetration. 
There are 70 million homes in the United States, and only 5 mil-
lion carry flood insurance, and it is estimated that over 80 percent 
of the homes in the United States are exposed to flood. As we have 
seen the last couple of years, we have these atmospheric rivers, 
these rainstorms that are horrific and violent that are removed 
from bodies of water. So the flood exposure is there, the market is 
underpenetrated, and there is adverse selection. 

Senator ROUNDS. We represented dozens of insurance companies 
that wrote homeowners in the agencies that I had an ownership in-
terest in, in South Dakota. I found they either wanted to be in the 
market and they wanted to be writing a lot of insurance coverages. 
They did not want to write one or two, but wanted to write lots be-
cause they made a profit if they had a larger part of the market 
itself. The vast majority of insurance carriers would love to write 
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for a particular line of coverage if they thought they could make 
a profit. Fair enough? 

Mr. THEODOROU. That is absolutely right. The exodus from Cali-
fornia, as Ranking Member Scott said, the Law of Economics. If 
you are losing money, there is no reason to go on doing that. 

Senator ROUNDS. So in this particular case, if we recognize that 
there are certain areas around the country where carriers have 
simply said, ‘‘Look, we cannot make a profit there, we are on our 
way out,’’ mitigating circumstances, climate change is part of it, 
being able to appropriately increase your rates for the risk of some 
of those severe weather events. If they are not able to increase 
rates based upon that, then they simply look at it and say, ‘‘We are 
a for-profit organization. We cannot make a profit.’’ 

But there seems to be a movement out there still, where people 
think that we should spread that out to taxpayers to pick up those 
losses and keep the rates low. Is that a fair assessment of what 
some folks think is a better alternative? 

Mr. THEODOROU. Yeah, that would socialize the risk and penalize 
people unnecessarily and allow people that have got higher risk to 
go on having that higher risk. 

Senator ROUNDS. Thank you. Thank you, Mr. Chairman. 
Chair BROWN. Thank you, Senator Rounds. 
Senator Menendez, of New Jersey, is recognized. 
Senator MENENDEZ. Thank you. Mr. Theodorou, what happens, 

though, when the private market makes an amount for insurance 
that is almost unfeasible to be able for the homeowner to afford? 
They choose not to have property flooding insurance, and the con-
sequences of that when we have the storms or the wildfires or the 
flooding that ends up the Federal Government comes in and helps 
the State. Is not it better to have a system that is somewhat in-
sured here? 

Mr. THEODOROU. The affordability/unaffordability issue can be 
dealt with with means testing. If there is real unaffordability and 
the home cannot be move or cannot harden the home, then there 
can be some form of means testing. The good news is that with the 
new rating methodology 20 percent of policies have seen a decrease 
in the premium that they have. 

Senator MENENDEZ. And the largest number of people have left 
the National Flood Insurance Program as a result of Risk Rating 
2.0. 

Let me just ask this. Decades of inaction, particularly on climate 
change, is causing the property and casualty insurance market to 
buckle under competing pressures to provide returns for share-
holders and sell a product that policyholders can actually afford, 
and as businesses insurers have an obligation to their shareholders 
to make a profit. I get that. 

But as policymakers, we have an obligation to correct for market 
failures when there is a compelling public policy reason to do so, 
and here it is to ensure families can afford necessary coverage and 
prevent collapses in our local housing markets. Because between 
wildfire, droughts, and flooding, the reality is that there is nowhere 
left in the country that is not being challenged by natural disaster. 

Ms. Norris, in my State you have senior communities in Brick, 
South River, and Elizabeth, just to mention some, that are histori-
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cally challenged with flooding. By the way, those communities are 
not wealthy by any stretch of the imagination. What would it mean 
for costs for seniors if homeowners, in terms of flood insurance, be-
comes unavailable, and flood insurance becomes prohibitively ex-
pensive? 

Ms. NORRIS. Thank you, Senator, for the question. And I assume 
you are talking about in our multifamily communities, our afford-
able housing communities that we have in your State. Correct. 

Senator MENENDEZ. Yes. 
Ms. NORRIS. So in New Jersey, along with all our other commu-

nities in other States, where we provide affordable housing, the 
idea of us as the owner being able to not be insured puts a tremen-
dous risk not only on us, but on our residents as well. At some 
point, if we were not able to get insurance, then it would leave our 
building and our residents completely exposed. As I mentioned ear-
lier, we have had our highest three claims have happened in the 
last 2 years. If we did not have insurance, those apartments would 
have been completely unable to be reoccupied. 

Senator MENENDEZ. So people would be out? 
Ms. NORRIS. Right. As a matter of fact, at one of our commu-

nities, they were out for 6 months while we rebuilt. Without insur-
ance we would not have been rebuilt, and they would have been 
just left to find their own homes. 

Senator MENENDEZ. Senior communities, like the ones you are 
talking about, are part of the reason why I introduced this bipar-
tisan NFIP–RE Act. The legislation would ensure flood rates stay 
affordable while providing generational investments in mitigation 
and risk-mapping to tackle long-term challenges of flooding. 

Nearly 11 years ago, we in New Jersey faced the worst natural 
disaster in our State’s history. Superstorm Sandy destroyed homes, 
shuttered businesses, flooded entire communities. But in the 
months and years following Hurricane Sandy, New Jerseyans faced 
a manmade disaster in getting an honest claims check for their 
flood insurance policy. These are people who paid a lifetime, never 
made a claim, and all of a sudden now, when they are making a 
claim, through the manipulation of engineering reports and uti-
lizing obscure loopholes, insurance companies acting as contractors 
for FEMA systematically low-balled policyholders. 

I subsequently led a charge for FEMA to establish the Sandy 
Claims Review, which resulted in $260 million more paid out to 
families that were previously denied. But it seems to me that an 
old dog does not seem to learn new tricks. 

Mr. Heller, what are you seeing in Florida for homeowner insur-
ance policyholders in the aftermath of Ian? 

Mr. HELLER. Thank you, Senator. It has been terrible for so 
many homeowners after Ian. I mean we have seen the evidence 
now of insurance companies that were literally changing their own 
adjustor’s claims values. 

This is just a straight fraud from insurance companies, and we 
need to, sure, prosecute those fraudsters, those insurance compa-
nies that are cheating people, but how we are not learning that les-
son, how regulators are not coming in in real time and taking the 
data to figure this out is leaving homeowners exposed after they 
have paid their premiums for years, these escalating premiums, 
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and then when they need the companies most, the companies turn 
their backs on them, or even cheat them. 

Senator MENENDEZ. My legislation stops the bad actors from tak-
ing place, roots out what took place in Sandy so it does not happen 
in the Nation. 

One final question, Mr. Chairman. Mr. Heller, does the NFIP 
have a regulator that they have to submit rate changes to? 

Mr. HELLER. So the NFIP goes through its process, but what we 
have seen is, we have seen sort of 2.0 with these massive rate in-
creases for a lot of people. It is really quite frustrating. We need 
to be making sure that rates that come out of NFIP are fair and 
are distributed fairly. I do actually appreciate the idea of means 
testing to make affordable rates, but we have not seen an appro-
priate—we have seen real problems at the NFIP. 

Senator MENENDEZ. We have lost 150,000 policyholders, and by 
their own admission FEMA says we will lose a million policy-
holders by the end of the decade due to the premium increases. 
That is not a way to solidify an insurance program. Thank you, Mr. 
Chairman. 

Chair BROWN. Thank you, Senator Menendez. 
Senator Tillis, of North Carolina, is recognized. 
Senator TILLIS. Thank you, Mr. Chairman. I seek unanimous 

consent to submit one opinion piece and one article related to some 
of the root causes of California’s and Florida’s problems. 

Chair BROWN. Without objection, so ordered. 
Senator TILLIS. One of those was actually coauthored by Mr. 

Theodorou. 
Mr. Theodorou, I want to go back to I think a very important 

number that Senator Scott touched on that said for every $1 pre-
mium taken in you paid out $1.02. Is that correct? 

Mr. THEODOROU. That is right. 
Senator TILLIS. OK. So for the premiums that they judged were 

necessary to cover their risk they were off by two cents on the dol-
lar that year, right? 

Mr. THEODOROU. That is right. 
Senator TILLIS. And fortunately, they have a hedging strategy, 

where they have investments that hopefully have a return to make 
up those losses. So would it be fair for anybody to say that the in-
surers who are paying out more than they are taking in in pre-
miums are making money hand over fist, and greedy, based on the 
data? 

Mr. THEODOROU. The data says they are not. In 2022, there was 
a 4 percent margin, profit margin, because investment income 
kicked in about 600 basis points, and long term, the insurance in-
dustry has got a return of 6.5 percent. Companies that are publicly 
traded have about 14 to 15 percent. So the insurance industry has 
a much smaller margin than other industries. 

Senator TILLIS. A part of what we could be doing here is consid-
ering national policy that is trying to address some of the short-
comings, and in my opinion exist as past policy that has been 
passed. In States like California, you mentioned Prop. 103. You 
took a look. They are addressing some of the problems in Florida 
through tort reform. I am glad they got on board. We did that 10 
years ago in North Carolina. 
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But there seems to be a suggestion here that we just do not have 
enough regulations in place at the State or Federal level to fix this 
problem. Do you actually think there are glaring gaps in additional 
regulatory measures that we should take to fix this problem? 

Mr. THEODOROU. No, I do not. I think that the push to establish 
some sort of, or introduce some sort of Federal backstop or support, 
however well-intentioned, would backfire, because contrary to pop-
ular opinion the reinsurance market and the primary insurance in-
dustry is not on its knees. It is not collapsing. It is in the business 
of dealing with catastrophes. 

There are cycles in the business. Inflation and interest rates are 
factors beyond its control. But in the mutual insurance industry 
there are companies that have been doing business for 200 years. 
You cannot be greedy for 200 years and not lose all your business. 
So they are doing something right, and they have been through 
storms before. 

Senator TILLIS. Do you think there are many corporate board 
rooms that have a strategy on shrinking their market size as a 
part of their growth strategy? 

Mr. THEODOROU. Only in States where they cannot make a dol-
lar. 

Senator TILLIS. Right. So the point is why on earth would a 
major insurer exit California and Florida? Because they cannot 
make the numbers work, they cannot sustain and we know why. 

So I think a part what we have to examine here to the extent 
that the Federal Government should get in is to examine the policy 
decisions made at the State level that are creating these structural 
problems, that cause insurers to exit markets. I mean, I do not 
know how we actually get and address—you listed off, Ms. Norris, 
three key areas that need to be addressed. We need to address all 
of them. 

I just do not think that we accomplish that through some sort 
of a centralized, more burdensome regulatory construct coming out 
of Washington. I think there is a way to fix this problem, and I do 
not think it is with a big Federal Government solution to the prob-
lem. I think it is working through the root causes and looking—I 
mean you could draw a nexus between policy decisions made and 
why you have exited the market. 

I do like what you have said about affordability. Mr. Heller men-
tioned affordability. I think that we should find—we do have people 
who are seeking insurance, that they prefer not to be on that prop-
erty anymore. We failed with FEMA. We failed with resiliency 
measures. We failed with movement. 

We have had 53 tropical cyclones impact North Carolina over the 
last 20 years. We average landfall of a major storm in North Caro-
lina every 4 years. I have been dealing with this for the 16 years 
that I have been in elected office. But I do not believe that the 
mindset that some of my colleagues have here is that it can be 
fixed in Washington. 

It needs to be addressed on a State-by-State basis. We have to 
provide a backstop for flood insurance. We have to address these 
problems. But it is not going to come from compelling a private sec-
tor business to serve a market that cannot be sustained with all 
the constraints that they have on rating for the risk. 
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I did have one final question, and Mr. Heller, I just want to con-
firm what you said, and then Mr. Theodorou, I would like to get 
your opinion. You said that credit risk rating alone could increase 
a premium by as much as 80 percent? 

Mr. THEODOROU. Yes, sir. We see premiums actually jump for 
people with low credit, but no claims history, personal credit his-
tory up by as much as 100 percent, sometimes doubling of their 
premium, just because—— 

Senator TILLIS. So Mr. Theodorou, could you explain to me why 
you believe a part of the actuarial process should include a credit 
risk rating? 

Mr. THEODOROU. The credit score, insurance adjusted credit 
score, has found to be correlated with losses. The industry though, 
I think, or from what I know and from my experience as an under-
writer, does not overprice policies because of credit scores. If it did, 
competitive forces would come in and—— 

Senator TILLIS. Right. 
Mr. THEODOROU. ——issue a policy. 
Senator TILLIS. If it was not relatively correlated to the risk, it 

would not be a factor in the actuarial process. 
Mr. THEODOROU. Mm-hmm. 
Senator TILLIS. OK. Thank you all for your testimony. 
Chair BROWN. Thank you, Senator Tillis. 
Senator Fetterman, of Pennsylvania, is recognized. 
Senator FETTERMAN. Thank you very much, Mr. Chairman. Hi. 

Thank you. Mr. Heller, can you walk by me what might happen 
when, in Pennsylvania, a working family cannot get insurance cov-
erage? 

Mr. HELLER. Thank you, Senator Fetterman. Well, what happens 
is people cannot have their home. I mean they cannot own their 
home, or if they are a renter, they do not have the protection they 
need if disaster strikes. They often times do not have a place to go. 
They do not have coverage for loss of use if a building comes down. 

But what we are seeing for some people who cannot make their 
premiums, homeowners who cannot make their premiums, they are 
being actually force-placed into a policy by their mortgage com-
pany, where their mortgage rate will go up, their monthly mort-
gage rate to buy the coverage for the lender, but that actually pro-
vides no coverage for them. 

So we see people who cannot afford their coverage ending up 
paying for the insurance for the mortgage company anyway, but 
they have no protection afterward. So one way or the other either 
you are uninsured and losing your home, or you are force-placed 
into a coverage that does not protect you, or do not have the cov-
erage as a renter for what you need when disaster strikes. 

This has a financial downstream effect that, of course, is cata-
strophic for the individual families after a disaster strikes, whether 
it is a home fire or a flood or a windstorm. 

Senator FETTERMAN. You know, is there ever a good reason to 
penalize new buildings solely based on their ZIP code? 

Mr. HELLER. No. You know, this is one of the problems. We have 
the history of redlining in America has been such a troubling one, 
and we see it in the home insurance market, as we saw it in the 
homeowners’ market dating back to the 1930s. When we have peo-
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ple who build safe homes and safe buildings, wherever they are, we 
should give them the credit for that, give the insurance to them so 
we can encourage that kind of production. We want to talk about 
getting away from dangerous risk zones, from high risk due to cli-
mate disasters. 

When people try to build in communities that because of ZIP 
code and redlining history cannot get insurance, then we are giving 
people no options, especially for affordable housing, and makes no 
sense to have this high influence of ZIP codes on the home insur-
ance price. It is just devastating. 

Senator FETTERMAN. What is the financial benefit of proactive 
land use planning? 

Mr. HELLER. Well, it means lowering the cost of risk, and that 
means lowering the cost of insurance. It means safer homes and 
safer communities. Pennsylvania has done a lot of work in invest-
ing in that front end. Either we protect homes and communities be-
fore disaster strikes, or we are rebuilding with taxpayer costs after-
wards. So the protection is not only good for the communities and 
families, it also means that the insurance companies have less risk 
to bear, which means they can charge lower premiums. 

Senator FETTERMAN. And I cede my balance back to the Chair. 
Chair BROWN. Thank you, Senator Fetterman. 
Senator Kennedy—I am sorry, Senator Vance is recognized, from 

Ohio. 
Senator VANCE. Thank you, Mr. Chair. Welcome to the folks tes-

tifying before the Committee. We appreciate your time, and I espe-
cially want to have a welcome for Ms. Norris, a graduate of Miami 
University in my neck of the woods in the State of Ohio. I appre-
ciate you all being here. 

I want to focus on the California model and whether there is 
something fundamentally broken about the way that California 
regulates its insurance market. If you sort of step back and we all 
agree we want people to be able to afford home insurance and 
whatever the station in life and however much money they make, 
there are two ways to do that. One to help lower-income people af-
ford insurance in a market that is reasonably regulated and actu-
ally operates effectively. Another option is to try to regulate the 
market, such that it can actually function properly, and so it does 
not provide the benefits that insurance is supposed to provide. I am 
worried that California has gone that pathway and we risk learn-
ing the wrong lesson. 

So I want to direct my questions first to Mr. Theodorou. Thank 
you for being here, Mr. Theodorou. 

Mr. THEODOROU. That is right. 
Senator VANCE. Sorry about that. Could you maybe just explain 

Prop. 103, what it changed about insurance regulation in the State 
of California? 

Mr. THEODOROU. Sure. In 1988, Proposition 103 ballot proposal 
was passed by a slim margin in California, and it gave a 20 percent 
rebate to automobile insurers. It introduced the intervenor process 
where parties could argue for rate decreases. It established a 
Deemer Provision, which indicated that the Insurance Department 
would respond within 60 days, something that has not happened. 
So those are the three main things, and prior approval of rates. 
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Senator VANCE. Yep. So am I right that the regulatory regime 
that has sort of came out of Prop. 103 is very backwards focused? 
In other words, insurers are focused on accidental loss, casualty 
loss and so forth, that has happened in the past and what they 
used to set insurance rates, as opposed to forward modeling for fu-
ture risk. 

Mr. THEODOROU. Yes, those were two statutes that were intro-
duced, one that prevents them from using the recent experience of 
catastrophes the last 6 years, and there is another statute that pre-
vents the use of incorporating reinsurance costs. Reinsurance is 
part of the cost of an insurance company. 

Senator VANCE. Yes. 
Mr. THEODOROU. There are two other provisions in California 

Statute, which are in addition to the Prop. 103. 
Senator VANCE. Great. Thank you. 
Mr. Heller, I want to direct this question to you, and it sounds 

like you want to say something. Feel free to do so as long as we 
have the time. One of the arguments that I have heard is that the 
reason that insurance rates are so high in California is because of 
the threat of climate change, which, of course, places that are clos-
er to the oceans theoretically are going to be more at risk to cli-
mate-related disasters. 

I guess my question here is how can we credibly argue that cli-
mate risk is what is driving California’s insurance market, when 
they are more backwards looking than forward looking? Of course, 
the risk to climate change is in the future, not in the past. And sec-
ond, you know, you see all types of casualty insurance rates going 
up. So it is one thing to say property insurance goes up in response 
to climate risk. It is a little bit harder for me to swallow the idea 
that auto insurance would go up in response to climate risk, and, 
yet that is exactly what we see in California. 

Mr. HELLER. Thank you, Senator Vance. I am a Californian. I 
have been working in the California insurance market for over 25 
years, so I appreciate the opportunity to focus in. 

I would just like to start by just noting there has been real mis-
information here, because from 2019 to the present, California— 
and I really want you to hear this, because it is very important— 
California has been one of the most profitable homeowners insur-
ance markets in the Nation, vastly more profitable than the coun-
try as a whole. 

So when we say that companies are leaving, they are not leaving 
but they are kind of cutting back on their business, but it is not 
because they have not been able to make the return that they have 
asked for. They have actually done better in California, and since 
2021, they have received 95 percent of the rate increases that they 
requested in the regulatory system that does work, but also allows 
public input. And that has been so critical. 

Senator VANCE. Is that profitability, Mr. Heller, because they 
have effectively left the riskiest markets and focused on the most 
profitable market? 

Mr. HELLER. No. That is profitability because California has 
given then the rate they need, and California has invested over $2 
billion in wildfire prevention, and we have done the work in Cali-
fornia, and used the regulatory protections for consumers to ensure 



24 

that prices were escalating as they needed to be, but also maintain-
ing the protections that you mentioned. 

So I wanted to answer the other question, which is the pass- 
through of reinsurance costs, where we talked about the fact that 
reinsurance markets are right now escalating to the highest point 
they have been in over 30 years. And California does allow insur-
ance companies—there was no statute that prevents them from 
buying reinsurance—they cannot pass through the excess above 
what is actuarially indicated onto consumers. 

Now in States that do allow the pass-through, States like, Flor-
ida, Louisiana, Colorado, the insurance premiums are much higher 
than California, but they are also seeing withdrawals from the 
market. They are also seeing companies underwriting out certain 
communities. The pass-through of reinsurance allows the insurance 
companies to be free from that exorbitant international unregu-
lated market, but it does not protect consumers from withdrawals. 
That is happening everywhere, irrespective of this pass-through. 

Senator VANCE. Mr. Chair, I know we are running low on time, 
but could you just address the climate question, specifically in rela-
tionship to auto versus property insurance rates. 

Mr. HELLER. So climate does impact auto to a degree, obviously, 
on the comprehensive policies, but that is—— 

Senator VANCE. That is only a portion. 
Mr. HELLER. Yeah. So first of all, I disagree with the funda-

mental point you said about climate being coastal. The derechos 
going through the Midwest are linked to climate change, and that 
is driving some of the highest rates. I mean, climate change is hit-
ting everywhere, so I do not want to misstate it as a coastal issue 
around the country. It is really a national issue. 

Senator VANCE. Sure. But we all agree California is probably 
more at risk from climate disasters than the State of Ohio as an 
Ohioan. 

Mr. HELLER. Ohio is a great place. Absolutely. The auto insur-
ance market in California is not different than the auto insurance 
market we are seeing around the country. Now, the one thing that 
auto insurance in California, because of the protections of Propo-
sition 103, prevented insurance companies from getting as much as 
a windfall during the pandemic when we were all stuck at home, 
not driving, whereas around the rest of the country, companies 
kept on charging as though it was 2019, even though we were all 
stuck at home. 

Now there has been inflationary pressures, because of car repair 
costs that are independent, that are more driven than COVID, 
post-COVID, I think, than climate change. So we are seeing rate 
increases in California. But as the Washington Post just reported 
the other day, those rate increases are as severe around the coun-
try. It is not a California-specific thing, and it is by no means re-
lated to the regulatory oversight and consumer protections. 

Chair BROWN. Thank you, Senator Vance. 
Senator Warren, of Massachusetts, is recognized. 
Senator WARREN. Thank you, Mr. Chairman. 
So insurance is there for natural disasters, like floods, or fires, 

or storms, but climate change means that natural disasters are hit-
ting harder and more frequently than ever before. And that is up-



25 

ending the insurance market and pushing insurers out of entire cit-
ies or even entire States. 

Without insurance, millions of families will be at greater risk for 
climate crises, and as whole communities lose access to insurance, 
the impact is going to be felt all the way through our economy. So 
let us talk about what some of the tools are to make some changes 
here. 

More than 2 years ago, President Biden issued an Executive 
order, telling the Federal Insurance Office, FIO, whose job it is to 
monitor the insurance industry, to examine the impact of climate 
change on private insurance in the United States. So FIO proposed 
to collect new data from insurers that would help the Federal Gov-
ernment better understand climate-related financial risks and to 
assess the potential for major disruptions of private insurance cov-
erage across the country. 

Mr. Heller, would the data that FIO is proposing to collect help 
identify the threats to consumers and the economy from climate 
change? Would these data be useful? 

Mr. HELLER. Yes, thank you, Senator Warren. Of course, they 
would. We really need to understand with granular data where the 
industry is more exposed, where coverage offerings are shrinking 
and consumers become more exposed, and how risk transfer has 
changed over time. Think growing deductibles, these lower rebuild-
ing costs. The pressure to keep information from getting to the 
public and to public policymakers, not just through FIO, but for 
years we have seen this needing data, but not getting the data, I 
mean it is one of the reasons that the market crisis we are talking 
about today feels so sudden, because we have not been collecting 
the data that would have given us the tools to prepare. 

Senator WARREN. OK. So I can tell I am talking to another data 
nerd. We want to get the numbers because they are helpful in help-
ing us understand and assess risk. So if the information is impor-
tant, we need the information, the President has asked for the in-
formation, why do not we have it? This has been more than 2 years 
now. 

It turns out that the insurers and regulators, State regulators, 
are pushing back on this. They say that collecting this information 
is unnecessary—I am just going to quote them here—‘‘ill-advised 
and burdensome,’’ and they have claimed that this data cull would 
threaten so-called existing efforts that insurers have made to miti-
gate the risk of climate change on policyholders. They are even say-
ing that the FIO and the Biden administration is strong-arming in-
surers and regulators to adopt climate risk mitigating strategies, 
and this could lead to higher compliance costs on insurers and 
higher premiums on Americans. 

Now it seems to me here that the insurers and the regulators are 
going out of their way to hide information about premiums, claims, 
profits, and coverage, and without that information, consumers 
have no way of knowing if a hiked premium is justified, or if it is 
just padding an insurance company’s profits. So Mr. Heller, you ex-
plained why we need the data. Why are the insurance companies 
resisting so hard on providing these data? What are they trying to 
hide? 
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Mr. HELLER. Well, the insurance companies do not want us, as 
the public, but also public policymakers, to really understand 
where things stand, because it allows them to do what we have 
seen in California, which is trying to bully regulators and policy-
makers by saying, ‘‘Oh, we are going to leave if you do not do ex-
actly what we want. If you do not deregulate this market, we are 
just going to walk away from you.’’ 

The reason that FIO made the request for data was because 
there was this black hole where all the data needed to be, where 
we could actually figure this out for ourselves and understand. Is 
it, as some are suggesting, just a problem of regulatory burden, or 
is it insurance companies that did not do the preparation we have 
been calling for 20 years. Is the insurance companies to shifting 
around their books and businesses to protect their profits and ex-
pose more consumers? That data cull would reveal it, and that is 
why the insurance companies have lobbied so hard to keep it out 
of our hands. 

Senator WARREN. Well, I very much appreciate the notion, and 
I am seeing nods here. I take it, Ms. Norris, you would agree with 
this, that we need the data and the data are essential, both for 
making good policy and just evaluating what the insurance compa-
nies are up to? 

Ms. NORRIS. Absolutely. We know that the insurance companies 
themselves, big data is out there. They are using big data to evalu-
ate risk and decide what the premiums are. We should all be able 
to see the transparency. 

Senator WARREN. All right, I am all for transparency in this. I 
appreciate the work you are doing here. This is just a reminder 
that the insurance companies have kind of been playing every part 
of this game. They have underwritten financing fossil fuels, and 
then they profit from selling protection from the impacts of those 
fossil fuels on climate. 

And now when climate risks are rising, they are trying to hang 
American families out to dry here and demanding either higher 
premiums or to get out of the market altogether. So there is lots 
going on here that poses real risk to our economy. We need these 
data and we need them now. 

Thank you. Thank you, Mr. Chairman. 
Chair BROWN. Thank you, Senator Warren. 
Senator Kennedy, of Louisiana, is recognized. 
Senator KENNEDY. Can we agree that the FEMA-administered 

National Flood Insurance Program Risk Rating 2.0 is woefully in-
adequate? Mr. Heller. 

Mr. HELLER. Yes. 
Senator KENNEDY. Ms. Norris? Ma’am. 
Ms. NORRIS. Yes. 
Senator KENNEDY. Jerry, since I cannot say your last name. 
Mr. THEODOROU. I would not say that it is woefully inadequate. 
Senator KENNEDY. OK. Imperfect as it is, does it make sense to 

you, Mr. Heller, to allow the National Flood Insurance Program to 
expire? 

Mr. HELLER. No, it does not. Short of getting a better solution 
in there, we need to have that backstop. We absolutely should keep 
that around until we—— 
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Senator KENNEDY. We are not likely to get that better solution 
in a few weeks, are we? 

Mr. HELLER. No, we are not, but I am glad—— 
Senator KENNEDY. Do you think it makes sense, Ms. Norris, to 

allow it to expire? 
Ms. NORRIS. I do not think it makes sense for it to expire. It 

needs to continue to be funded and reformed, as needed. 
Senator KENNEDY. All right. Mr. Jerry. 
Mr. THEODOROU. Thank you for the question. I think it should 

be allowed to continue and not with the short-term, 1- or 2-month 
kicking the can down the road. 

Senator KENNEDY. Right. 
Mr. THEODOROU. I think there needs to be some more certainty 

about the availability of insurance. So I think a long-term reau-
thorization, 5 years, maybe 10 years is more in order. 

Senator KENNEDY. Right. Ms. Norris, if the world became carbon- 
neutral by 2050, do you believe that would solve a lot of the prob-
lems of the costs of flood insurance and property casualty insur-
ance? 

Ms. NORRIS. Well, Senator, that is a pretty loaded question, and 
I am not a scientist, but I do think, number one, that that is a won-
derful thing to think about. I would love to know that we could get 
there. 

Senator KENNEDY. Well, I have thought about it, and hopefully, 
you have, too. 

Ms. NORRIS. I have thought about it. 
Senator KENNEDY. You do not want to answer my question. Mr. 

Heller, what do you think? 
Mr. HELLER. It is not going to solve the property insurance crisis 

that we have now. It is part of the risk projection, as was discussed 
earlier. We are trying to make risk plans for years going into fu-
ture. So we have to begin to solve that problem in the meantime. 

Senator KENNEDY. You do not think it will solve the problem? 
Mr. HELLER. It is not going to solve today’s problem, no. We need 

to take more—— 
Senator KENNEDY. How about you, Mr. Jerry? 
Mr. THEODOROU. I think it is a solution to a different issue to 

one of pollution and to emissions, and what are we going to do dur-
ing the transition going from fossil fuels to renewables. 

Senator KENNEDY. OK. If you were king for a day, Mr. Jerry, tell 
me what you would do to fix the problem of the cost of property 
and casualty insurance today. 

Mr. THEODOROU. I would shine a spotlight on the areas where 
there is disruption and dislocation. 

Senator KENNEDY. What does that mean? 
Mr. THEODOROU. It means to—— 
Senator KENNEDY. Give me three specific things you would do. 

Just top-line to fix the cost problem today, in English. 
Mr. THEODOROU. The California Legislature to repeal Proposition 

103, to have Florida continue its tort reforms where it has elimi-
nated the abuses. 

Senator KENNEDY. All right. That is two. 
Mr. THEODOROU. Two. And the third one is to educate the public 

about how insurance works. 
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Senator KENNEDY. They know how it works. It is called write a 
check, and then you have to sell blood plasma to go to the grocery 
store, which you probably have to do anyway, because of President 
Biden’s inflation. 

Give me three things you would do, Mr. Heller. 
Mr. HELLER. Thank you. No shiny objects, as Jerry, as Mr. 

Theodorou was talking about. One, we need to be putting money 
into protecting homes, making sure the levees are strong, making 
sure that the communities—— 

Senator KENNEDY. OK. Government subsidies. That is number 
one. 

Mr. HELLER. I would call it alternative—— 
Senator KENNEDY. Call it anything you want. What is number 

two? 
Mr. HELLER. Number two is build a Federal reinsurance pro-

gram, like TRIA. When businesses in America, when commercial 
sector was afraid they were not going to be able to get terrorism 
insurance anymore because of 9/11, we came and we created a solu-
tion. 

Senator KENNEDY. So the Government gets into the reinsurance 
business. What is number three? 

Mr. HELLER. Let us get the regulators on the ball in the States, 
move it down to the States and get them on the ball to actually 
go through some of the data. Because when we look at data coming 
in from these insurance companies—— 

Senator KENNEDY. OK. That is number three. Get the regulators 
on the ball. What is number four? 

Mr. HELLER. Oh wow, I got four. Thank you, Senator. I think 
number four is to address the needs of lower- and moderate-income 
people by making sure we are not creating an insurance market 
that slices and dices and prices people based on socioeconomic sta-
tus, with things like these—penalizing good, safe homeowners with 
credit penalties. 

Senator KENNEDY. Can I give Ms. Norris a chance, Mr. Chair-
man? 

Chair BROWN. Then your time expires after she answers, without 
comments. 

Senator KENNEDY. I am sorry. Mr. Sherrod said I can give you 
a chance to answer, Ms. Norris. 

Ms. NORRIS. How about if I give you just two? First, I will affirm 
everything that was just mentioned. Number one is we need to in-
vest in ways of being able to get our communities and our buildings 
resilient. 

Senator KENNEDY. OK. Government subsidies. 
Ms. NORRIS. Yes. 
Senator KENNEDY. That is number one. And number two? 
Ms. NORRIS. Number two, to create the reinsurance program and 

we have got to stabilize the markets. 
Senator KENNEDY. Get the Government in the reinsurance mar-

ket. 
Ms. NORRIS. Yes. 
Senator KENNEDY. Thank you. 
Chair BROWN. Thank you, Senator John. Your time has expired. 

Senator Van Hollen. 



29 

Senator VAN HOLLEN. Thank you, Mr. Chairman. I thank you all 
for your testimony, and I will get to it, but I also want to raise 
some of the questions that Senator Kennedy raised. 

Ms. Norris, thank you for pointing out that seniors and low-in-
come individuals are especially vulnerable here, and suggesting 
some proposals to address that, including, as we have discussed, 
mitigation and resilience. I think you, as well, Mr. Heller, have 
talked about that. 

But I think there is agreement here that the headline from the 
Washington Post just a few days ago sums up the problem, and the 
headline was ‘‘Home Insurers Cut Natural Disasters From Policies 
as Climate Risks Grows’’. And the first sentence says, ‘‘Some of the 
largest U.S. insurance companies say extreme weather has led 
them to end certain coverages, exclude natural disaster protections, 
and raise premiums.’’ Everybody, all three of you, as I listen to 
your testimony, agree that is a problem? 

Ms. NORRIS. Absolutely. 
Senator VAN HOLLEN. OK. I understand, Mr. Theodorou, that 

you indicated that the price caps placed in California have exacer-
bated the problem, and clearly, there is some price point at which, 
you know, insurance companies have to raise its premiums to cover 
the costs of damage, and if someone caps the price lower than that, 
they will exit the market. That is your point, right? 

Mr. THEODOROU. That is right. It is capped at 7 percent. That 
is another provision of Prop. 103. 

Senator VAN HOLLEN. So if you remove the cap, and I under-
stand your argument, you have to choose really between them 
exiting the market or raising the premiums, right? 

Mr. THEODOROU. That is right. 
Senator VAN HOLLEN. So the alternative to increase premiums 

on homeowners, including many low-income homeowners, right? 
Mr. THEODOROU. That is right. And also to encourage not build-

ing and living in the Wildland-Urban Interface, which has not been 
mentioned, but there was a 39 percent increase in people building 
in the forests of California, where they are exposed to the wildfires. 
In Fort Myers, in Florida, has attracted—it is the sixth-largest 
place for people to move to. So it should have land use policy. Build 
smart. Do not build in areas that you will get hit. 

Senator VAN HOLLEN. Right. I was listening to all your responses 
to Senator Kennedy’s questions as to the answers, and a lot of pro-
posals, Mr. Heller, Ms. Norris, involved some form of Government 
subsidy, whether for resilience, or, I think, Mr. Heller, you have 
also proposed a TRIA-like approach or an NFIP-type approach. Is 
that correct? 

Mr. HELLER. Yes, except I would not say an NFIP approach. I 
would say the NFIP could be converted to a backstop, a reinsur-
ance backstop. 

But if I could quickly correct Mr. Theodorou, there are no price 
caps in California. That is just a falsehood that has been stated as 
a way to kind of create a fake boogeyman. 

Over the last 2 years the average premium increase for home-
owners insurance, unfortunately, the rate increases have been 12.5 
percent. He said 7 percent. There is no rate cap. It is just that the 
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companies have to justify their rates to be accountable. That is a 
good consumer protection. So anyway, I wanted to correct that. 

Senator VAN HOLLEN. Look, I am all for collecting the data, and 
I joined Senator Warren on her letter to collect the data. But as 
I listen to this we all know we have a problem because we have 
climate change. It is increasing the extremity, the intensity, and 
frequency of natural disasters. That obviously has a cost. 

And so the question, in my view, is who is actually going to pay 
the costs, right? And in my view, we should look to those who have 
actually generated the reasons for the damage here. I do not think 
taxpayers should have to pay for this. 

The market failure here is actually to price the cost of carbon 
emissions into the atmosphere that is heating up the atmosphere 
and causing these natural disasters. So I would just submit that 
rather than ask Mr. and Mrs. Taxpayer to have to be the ones who 
come forward, we adopt a proposal, which I have put forward and 
going to continue to pursue, to create what I call a Polluter Pays 
Fund, and ask the bigger emitters of greenhouse gases to help 
cover the costs of some of this, whether it is through a TRIA-type 
system or some other system. 

What would you all think? That is a market-based solution. That 
deals with the externality that is not currently captured, if I could 
just get a response from each of you on that idea. 

Mr. HELLER. Senator Van Hollen, of course, the Consumer Fed-
eration of America would be supportive of that, we do. But let me 
make a slightly nuanced point about that. The insurance compa-
nies, of course, continue to underwrite a lot of the fossil fuel pro-
ducers in the country, and they use the investments, our premium 
dollars, to invest in those fossil fuels and make a good return on 
it. 

And then, as they profit off of these factors that drive climate 
change, they downstream the external costs to the homeowners, 
and property owners and nonprofits that have homes through our 
insurance premiums. So they make the profits on climate change 
on the front end with their investments, and then they downstream 
the cost of it to consumers in our premiums and our reduced cov-
erage. 

So I think it is even more than that, but I would absolutely sup-
port there being a private sector source to cover these costs, so it 
does not just flow down to individual families. 

Senator VAN HOLLEN. Well yes, a private sector source based on 
those who—— 

Mr. HELLER. Responsibility, responsibility-driven. That is right. 
Ms. NORRIS. Senator, I think it is a great idea. I guess I would 

also say that climate change, which has been coming and is now 
here, and we are all seeing it exacerbate, if we had started maybe 
a single-solution 10 years ago, maybe we could have mitigated 
some of the issues that are here today. We need this and more 
issues, more solutions. So I would support that solution, along with 
many of the other ones that have been brought to the table today. 
We have to act in many, many ways in order to fix what is cur-
rently here right now. 

Senator VAN HOLLEN. Thank you. 
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Mr. THEODOROU. I think the intention is noble, but it may miss 
the target, because the largest emitters, the largest fossil fuel com-
panies drilling, exploring, refining, are outside of the ordinary 
property casualty insurance marketplace. They have captives, the 
largest oil and gas companies have got their own captives, their 
own inside insurance companies, which could be beyond the pale of 
regulators, because they are not regulated the same way. 

Senator VAN HOLLEN. Right. Just to be clear, we would be essen-
tially capturing the funds/fees based on those polluting and they 
would have to help defray the cost. It is a market-based solution. 

Thank you, Mr. Chairman. 
Chair BROWN. Thank you, Senator Van Hollen. 
Senator Britt, from Alabama, is recognized. 
Senator BRITT. Thank you, Mr. Chairman. 
I would like to start by reiterating the importance of preserving 

our State-based system of insurance regulation, a system that has 
effectively protected consumers for over a century. 

I am concerned, however, that the recent actions of this Adminis-
tration risk undermining the very premise of the system. Rather 
than leveraging the expertise of State insurance regulators, Treas-
ury, and FIO are acting unilaterally to push this Administration’s 
climate agenda, including by requesting a plethora of highly de-
tailed climate information from insurers. 

Not only has Treasury been unclear with how they intend to use 
this data that they collect, but the effort would be duplicative in 
many ways, as many States and the NAIC already collect similar 
data to help them understand the economic impact of natural dis-
asters and weather events. Any efforts from Treasury or FIO to 
sidestep State insurance regulators blatantly undermines congres-
sional intent. FIO should work with, and not around, State insur-
ance officials that have decades of experience assessing the market 
impacts of these catastrophic weather events. 

In this regard we have had an active hurricane season last year, 
and have already seen a number of named hurricanes in 2023. The 
frequency of such weather events has inevitably impacted the prop-
erty insurance market. Insurance premiums, like all prices, are 
market signals to consumers, and the property insurance space, the 
higher the insurance premium indicates the existence of higher 
risk. As someone who lost my house, and my cars, and my things 
in a storm, I get it, and I get the importance of it. I also come from 
a State that is ravaged by storms, whether they be tornadoes or 
hurricanes alike, so I understand the importance of getting this 
right. 

In response to higher insurance premiums, States like California 
have implemented overly restrictive regulations, including price 
controls on insurers. In essence, this deprives homeowners of mar-
ket signals that could steer them toward building in better, less 
dangerous places, or encourage them to build more disaster-resist-
ant homes. So I want to get your thoughts on that statement, Mr. 
Theodorou. 

Mr. THEODOROU. Theodorou. 
Senator BRITT. Theodorou. I am going to do my best to get that 

right. Can you tell me, do you agree with that? 
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Mr. THEODOROU. Thank you, yes. I do, 100 percent. I agree that 
the efforts to get more data from insurance companies on catas-
trophes and their exposure is superfluous. Data is there. 

There is data at NOAA, and from reinsurance companies that 
look at natural catastrophes, looking at frequency and severity. At 
R Street Institute, because there was disagreement about whether 
there is increasing severity and frequency, we have been studying 
this in a publication that should come out in a few months, and 
also, the FIO, the Federal Insurance Office, if you look at its remit, 
what is it statutorily supposed to do? To monitor the insurance in-
dustry, not to direct or to manage or to insert itself. In many ways 
it is an agency without a mission. It was created as part of Dodd- 
Frank, when people thought that the insurance industry was re-
sponsible for the global financial crisis, which it was not. 

So the Federal efforts that have been introduced, however well- 
intentioned, have not been successful. If you look at the financials 
of the NFIP, or the crop insurance program, and the way that the 
efforts to launch federally backed reinsurance backstops have 
failed, going back to Hurricane Andrew of 1992, let us not repeat 
the mistakes of the past. 

Senator BRITT. Absolutely. And I only have a little bit of time 
left, so I am going to transition into bragging on my State. We have 
heard a number of questions asked and a number of different solu-
tions. I want to tell you somewhere where I believe Alabama has 
gotten it right. 

We have seen firsthand what effective regulation and active re-
siliency efforts look like. For instance, in Alabama, we have had a 
State Grant Program that incentivizes homeowners to fortify their 
roofs to withstand severe weather. The program was in response to 
damage ensued by Hurricanes Ivan in 2004 and Katrina in 2005. 

It was created to incentivize investments in more resilient homes 
and to encourage insurers to continue issuing policies in these 
storm-prone communities, with the goal of reducing future hurri-
cane damage. When Hurricane Sally hit in Alabama in 2020, I am 
proud to say that the nearly 16,000 homes and buildings with for-
tified roofs remained intact. 

This resulted in lower insurance claims with less debris clean-up 
and allowed the community to reopen and recovery more swiftly. 
This is what effective action looks like, where State officials assess 
an event, identify a solution, and put into practice, without regu-
latory overreach, something that works. 

Additionally, just last week, due to the great work of Governor 
Kay Ivey, Commissioner Mark Fowler, and Commissioner Jeff 
Smitherman, the new Alabama Resilience Council met for the first 
time. The Council will focus on public-private collaborations to help 
build stronger, safer, more resilient communities. This is just an-
other great example of effective State-driven solutions. 

And I am out of time, but certainly appreciate any comments 
that you have on the great work that Alabama is doing. 

Mr. THEODOROU. It is my understanding that Louisiana has cop-
ied the program, which is a good thing. But I would say that it 
does not have to be Government that provides this funding. The 
homeowner, I replaced the roof on my house, I called my insurance 
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agent, and I got a credit on my insurance. Doing the right behavior 
leads to lower losses, leads to lower premiums. 

Chair BROWN. Mr. Heller, be very brief. 
Mr. HELLER. Just very briefly, in my written testimony I pointed 

out the fortified program in Alabama. This is a model where Gov-
ernment can partner with communities, and I agree with Jerry. 
Unfortunately, not enough insurance companies are incentivizing 
by giving people discounts or making policies available when they 
do invest in their homes. 

So I think this is a very important piece of the effort, which is 
why we focused so much on front-end work, like is being done in 
Alabama, rather than trying to clean up after the disaster with 
FEMA money, when we could we doing it with insurance money, 
and better, resilient homes. 

Senator BRITT. Thank you. 
Chair BROWN. Thank you, Senator Britt. 
Senator Cortez Masto, of Nevada, is recognized. 
Senator CORTEZ MASTO. Thank you. Let me follow up on the con-

versation, because as someone who worked closely with our State 
Division of Insurance, I absolutely believe the States have incred-
ible data that should be utilized as well. 

And then, Mr. Heller, let me touch on this, as well. You noted 
also that Nevada regulators offer expedited review for insurers who 
submit filings to add discounts for homeowners who take mitiga-
tion measures. So let me just start there. What are some of the 
ways we can encourage insurers to incorporate mitigation incen-
tives when they set the premiums? 

Mr. HELLER. Thank you, Senator Cortez Masto. This is an in-
credibly important thing and we are very appreciative, and we 
have worked with the Nevada Division of Insurance on exactly this. 
By laying out really clear discounts to homeowners that insurance 
companies should be providing based on the science that is out 
there, and we have the Insurance Institute for Building and Home 
Safety doing a lot of great work on this front, and groups like my 
colleagues at United Policyholders, we know that when you build 
stronger roofs, when you clear brush, when you take these actions, 
you can reduce the risk, and that reduces premiums. 

Unfortunately, too many companies have not followed through on 
giving those discounts but many are, and more in California. They 
are required to. So that is being built into it. In Nevada, there are 
these incentives and States should look at Nevada and California 
Departments of Insurance and looking at what is being done in 
Alabama. Because we make ourselves safer, we reduce the risk, we 
reduce the costs. So this is the kind of work that we should be fo-
cusing on right now, rather that some of the conversations about 
throwing away consumer protections. 

Senator CORTEZ MASTO. I appreciate that, and in Nevada we 
have seen rains and recently, extreme weather absolutely hap-
pening. You see it across the State of Nevada, because of the rains 
and flooding, flooding that has been devastating to some structures 
there, particularly in southern Nevada. I know Nevada has worked 
hard to build defensible space for its communities. I will say that 
the U.S. Army Corps of Engineers has helped us in certain areas 
of the State. There are great partnerships that can happen. But I 



34 

do agree, there needs to be more opportunities and incentives to 
lower those premium costs, the work that homeowners do. 

Mr. Heller, let me, while I have you, talk about manufactured 
housing. In your written testimony, you note people that live in 
manufactured homes pay more for lower-quality homeowners insur-
ance. Can you explain how insurance policies seem to fail some of 
the 20 million people who live in manufactured homes? 

Mr. HELLER. Yes. Thank you, Senator. That is one of the more 
disastrous little segments of the market, and, of course, it hits 
lower-income homeowners and also older homeowners quite a bit. 
So these policies that are written for the manufactured homes are 
generally now what is called actual cash value, so they depreciate 
the value of the home when you need to file a claim, so you do not 
actually get everything that you need to fully rebuild. 

They have weird exclusions. For example, the HVAC systems in 
those homes are considered contents, which has less coverage than 
what we see in normal homeowner policies, in which they are part 
of the home for rebuilding. So it is harder to do that. And then for 
some people, you cannot collect your full claim if you do not rebuild 
in the same place. 

Well, if your home park does not reopen, you cannot rebuild in 
the same place, so you do not even get to use the policy that you 
have been paying for. And yet these manufactured home policies, 
which the market is even less competitive than the regular home-
owners market are more expensive on a per dollar basis, and some-
times just more expensive altogether than homeowners. So it is a 
really tough market to be someone who is living in a manufactured 
mobile home and trying to get their coverage. 

Senator CORTEZ MASTO. Particularly at a time when really man-
ufactured homes are different than the manufactured homes of the 
past—correct?—and there are more people that should be taken ad-
vantage of the lower cost for manufactured homes that put a roof 
over your head, that will provide you a level of comfort and secu-
rity. 

Mr. HELLER. Yeah. In a way the insurance industry is trying to 
insure homes from decades ago, and we have actually done a good 
job of making more affordable housing through manufactured 
homes, and yet the insurance products are substandard for people, 
who either because they want to or because it is really all they can 
afford, are in these communities and in these types of home. We 
need to do a better job to make the insurance coverage better, and 
regulators need to pay attention to these forms because they are 
not good enough. 

Senator CORTEZ MASTO. Thank you. Ms. Norris, let me talk to 
you and stay on the affordable housing piece, because our Nation 
desperately needs affordable housing. Nevada is no different, and 
something I have been working in the State. 

I appreciate your testimony telling us that rising insurance costs 
undermine not just the future of affordable properties but those 
that currently provide homes to people. Can you expand on your 
statement that affordable housing providers may be forced out of 
the affordable housing market because of insurance and operating 
costs outpace allowable or even feasible rents. 
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Ms. NORRIS. Yes. Thank you for that question, Senator. Yes, the 
affordable housing community is a regulated world, right? There 
are a lot of different programs of affordability, but they all run on 
some basic principles. Number one is the people that move into our 
communities are people who need to move into your communities. 
They cannot make too much money. That is rule one. 

Rule two is we cannot charge them too much money to live there. 
So that is basically the two rules of affordable housing. So essen-
tially, whenever you have a serious situation like this, with these 
catastrophic increases of expenses that rise quickly, there is no way 
to do an adjustment of the rents, nor do we necessarily want to. 
We do not want to just do a dramatic increase in rents for folks 
that cannot afford it. 

But what that leaves us with is the situation where our expenses 
are crushing our operational margin, or even our ability to meet 
our costs. That is a real problem, because the regulators often—for 
example, with HUD, we can go and ask them for rent increase, but 
if an insurance premium, which hits in the middle of the year, and 
we have already got a rent increase, we cannot ask for another rent 
increase, and if we ask it at the next year, it may take them a 
while, actually a significant amount of time, to actually approve 
that rent increase. So we are set in a position where those rents 
cannot possibly meet the expenses. 

That forces us, as an owner, to make really bad decisions. We 
have to either stop doing certain services, we have to defer ex-
penses, any expense we can. And eventually, it could end up saying 
we just cannot afford to do this. It could put those properties at 
risk, which can put at risk people’s homes, and that is like 100 peo-
ple at a time or 200 people at a time. So the impact on affordable 
housing is significant, especially compared to even the market. 
Does that help? 

Senator CORTEZ MASTO. It does. Thank you. I know my time is 
up. 

Chair BROWN. Thank you, Senator Cortez Masto. One minute. 
Mr. HELLER. Even less than that. I just wanted to add onto one 

point, because it is something you brought up the beginning of the 
hearing, Senator. Nonprofit organizations are having a lot of trou-
ble in the property insurance market, as Michelle has described, 
and you have been working on making the risk-retention groups 
available to nonprofits. These are alternative mechanisms for in-
surance. I think that is just something we should be making sure 
that we add into the mix here, because it really is an opportunity 
to have a private-market solution that will help avoid the chaos 
that we are seeing for nonprofit housing developers, as well as 
other nonprofits. 

Ms. NORRIS. And I want to thank him for sharing on my behalf. 
Chair BROWN. Sure. Thank you. Thank you to the three wit-

nesses today for being here and providing testimony. Senators who 
wish to submit questions, those questions are due 1 week from 
today, Thursday, September 14th. The three of you you have 45 
days to respond to any questions. Thank you for that. 

One other thanks to Jordan Harris, who will be leaving at the 
end of the week to take a job working on equity issues. Congratula-
tions on that. 
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The hearing is adjourned. 
[Whereupon, at 11:50 a.m., the hearing was adjourned.] 
[Prepared statements, responses to written questions, and addi-

tional material supplied for the record follow:] 
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PREPARED STATEMENT OF CHAIR SHERROD BROWN 

Few financial decisions are more important than buying a home. Home buyers are 
making an investment in themselves, their families, and their communities. Home 
buying is an act of optimism. 

It’s also stressful. 
Families buying a new home have so much to think about—making sure they can 

cover their downpayment, navigating the mortgage and closing process, moving in, 
getting their kids set up in a new school. 

Buying homeowners insurance has always been a part of that process, and gives 
families certainty and peace of mind. 

Homeowners are confident that their monthly insurance premiums will provide a 
backstop against the physical and financial devastation that would ensue if their 
largest investment is threatened by a natural disaster—a tornado, hurricane, wild-
fire—or other dangers or accidents. 

Knowing they’re covered can help homeowners sleep better at night. 
Or that’s how it’s supposed to work. 
Increasingly, however, homeowners have faced an unpleasant surprise when it’s 

time to renew their policies. 
Homeowners who have spent years making their payments are shocked to find 

that their insurer has raised costs, limited coverage, or won’t renew their policy at 
all. 

Some insurers have abandoned entire markets—leaving consumers with fewer op-
tions that cost more and provide less coverage. 

And consumers are counting on their insurers now more than ever. 
According to NOAA, since the beginning of the year, the country has experienced 

15 weather disasters, each resulting in losses of more than $1 billion. 
Swiss Re, a leading reinsurance provider, estimated that severe storms resulted 

in $34 billion of insured losses in the first half of this year alone—the highest ever 
in a 6-month period. 

From Hawai‘i to Florida to Vermont, extreme weather events upended millions of 
Americans’ lives. 

Last month’s horrific, deadly wildfires in Hawai‘i tragically killed at least 115 peo-
ple, with hundreds more still missing, and projected losses of $6 billion. 

Losses from Hurricane Idalia, which plowed through Florida, Georgia, and parts 
of the Carolinas last week, could reach $20 billion. 

Senators Welch and Sanders sent a letter to the Ranking Member and me ahead 
of this hearing, detailing the losses Vermonters have suffered from devastating 
floods this summer. 

And higher insurance costs could hit the very homeowners, landlords, and renters 
who can least afford them the hardest. So often it’s the lowest-income residents and 
communities of color who have been pushed into the areas that are most vulnerable 
to natural disasters. 

As weather patterns continue to change because of climate change, risk and expo-
sure will extend to places that have not previously been prone to natural catas-
trophes. 

This has led insurance companies to reevaluate risk concentration levels—and not 
just on the coasts. 

As the head of the association for property insurers said, ‘‘There’s no place to hide 
from these severe natural disasters.’’ 

The result has been a disturbing and abrupt trend. 
Companies are restricting coverage, raising rates and deductibles, and in some 

cases, leaving States or geographic areas altogether. As Secretary Yellen recently 
noted, the result is a ‘‘protection gap’’ that is increasing costs and limiting options 
for families, and it’s increasing financial stability concerns across the financial sys-
tem. 

U.S. reinsurance rates—the cost of insurance that insurance companies buy to 
protect themselves by spreading out risk—have reportedly increased by up to 50 
percent. These jumps in reinsurance premiums have been driven in part by frequent 
and more severe natural disasters for themselves and their investors. 

Higher reinsurance rates mean higher costs for insurance companies, which then 
mean price hikes passed down to consumers every month. 

This has left millions of Americans paying more for homeowners insurance—often 
with less protection than before—while others are scrambling to find any insurance 
at all, because their insurer has refused to renew their policy. 

Most recently, in California, two major insurers, State Farm and Allstate, stopped 
writing new home insurance policies in the State. Both cited the growing risk of ca-
tastrophe and spiking reinsurance rates as factors in their decisions. 
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In Florida, since 2020, 16 severe storms and hurricanes have caused more than 
$100 billion worth of damage and led to an exodus of insurers. 

Farmers Insurance became the fourth insurer to exit the Florida market in the 
last year—joining Bankers Insurance, Centauri Insurance, and Lexington Insur-
ance—when it announced in July that it would stop writing property insurance poli-
cies—leaving 100,000 Florida residents looking for new coverage. 

Days later, AAA announced that it would not renew some ‘‘high exposure’’ policies 
in the State. 

Despite the fact that average yearly homeowners insurance premium in Florida 
cost $6,000—the highest in the country, 14 insurance companies have either left the 
State or have entered the receivership process. 

Insurers exiting State markets have left homeowners and businesses with no 
choice but to seek coverage from State-mandated insurers of last resort—which pro-
vide bare-bones policies at typically higher costs. 

Insurers of last resort are exactly that—a last resort. That used to mean that 
these insurers had a small share of policies. 

But as climate risk exposure has increased, insurers of last resort are growing. 
In Florida, for example, Florida Citizens, the State’s insurer of last resort, is now 

the State’s largest property insurer with 1.4 million policies. 
California’s insurer of last resort, the California FAIR Plan, has seen more than 

a 100 percent increase in policies since 2018—with California FAIR Plan reportedly 
offering coverage to 300,000 policies at the end of last year. 

And it’s not only homeowners who have been hit by rising costs and shrinking 
coverage. 

The National Multifamily Housing Council reports similar issues for multifamily 
sector: higher rates and deductibles, coverage limitations, and in some cases, no via-
ble private market insurance coverage option at all. 

And because each insurance policy is a contract between a property owner and 
their insurer, it’s harder to know when insurers have stopped writing coverage for 
apartments in a community or a State. 

But apartment owners are seeing a clear trend. 
In many cases, renters will ultimately bear the burden, as higher insurance costs 

are passed on to them in the form of even higher rents. 
Owners of our already too-small supply of affordable apartments serving the low-

est-income renters may be increasingly left with impossible choices. 
Today’s witnesses understand the unique challenges facing both homeowners and 

property managers. Ms. Norris, from my home State of Ohio, is seeing the problem 
of rising insurance costs firsthand across the many States where National Church 
Residences provides affordable homes for America’s seniors. 

I am pleased to have them before us today as we explore these important topics. 

PREPARED STATEMENT OF SENATOR TIM SCOTT 

Thank you, Mr. Chairman. Thank you all for joining us today for such an impor-
tant conversation about the state of insurance in States around the country and the 
important role that insurance plays in the ability for homeowners, specifically as we 
discuss today, to transfer the risk to an insurance company. 

As you would imagine, coming from South Carolina, thinking about my friends 
in Florida, in Georgia, in North Carolina, thinking about the devastation, the fires 
in Maui. My prayers and my thoughts are certainly with those folks who have lost 
family members, who’ve seen their lives devastated, their properties destroyed. 

So much attention is given to the challenges of the environment, climate. But too 
often what we see, whether it’s in Maui or in other States, is a man-made disaster 
that jeopardizes insurance in those States. 

I think about the fact that in my lifetime, as an adult, I spent 20-plus years in 
the property casualty insurance business. And so, I do have an affinity for terms 
that we use when I was in business and—Mike, have you ever been in insurance? 
Okay, good. So, Mike also was an insurance agent and an agency owner as well. 

And one of the things that we would both talk about is the PML, the probable 
maximum loss. Can [an] insurance company calculate accurately, or even in the 
range of reality, what is a probable maximum loss within a market, whether that 
market is the Charleston area where we are prone to hurricanes, or whether it’s 
the State of California, or Ohio with storms and/or other natural disasters, can a 
company predict the loss that will be incurred, and can they absorb that loss based 
on the premiums they charge per policy? 

And when you cannot, you do not stay in a market. It is kind of that simple. In-
surance companies have to follow the basic rules of economics, like any other busi-
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ness. And that’s one of the challenges that we see, particularly in States like Cali-
fornia and Florida. California’s overregulated market makes it very difficult for in-
surance companies to make a profit in those States. 

And when you can’t make a profit, you don’t stay in those States. It’s one of the 
reasons why you see, rather a State Farm, AIG, the insurance companies that we 
just named, leaving markets—it’s because rates sufficiency is impossible to get 
there. 

And then the inability to find the path forward, rather it’s the NFIP that provides 
some reduction of that risk or as I’ve discussed before, the absolute necessity of us 
to get our arms around the catastrophic occurrences from coast to coast—whether 
that’s a hurricane, an earthquake, a flood, or tornadoes. We have not really wrestled 
with the actual damages done by catastrophic occurrences across the country. 

If you’re on the coasts or frankly, if you’re in the south, rather, it’s Louisiana, 
Florida, or South Carolina, we account for half of all the premiums going in the 
NFIP. But when a flood happens in New York or in New Jersey or in Ohio, the pol-
icyholders there never heard of or thought of a flood insurance policy. And so they’re 
drawing money out of account without having put any resources in that account. 

So we have some real challenges that we should identify and understand and ap-
preciate that every insurance company is wrestling with today. But you think about 
States like California and Florida, two things without question come to mind—one 
State you have a burdensome marketplace that is oppressive, that drives business 
out. It’s not just insurance companies that are fleeing the State of California—every 
other business that can find another place to go seems to be looking for a different 
market, so I understand that. 

Florida—part of the challenge that we see in Florida is that the regulatory envi-
ronment is challenging. Certainly, the natural disasters are challenging, but with 
only 9 percent of the policies—homeowner policies in the country—they represent 
about 79 percent of homeowner insurance lawsuits. Over the last decade, companies 
in Florida have paid out $51 billion. However, 71 percent of that goes to attorneys’ 
fees. Something’s broken in the market where it’s not the homeowner that’s receiv-
ing the lion’s share of the resources, it’s the lawyers because of the challenges in 
a broken State as it relates to the litigious environment that is apparent, obvious, 
and clear in Florida. 

And so, whether it’s California or Florida, we need to understand holistically the 
challenges that these insurance companies face and why they continue to pull out 
[of] the markets. I’d love to hear from the experts today solutions, opportunities to 
recalibrate markets, and for us to have a panoramic view of how to keep insurance 
companies viable in those markets because, without any question, homeowners 
today are desperately looking for opportunities to afford the coverage. 

I think the average—as the Chairman suggested earlier—the average premium 
for a house [is] $1,700 dollars for homeowners. For the same policy in Florida, it’s 
$6,000 dollars. That’s the case—it’s not simply a case of rate sufficiency based on 
the probable maximum loss of a natural disaster. It has to do with the $51 billion 
dollars paid to attorneys that have to be factored into that new definition of rate 
sufficiency that is going to be really hard to meet if that environment doesn’t 
change. 
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RESPONSES TO WRITTEN QUESTIONS OF CHAIR BROWN 
FROM DOUGLAS HELLER 

Q.1. Reinsurance costs have reportedly risen as much as 50 per-
cent. Some insurance companies have noted rising reinsurance pre-
miums as a factor in their decisions to raise prices or not write new 
policies. Please explain the impact of rising reinsurance costs on 
the insurance market. 
A.1. In 2023, the cost of the reinsurance coverage that insurance 
companies purchase to hedge against the risk of catastrophic losses 
in the U.S. has increased at the fastest year over year pace since 
2006, according to the Guy Carpenter Rate On Line Index. 2023 
marks the sixth straight year that rates for reinsurance have in-
creased, the longest upward pattern since Guy Carpenter intro-
duced the firm’s index in 1990. These increases have, rightly, 
placed a spotlight on the role of reinsurance in the current property 
insurance crisis affecting homes and businesses across the Nation. 

Primary insurers—the insurers issuing consumers’ property in-
surance policies and assuming the risk of loss—use reinsurance as 
a tool to manage their risk exposure. The price of reinsurance is 
comprised of two overarching components—the reinsurer’s estimate 
of the average annual claim cost for coverage and the reinsurer’s 
administrative costs and profit. The latter is known as the net cost 
of the reinsurance—the amount in excess of expected claim costs. 
While State-based oversight and regulation governs primary insur-
ers’ estimates of loss costs and administrative costs, the reinsur-
ance companies are unregulated global firms that face no public 
scrutiny of their rates. That gives them significant power over the 
affordability and availability of insurance in the United States. 
This sway that reinsurers have over the primary insurance market 
highlights several important realities impacting property insurance 
in the United States. 

The first is the financial reality facing millions of American resi-
dents and businesses. In most cases, insurance companies pass 
through the cost of reinsurance, or much of it, to the customers 
they insure. As reinsurance premiums sold by companies based in 
Bermuda, Germany, and elsewhere around the globe skyrocket, so 
do premiums in American neighborhoods. Notably, because of 
strong consumer protection laws in California, insurers in that 
State do purchase reinsurance but are only permitted to pass along 
the expected cost of claims to consumers and may not pass through 
the net cost. Though insurers have suggested that the inability to 
foist their total reinsurance cost onto California consumers is driv-
ing decisions to reduce availability in that State, insurers have 
moved to limit policies as or more aggressively in Florida, Lou-
isiana, Colorado, and other States that allow the complete pass 
through of reinsurance to consumers. This suggests that shifting 
insurers’ hedging strategy onto consumer bills does not change the 
dynamic that has led to market withdrawals. 

The second reality that must come into focus is that the global 
reinsurance market has a total capacity of about $500 to $600 bil-
lion. Compared to the potential for tens of billions of dollars of 
losses in a number of States alone, this limited global reinsurance 
capacity makes it a sellers’ market for catastrophe reinsurance, al-
lowing reinsurers to raise prices in excess of expected costs. 
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Third, this sellers’ market situation is exacerbated by the fact 
that insurers in several States for certain types of perils are overly 
reliant on reinsurance, having pursued a business model that 
starts with minimum capital and utilizes reinsurance to cover most 
of their expected losses. With such a business model, the insurer’s 
financial condition is vulnerable when reinsurers jack up prices 
dramatically as they have in recent years. This has led to insolven-
cies and sudden withdrawals in several markets. 

Finally, the vulnerability to the reinsurance market highlights 
the fact that primary insurers failed to prepare for climate change 
in the decades leading up to the current crisis, focusing instead on 
addressing the dangers by cutting coverage for consumers and 
over-relying on reinsurance to address the remaining risk. Primary 
insurers and their trades vehemently opposed efforts by the NAIC 
in the early 2000s to have insurers prepare climate risk disclo-
sures, maintaining that opposition for over 15 years and relenting 
only in the last few years. Instead of planning for the impacts of 
climate change—including the predictable reinsurance rate hikes 
and market tightening—primary insurers have steadily hollowed 
out policies with exclusions and higher deductibles for their poli-
cies, which, unlike primary insurers in other developed Nations, al-
ready exclude flood, wind, and earthquake. Additionally, they have 
used big data—including a host of new data sources that enable in-
surers produce extremely granular assessments of risk through 
high definition aerial images, detailed topography, and more—to 
exclude customers rather than share this improved risk assessment 
with consumers for loss prevention partnerships. If insurers had, 
instead, spent the past two decades incorporating the severity of 
climate change into their planning, and partnered with commu-
nities in loss mitigation efforts, home insurance costs would not be 
nearly as susceptible to the influence of the reinsurance market. 

California’s protections notwithstanding, the scale of the reinsur-
ance premium increases and the tightening of reinsurance capacity 
have had devastating effects on the U.S. property insurance mar-
ket. Other than the staggering growth of risk exposure due to cli-
mate change, the doubling of reinsurance costs over the past 5 or 
6 years is the most significant direct contributor to rising insurance 
premiums and reduced availability around the country. The path 
forward is to follow the Federal terrorism reinsurance program 
model, described in response to question three below, in which the 
Federal Government provides the upper level of reinsurance cov-
erage for mega-catastrophes in exchange for insurers offering es-
sential and meaningful coverage. We must also recognize the fact 
that the long-term solution does not come just from fixing problems 
with the risk-transfer market; it comes from reducing risk by in-
vesting in a more resilient society and building stock funded. 
Q.2. In your written testimony, you noted that some insurers have 
made efforts to block improvements to the quality of coverage of-
fered by State-mandated insurer of last resort programs. Please ex-
plain the type of coverage last resort programs offer and why it is 
important to improve coverage quality. 
A.2. State-based insurers of last resort—the residual market—have 
become increasingly important across the country, as major insur-
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1 There are also approximately one million Californians who purchase earthquake insurance 
through the California Earthquake Authority. 

2 ‘‘Firm Foundation: How Insurance Supports the Economy’’. Insurance Information Institute. 
Retrieved from https://www.iii.org/publications/a-firm-foundation-how-insurance-supports-the- 
economy/a-50-state-commitment/residual-markets. 

ance companies have withdrawn coverage from certain commu-
nities and entire States as climate change and reinsurance prices 
lead the industry to be much more selective about where and to 
whom insurers are willing to sell insurance protection. The concept 
of a residual market mechanism for insurance is to provide con-
sumers who are generally required to purchase and maintain in-
surance with an option to buy that coverage when the private mar-
ket is unwilling to sell it. Unfortunately, and astonishingly, many 
States treat consumers punitively when they are forced to utilize 
the residual market. These punitive measures take a variety of 
forms, from reduced and inadequate coverage options to excessive 
pricing or a mandate to purchase additional coverage not required 
of consumers able to obtain coverage in the private market. 

Nationally, about 2.2 million homes are now covered by these in-
surers of last resort, with more than half of those homes covered 
by Florida’s Citizens Property Insurance Company. There are an 
additional half million windstorm policies sold through the residual 
markets for people who cannot get hurricane coverage in the pri-
vate market. 1 Most States with an insurer of last resort have a 
Fair Access to Insurance Requirements plan, commonly known as 
a FAIR Plan. These plans are managed as quasi-public entities 
that are usually overseen by a board comprised of insurers that sell 
property insurance in the State’s voluntary market. The risk of loss 
associated with FAIR plan policies is backed by the insurance com-
panies in the State. Florida and Louisiana use the Citizens Prop-
erty Insurance approach, in which a State-created insurance com-
pany sells the last resort policies and is itself responsible for losses 
incurred under those policies. Additionally, there are catastrophe- 
specific residual insurers that provide a backstop for hurricane 
(windstorm) or earthquake coverage in places where those cov-
erages can be excluded from traditional homeowners policies. All 
told, Americans spent over $6 billion purchasing home and wind-
storm insurance through the State residual markets in 2022, 2 
making the last resort markets around the Nation a critically im-
portant tool deserving of public policy. 

For those homeowners who rely on their State’s residual market, 
these last resort policies are essential not only because families 
need coverage to protect their most valuable asset, but because 
they are required to have insurance by their mortgage lender. Serv-
ing those who need the coverage is the whole point of State laws 
that provide for last resort insurance: if the private market does 
not provide this essential and required insurance, the residual pro-
gram will provide it. 

Because these policies are meant to protect consumers who are 
not well-served by the voluntary market but who, nevertheless, 
need the same full coverage that any homeowner needs, it is impor-
tant that the residual markets offer quality coverage that ensures 
access to needed insurance. However, in many States, and for dif-
ferent reasons, many of the last resort programs do not meet the 
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needs of homeowners who are cut off from a competitive insurance 
market. For example, 

• Some State programs exclude coverage for standard perils such 
as water damage, theft, or liability. In these cases, home-
owners not only have to pay a high price for their limited cov-
erage FAIR plan policy, they also need to pay for a ‘‘Difference 
in Condition,’’ or wraparound, policy to supplement their main 
homeowners insurance. 

• Some State programs only provide coverage on an Actual Cash 
Value basis, which means that claims payments for damage 
are reduced by a depreciation factor, leaving homeowners to 
cover substantially more of the cost of rebuilding beyond just 
their deductible. 

• Some State programs cannot sell coverage for homes in which 
the replacement cost is above a certain amount, often $600,000 
or $700,000, which can exclude families who live in regions 
with high rebuilding costs. 

Another concern is that—even as the insurance markets in some 
higher risk States such as Florida and Louisiana remain uncom-
petitive and not well-served by the private insurance market— 
there are efforts to ‘‘depopulate’’ the residual market programs, cre-
ating additional and unnecessary burdens on homeowners. In Flor-
ida, homeowners are not eligible for Florida Citizens coverage if 
there is a policy available to them that is up to 20 percent more 
expensive than what the State company would charge. In Lou-
isiana, State law requires that Citizens’ premium be set either 10 
percent more expensive than the costliest premium in the local 
market or 10 percent higher than its own actuarial indication, 
whichever is costlier. The idea behind both States’ pricing rules is 
to push people away from the State backstop program and prevent 
the last-resort insurer from competing with the private, voluntary 
market. That is a misguided and counterproductive response to ad-
dressing a marketplace in which the private sector has dem-
onstrated, in many ways, a lack of interest or intent to compete for 
the business of the millions of homeowners that rely on the last re-
sort insurer. Put differently, if private insurers do not want to pro-
vide coverage in some communities or if private market policies are 
so expensive as to make coverage effectively unavailable, the public 
policy response should focus on ensuring availability of quality and 
affordable options and not be spent worrying about the insurer-of- 
last resort being too competitive with the uninterested insurers. 

Last resort insurance markets in the country are necessary to 
close an ever-expanding coverage gap that has been growing along-
side the increasing risk stemming from climate change. However, 
the rules governing many of the State residual programs—includ-
ing the fact that they are often overseen by boards that are major-
ity or exclusively insurance industry representatives—have not 
adapted to address the increased reliance on the programs. Rather 
than focusing on making the insurer of last resort unattractive to 
consumers—through limited coverages and unnecessarily high 
prices—public policy should be geared to providing quality coverage 
options at the most reasonable rate to homeowners (and farm and 
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businessowners) for whom the voluntary insurance market is not 
a viable option. 
Q.3. At the hearing, Senator Kennedy asked about what could help 
address the high cost of property insurance today. You mentioned 
building a Federal reinsurance program similar to the Terrorism 
Risk Insurance Act (TRIA). Please explain what such a program 
would look like and how it would function. 
A.3. In order to relieve the pressure on the property insurance 
market coming from the tight, expensive, and unregulated global 
reinsurance market, the Federal Government could create a catas-
trophe reinsurance program that serves as a backstop for insurance 
companies’ escalating risk of loss due to climate change. Like 
TRIA, the Federal reinsurance program Congress created in re-
sponse to the commercial property insurance availability crisis in 
the aftermath of the September 11, 2001, terrorist attacks, a Fed-
eral catastrophe reinsurance (cat re) program would bring a layer 
of stable, fairly priced reinsurance for mega-catastrophes in ex-
change for mandating that insurers offer meaningful coverage. 

Such a Federal catastrophe reinsurance program would promote 
greater availability and affordability of meaningful primary prop-
erty insurance coverage in several ways: 

First, it would provide greater certainty to insurers about their 
maximum exposure. By capping the maximum exposure for a 
mega-catastrophe, the Federal cat reinsurance program would give 
insurers greater confidence in a lower-limit to their maximum ex-
posure. 

Second, it would provide stable and relatively low-cost reinsur-
ance for the most expensive tranch of catastrophe risk. Stable and 
fair reinsurance pricing is essential to match the long-term nature 
of consumer and business property investments. 

Third, it would promote more stable and competitive private re-
insurance markets by limiting the private reinsurance to that 
tranch of risk above primary insurer retention and below the Fed-
eral cat re threshold. By limiting this role for private reinsurance, 
the Federal cat re would promote greater competition and stability 
in that portion of the private reinsurance market. 

Fourth, by promoting an all-perils policy—in which now-excluded 
coverages like flood, hurricane, wildfire, and earthquake would be 
included in a standard home insurance policy—there would be sub-
stantial efficiencies in the provision of coverage by eliminating the 
additional administrative costs of multiple policies for the same 
property. These savings are significant since non-claim and non-re-
insurance costs are typically 30 percent to 40 percent of these 
stand-alone policies for flood and wind. I have attached a 2022 
presentation given to the National Association of Insurance Com-
missioners that provides a more detailed explanation of how a Fed-
eral cat re and all-perils policy would promote availability and af-
fordability of coverage for flood, specifically. 

Fifth, by pairing the Federal cat re program with a mandate to 
offer an all-perils policy, our Nation would improve its resiliency to 
natural catastrophe events, as insurance is the best way for homes 
and businesses to recover from such events. Oftentimes, 30 percent 
to 40 percent of claims following a catastrophe are denied. While 
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some of this may be a result of unfair claim settlement practices, 
a large part of this stems from claims filed by consumers who do 
not have the coverage they thought they had. It is worth noting, 
as well, that an all-perils policy removes the conflict of interest 
from an insurer who fronts for the NFIP and is charged with deter-
mining whether an event is covered under the private insurer’s pol-
icy or the NFIP policy. 

The all-perils policy facilitated by the Federal cat re program 
would bring many more families under the umbrella of full-cov-
erage home insurance without having to purchase multiple policies 
for each individual catastrophic peril. Further, by dramatically in-
creasing the number of homes covered for disasters like flood and 
earthquake and thereby spreading the risk more effectively, the 
program will help to reduce the coverage gaps throughout the coun-
try while lowering the cost of coverage compared with the current 
market. Finally, by helping to close the insurance gap, the Federal 
reinsurance program will be reducing Americans’ reliance on post- 
disaster, taxpayer funded emergency assistance. 
Q.4. In your written testimony, you noted that nonprofit organiza-
tions also face a property insurance availability crisis. What can 
State regulators, or the Federal Government, do, if anything, to 
create coverage and capacity if insurers decide not to offer a par-
ticular coverage? 
A.4. Congress should work, as Chair Brown has, to expand the cov-
erage that can be provided by Risk Retention Groups to include 
property coverage. In 2017 testimony before the House Committee 
on Financial Services Subcommittee on Housing and Insurance, 
Baird Webel of the Congressional Research Service testified that, 
‘‘although capital sources for insurance may be worldwide, the in-
surance policies themselves are very particular and specific prod-
ucts. Thus, specific lines of insurance or certain States may face 
market conditions that are quite different than the general market 
conditions seen by most market participants.’’ 3 

This is the sort of availability crisis that is facing nonprofit orga-
nizations. Unfortunately, there is little that State regulators can do 
in these situations other than reduce capital requirements to in-
duce insurance companies to offer coverage, albeit at higher risk to 
consumers. With specialized pockets of market failure, this tactic 
tends not to work very well to create additional capacity. 

On the other hand, in cases of coverage and capacity shortages, 
history has shown that the Federal Government does have effective 
tools to create alternative arrangements that allow special purpose 
insurance companies to be created by and for commercial con-
sumers to meet their insurance needs. The best example of this is 
the Liability Risk Retention Act (LRRA) which Congress authorized 
in 1986, allowing the creation of Risk Retention Groups (RRGs). 

In the closing of his written remarks for the hearing mentioned 
above, Mr. Webel, indicated that RRGs are still a small part of the 
market but then added, ‘‘Economic theory suggests, however, that 
it is not necessary for a competitor to have a large market share 
in order to have an impact on prices or availability. Anecdotal 
cases also suggest that the LRRA is expanding the availability of 
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insurance, especially in local situations with severe supply difficul-
ties. The Department of Commerce came to the conclusion in 1989 
that the 1986 act had been successful in addressing supply prob-
lems, and the GAO reported similar findings in the previously men-
tioned 205 report and 2011 report.’’ 

Congress could expand the LRRA to enable organizations like 
nonprofits that are experiencing the worst of these market failures 
to offer property insurance as well as the liability insurance they 
have offered successfully for decades. 
Q.5. The Banking and Housing Committee has heard proposals in 
the past to mandate a certain amount of reinsurance for some in-
surance programs, like National Flood Insurance Program (NFIP). 
What do you think the affect of mandatory reinsurance purchase 
would be on NFIP policyholders and on the stability of the pro-
gram? 
A.5. Mandating that the NFIP purchase reinsurance in the global 
unregulated reinsurance market is a terribly costly and inefficient 
approach to addressing the problems at the NFIP. Putting aside 
the exorbitant prices of the private reinsurance market discussed 
above, the net cost of reinsurance—which could be 30 percent to 50 
percent of the expected claim benefits—is orders of magnitude 
greater than the cost of the NFIP borrowing money from Treasury 
if an event requires a claim payout greater than NFIP’s current 
funds. 

As noted in the attached presentation on converting the NFIP 
from a direct insurer of flood to a reinsurer, the NFIP requires a 
major re-engineering to meet the challenges of the 21st century. 
Congress has given the NFIP conflicting mandates and, unlike 
property insurance regulated at the State level, Congress routinely 
seeks to address affordability through the insurance pricing mecha-
nism instead of through means-tested financial assistance. Adding 
a mandatory purchase of reinsurance will only make matters 
worse. 

Requiring that NFIP purchase private reinsurance not only 
forces the Federal entity into the same problem faced by private 
home insurers, such a mandate would further reduce availability of 
reinsurance coverage for private insurers and programs like the 
California Earthquake Authority. Indeed, in January 2023, the 
California Earthquake Authority’s Executive Director, Glenn Pom-
eroy, told the State’s Governing Board that one of the significant 
drives of their financial problems is a decline in the amount of rein-
surance available to the CEA. As such, a result of this mandate 
would be both higher prices for flood insurance and for home-
owners, farm owners, commercial property, and earthquake insur-
ance as well. 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR CRAMER 
FROM DOUGLAS HELLER 

Q.1. In order to better capture risk and help reduce volatility in 
pricing, to what extent are there considerations to allow insurers 
to use forward-looking models to set premiums for hazards where 
they haven’t traditionally been able to use such models—for exam-
ple like with wildfires in California? 
A.1. Human-caused climate change has led to a changing risk dy-
namic in all parts of the country. In an attempt to adjust their cal-
culation of rate needs in accordance with this changing and in-
creasing risk of loss, many insurers have turned to forward-looking 
models to determine both the catastrophe load that needs to be in-
corporated into their overall rates and the premiums they charge 
individual customers. While conceptually useful, the competing 
models often create wildly different projections of risk and have not 
helped States avoid the volatility and significant market disruption 
that the Senator’s question, quite reasonably, anticipates. These 
models tend to be largely hidden from public view and scrutiny, 
making it difficult to identify why they fail to achieve what they 
promise. 

In Florida, for example, insurers have used forward-looking mod-
els for decades, yet that market is the most volatile in the Nation. 
In Colorado, where insurers were already using models to better 
capture risk associated with wildfire, hail, and other perils, the 
market was not prepared for the Marshall Fire that struck Boulder 
and surrounding areas in December 2021. Thereafter, the State 
was forced to create a FAIR plan (insurer of last resort) to address 
the difficulties many homeowners had finding property insurance. 
In Louisiana, too, the ability to use forward-looking models did not 
eliminate that State’s determination that it had to offer tens of mil-
lions of taxpayer dollars to insurance companies to lure carriers 
back into that home insurance market. 1 

As the above examples indicate, forward-looking models are not 
a silver bullet to the challenges we see in the Nation’s property in-
surance markets. In California, where rate transparency is a 
foundational element of the State’s insurance consumer protection 
law, insurers are currently required to use at least 20 years of data 
concerning catastrophic events (though they often use more) to cal-
culate the ‘‘catastrophe load’’ that gets built into homeowners in-
surance rates. Insurers have argued that this backward-looking ap-
proach has limited their ability to use algorithms based on other 
non-insurance data, such as climate models, to predict future wild-
fire risk. 

While we disagree with insurers’ arguments that the lack of 
modeling has compromised their ability to operate in California— 
as I noted in my written testimony, the National Association of In-
surance Commissioners data clearly illustrate that the California 
homeowners insurance market has been substantially more profit-
able than the Nation as a whole since 2019, despite models being 
allowed in every other jurisdiction—we appreciate the Senator’s ef-
fort to identify a way to help insurance markets better account for 
climate change. We think that is a worthy pursuit, even knowing 



115 

the limitations of forward-looking models, and suggest a way that 
California and other States could incorporate forward-looking mod-
els without compromising critical consumer protections concerning 
ratemaking transparency and ensuring rates that are not excessive 
or unfairly discriminatory. 

Consumer Federation of America supports the creation of public 
catastrophe models that insurers could use to assess and incor-
porate the impact of climate change on risk in a particular market. 
These models could be managed by research universities and fund-
ed as a State or multistate investment in the stability and strength 
of insurance markets (though we would recommend that insurers 
pay a fee to use it, in order to offset the taxpayer cost). Notably, 
the State of Florida has funded the Florida Public Hurricane Loss 
Model, which is constructed by a consortium that includes Florida 
International University, Florida Institute of Technology, Florida 
State University, University of Florida, Hurricane Research Divi-
sion of NOAA, and University of Miami. 

By retaining necessary experts and aggregating the troves of 
publicly available data, such as that from NOAA and CalFire, for 
example, models could be built with full transparency and respon-
sive to public and expert input throughout their development and 
refinement. Once completed, the models would be made available 
to insurers for incorporation into their rates. In this way, insurers 
would have the ability to supplement their historical catastrophic 
loss data with insights from scientific research that can help better 
project losses in a changing risk environment. At the same time, 
the homeowners who have to pay the premiums stemming from the 
model’s projections would have confidence that the modeling is de-
veloped and applied in a transparent manner that hews to sci-
entific findings and the public interest in justifiable and reasonable 
premiums. 
Q.2. Given the increase in financial losses related to extreme 
weather and other natural disasters and growing concern about the 
lack of insurance coverage and affordability in some markets, is 
there an appetite for a nationwide public insurance option for haz-
ards in addition to floods or other public/private risk-sharing mech-
anisms that could ultimately benefit taxpayers currently covering 
massive disaster relief costs? What would you recommend to en-
courage and increase insurance coverage given these risks in these 
markets today? What is the role of asset-level risk mitigation meas-
ures and strategies to better incentive those to reduce loss to both 
insurers, property owners, and taxpayers? 
A.2. There are few precedents for the rapidity and scale of the in-
crease in extreme weather and the concomitant increase in risk of 
property loss across the country and the globe. As the question im-
plies, the need for new approaches is not just to address the inabil-
ity of the private market to meet the insurance coverage needs of 
American homeowners and businesses, new strategies are critical 
to reducing the amount of post-disaster aid that taxpayers will be 
asked to cover when future floods, windstorms, and wildfires dev-
astate communities across the country. 

In 2005, former Texas Deputy Insurance Commissioner, Birny 
Birnbaum, Director of the Center for Economic Justice, highlighted 
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McCarty. 

the need for precisely the conversation that this question enter-
tains. He wrote, in an email to the NAIC’s Consumer Liaison Com-
mittee Chair, of the need for 

a presentation on the impact of climate change on weath-
er-related events and whether regulators, insurers and leg-
islators understand and are taking into account the grad-
ual and sudden weather changes we can expect. My hope 
is that, by describing—with the best available science— 
some of the expected changes due to climate change, we 
can show that the call for Federal disaster insurance pro-
grams are need[ed] across the country and not just by 
coastal States. 2 

Mr. Birnbaum’s insights nearly 20 years ago seem quite pre-
scient today, and we are encouraged by the Senate Banking, Hous-
ing, and Urban Affairs Committee’s bipartisan engagement on this 
issue and openness to innovative approaches to addressing the un-
mistakable challenges in the property insurance market. We be-
lieve that there are two key elements of innovation and investment 
that are essential to tackling the current and growing crisis: (1) the 
creation of a Federal backstop to insurers’ exposure to catastrophic 
disaster risk, and (2) a deep commitment to risk reduction and loss 
prevention measures, so that taxpayer dollars are spent reducing 
harm to people and property rather than on picking up the pieces 
in the aftermath of disaster. 

We are confident, with respect to the first part of this question, 
that there is an appetite for new public and public/private strate-
gies for risk transfer. Across the country, homeowners, businesses, 
and nonprofit organizations have described a sense of desperation 
as they confront the difficulties finding coverage, the escalating 
cost where it is available, and concerns about the limits to how 
much risk they can transfer, because of such policy elements as 
high deductibles or maximum coverage limits. Americans are prac-
tical and want to be able to own and protect homes and businesses; 
if a public or public/private risk transfer mechanism is necessary 
to provide that in the context of escalating risk, property owners 
will be supportive, relieved to know they can stay in their homes. 

Though different in significant ways, the sudden understanding 
of the scale of terrorism risk in the wake of the September 11th 
attacks provides a lens through which we can consider the current 
situation. As discussed in answers to questions from Chair Brown, 
we believe that there is and ought to be a willingness to look to-
ward public and public/private programs geared to addressing the 
property insurance availability and affordability concerns facing 
homes and small businesses, just as Congress and industry identi-
fied and implemented a public program to protect large commercial 
properties in the wake of 9/11. 

Generally speaking, State-regulated private insurance markets 
are capable of providing the property insurance that is needed to 
protect most homes and businesses most of the time. That market 
has faltered in recent years in part because of the escalation of 
stochastic risk associated with catastrophic disasters. More pre-
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cisely, the inability of direct insurers to offload the upper levels of 
their maximum probable losses to the reinsurance market at a rea-
sonable premium has led companies to dramatically raise pre-
miums, restrict underwriting, and reduce coverage in their policies. 
If, as is discussed in our response to Chair Brown’s third question, 
the Federal Government stood up a risk transfer mechanism that 
functioned as a reinsurance relief valve to the pressure that in-
creasing climate risk has imposed on the insurance market, we be-
lieve we could significantly address the insurability crisis in the 
country and incentivize more protected and resilient property de-
velopment. It was the creation of the Terrorism Risk Insurance 
Program in 2002, of course, that relieved the unyielding pressure 
on the commercial risk transfer markets stemming from the acts 
of terrorism the year before. 

Working with insurers, reinsurers, consumer advocates, climate 
experts, State representatives and regulators, and other stake-
holders to identify appropriate attachment points, premiums, and 
eligibility requirements, this Federal reinsurance program would 
facilitate the move to All-Perils policies, including a pathway to dis-
mantling the NFIP and returning flood insurance to State-based 
insurance markets. With a fundamental assurance that the un-
known would be taken off the table because Federal reinsurance 
coverage was available to direct insurers, carriers could sell policies 
that provided the range of coverages that consumers need, which 
would help to reduce the coverage gaps that build up when con-
sumers are required to buy separate policies for each peril. 

A public investment to support safety and commerce, such as 
this proposal, would place the Federal Government in a more tradi-
tional relationship with the private sector than the NFIP approach 
we have taken for decades. Much as the Nation contributes to our 
transportation system by funding roads and highways rather than 
selling cars to drivers, this program would focus on providing a re-
insurance backstop to the property insurance market rather than 
underwriting individual policies. 

The creation of a public reinsurance backstop helps eliminate the 
risk transfer crisis we face, but it does not address the underlying 
growth in risk, which the Senator’s question also highlights. This 
question could appropriately be recast as a straightforward state-
ment of the other critical role for the Federal Government in re-
sponding to the property insurance crisis: Strategies to incentivize 
asset-level mitigation and community risk abatement should be 
among the top priorities of the State and Federal policymakers. 

Preventing disaster losses costs a fraction of the amount that it 
costs to provide emergency assistance after a disaster. Already the 
Federal Government, through programs like BRIC, and State ef-
forts, such as the FORTIFIED program in Alabama and the Cali-
fornia rules to provide insurance discounts as an incentive to home-
owners who invest in wildfire home hardening, are saving lives and 
property. However, the current scale of loss mitigation investment 
is dramatically too low to reduce the burden of disaster relief on 
impacted consumers and taxpayers and to improve our national se-
curity with more resilient infrastructure. The Federal Government 
should lead the way with significantly increased funding for loss 
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mitigation investments, matched in part by insurers, policyholders, 
and State and local governments. 

Additionally, we should be identifying ways in which States and 
insurers can better partner with their policyholders to use the loss 
mitigation expertise of the insurance industry to reduce risks. That 
could come in the form of incentives for stronger building codes 
around the country, incentives for insurers to invest in either com-
munity or asset-level risk abatement, and pilot programs for 
longer-term property insurance policies that better align the inter-
ests of insurance companies and policyholders. Doubtless, there are 
other such incentives and strategies, so our primary message is 
that after-disaster emergency aid is far less efficient than pre-dis-
aster mitigation, which also provides the additional benefit of low-
ering insurance costs. American consumers and communities would 
be well-served by a commitment to a wide-ranging effort directed 
at reducing the loss of life and property when disasters strike and 
increasing resilience in their wake, and Consumer Federation of 
America is eager to work with this Committee on such an impor-
tant goal. 

RESPONSES TO WRITTEN QUESTIONS OF CHAIR BROWN 
FROM MICHELLE NORRIS 

Q.1. Faith-based organizations and religious institutions around 
the country may be interested in converting their property into af-
fordable rental housing, but may not know where to begin. We 
have also seen proposals in some communities to reduce barriers 
to this type of affordable housing development by easing zoning 
and other restrictions on affordable housing developments on land 
owned by religious institutions. 

What role can religious institutions play in helping to address 
the affordable housing and homelessness crises in their commu-
nities? What barriers do they face? 
A.1. Thank you for this question. National Church Residences was 
founded as a Christian organization committed to serve all seniors 
without regard to their beliefs or personal identity. Our values re-
flect compassion and respect for everyone in everything we do. 
With this experience, we know that religious institutions and those 
with religious affiliations, such as National Church Residences, 
have an important role to play in addressing affordable housing 
and homelessness in communities across this country. Religious in-
stitutions can be important partners in providing services in afford-
able housing communities, and to people experiencing homeless-
ness. 

We also know that religious institutions have access to excess 
land that can be used to develop affordable housing. Several Sec-
tion 202 Housing for the Elderly properties were built on such 
land. Unfortunately, religious institutions are often discouraged or 
disincentivized from using their excess land for affordable housing 
due to existing zoning and land use regulations. California’s re-
cently enacted ‘‘Yes, In God’s Backyard’’ legislation is an example 
of a policy intervention to address these barriers, allowing land 
owned by religious institutions—such as churches, mosques, and 
synagogues—as well as nonprofit colleges, to be rezoned to allow 
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for affordable housing. Specifically, starting in 2024, religious insti-
tutions in California will be able to bypass most local permitting 
and rules that can be costly and lengthy, for the express purpose 
of building affordable housing. Other States should consider such 
legislation to accelerate the supply of affordable housing. 
Q.2. How can the Federal Government help these organizations 
and communities who want to work with them to address the af-
fordable housing crisis? Are their types of technical assistance, best 
practices, and planning assistance that would help their organiza-
tions and communities to address the affordable housing needs in 
their communities? 
A.2. Policy interventions, including zoning reforms and the ‘‘Yes, In 
God’s Backyard’’ legislation, that allow for religious institutions to 
more readily use their excess land for affordable housing is a crit-
ical step forward. While the Federal Government cannot change 
zoning or land use regulations, it can provide technical assistance 
and elevate best practices. The Fiscal Year 2023 omnibus bill pro-
vided funding for HUD’s Pathways to Removing Obstacles to Hous-
ing (PRO Housing) program to support communities who are ac-
tively taking steps to remove barriers to affordable housing, includ-
ing land use and zoning regulations. HUD should consider encour-
aging grantees—which include State and local municipalities—to 
engage religious institutions in the planning and execution of these 
plans, especially if there are possible avenues for utilizing excess 
land for affordable housing. 

The Federal Government can also elevate best practices and en-
courage the excess land to be donated instead of sold for affordable 
housing. Land costs are a large driver in total development costs, 
so the Federal Government could play an important role in sharing 
how donated and low-cost land, especially when near transit and 
other amenities, can help ensure affordable and quality housing for 
communities. 

And finally, affordable housing is a complex business, with devel-
opment and compliance requirements are often difficult to navi-
gate. The Federal Government can help religious institutions inter-
ested in pursuing affordable housing development and operations, 
by elevating best practices in seeking mission-aligned developers as 
partners, and the risks of undertaking this work alone or without 
the right partners. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR ROUNDS 
FROM JERRY THEODOROU 

Q.1. Could you explain the negative consequences to the taxpayer 
of trying to replace the private reinsurance market? 
A.1. Attempts to replace the private reinsurance market with a 
Government reinsurance program are a fool’s errand. The global re-
insurance industry is a sophisticated and creative marketplace that 
has been providing coverage for climate risks for two centuries. The 
global reinsurance industry includes dozens of reinsurers mainly 
concentrated in five geographic locations: 

1. Continental Europe, with giants such as Munich Re, Swiss Re, 
Hannover Re, SCOR, et al. 
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2. Bermuda 
3. [Most] Lloyd’s 70+ syndicates 
4. The U.S., led by Berkshire Hathaway’s National Indemnity 

Insurance Company and its General Reinsurance subsidiary, 
Transatlantic Reinsurance, American Agricultural Insurance, 
Grinnell Re, et al. 

5. Asia, led by Japanese reinsurers, Korean Re, China Re, et al. 
The origins of the modern reinsurance industry are in mid-19th 

century Europe, when large urban fire losses in Germany and 
Switzerland impaired several primary insurance companies, and 
led to the creation of Cologne Re (now part of Gen Re) in the 1840s, 
followed by Swiss Re in 1863 and Munich Re in 1880. Today’s glob-
al reinsurance industry consists of professional reinsurers (compa-
nies whose sole business is reinsurance) and hybrid reinsurers (re-
insurers which also write primary insurance). 

The industry described above is the ‘‘traditional reinsurance’’ in-
dustry, which has approximately $720 billion in aggregate capital. 
In addition to traditional reinsurance providers, the alternative re-
insurance market, consisting of insurance-linked securities (catas-
trophe bonds), sidecars, fully collateralized reinsurance and insur-
ance-linked warranties, contributes an additional $100 billion of 
capital to the reinsurance marketplace. 

The reinsurance market, as described above, is competitive and 
offers a wide range of products. The reinsurance market presents 
more than just capacity. Because reinsurers take on substantial 
risk, they engage in research into loss trends, especially into risks 
that could pierce primary insurance retentions and impact rein-
surers. And to protect their own balance sheets from 
unmanageably large shock losses, reinsurers buy reinsurance for 
their own portfolios. Reinsurance for reinsurers is called retro, or 
retrocessional reinsurance. 

At a 2007 U.S. Senate Banking Committee hearing on ‘‘An Ex-
amination of the Availability and Affordability of Property and Cas-
ualty Insurance in the Gulf Coast and Other Coastal Regions’’, Ed-
ward Lazear, then Chairman of the Council of Economic Advisers, 
provided testimony arguing that attempts to introduce a Govern-
ment reinsurance program are ill-advised. Lazear’s central argu-
ment against a Federal reinsurance program was that a Govern-
ment catastrophe risk insurance plan would crowd out the private 
market, distort rates and undermine economic incentives to miti-
gate risk. 

The private reinsurance market is highly sophisticated, with 
deep understanding of risk and refined tools to inform pricing and 
the terms and conditions of its products. No sound argument could 
be made for replacing such an industry with a Government pro-
gram. 
Q.2. How can we instead use the Federal carrot and stick to pro-
vide incentives for mitigation instead of replacing the private mar-
ket? 
A.2. Although it is not necessarily the Federal Government’s role 
to provide carrot and stick to encourage mitigation, one way the 
Federal Government could incentivize mitigation is by advancing 
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the ‘‘Strengthening Coastal Communities Act of 2023’’. This was in-
troduced and marked up in the Senate Environment and Public 
Works Committee on September 27, 2023. It would expand the 
acreage in the Coastal Barrier Resources Act by an additional close 
to 300,000 acres. 

Insurers and reinsurers already recognize the ameliorating effect 
of taking risk mitigation measures. Insurers use a carrot and stick 
in determining rates, employing bonus/malus or debits/credits ac-
cording to risk magnitude. If an insured takes measures to harden 
their home against catastrophe risk insurers in a competitive mar-
ket will discount the rate—a bonus or credit in the rating method-
ology. And if a homeowner fails to take measures to protect their 
home, the rate is raised with a malus, or debit. Prices send signals. 
Consumers that take risk mitigation measures reduce risk and can 
experienced lower premiums. 
Q.3. Please provide comments on any points or recommendations, 
such as calls for establishing a Federal reinsurance program, that 
were made or included in witness testimony during the hearing. 
A.3. I made the comment in the hearing that there have been sev-
eral post-catastrophe attempts over the years to introduce Federal 
insurance programs. The three enduring legacies of 1992 Hurricane 
Andrew were to catalyze development of catastrophe models, the 
creation of the Bermuda property catastrophe reinsurance mar-
ket—the so-called ‘‘class of 1992,’’ a group of reinsurers focusing on 
property catastrophe risk, and the creation of the Florida Hurri-
cane Catastrophe Fund (FHCF). The FHCF is a reinsurer to which 
all Florida insurers are required to cede premium. In the event of 
a destructive catastrophe that exceeds FHCF’s coverage, there will 
be a mandatory emergency assessment for all Florida insurers. 
Looking back at the legacy of 1992, the ever-increasing sophistica-
tion of risk models and the development of Bermuda as a major 
source of capital and expertise for property reinsurance contrast 
with the continuation of a Government-mandated reinsurer. 

Other attempts to introduce Federal reinsurance have foundered. 
A CBO report reviewed efforts to introduce a Government program, 
efforts that have failed to materialize. I mentioned at the hearing 
that other efforts to introduce a Federal reinsurance program in-
cluded the April 11, 2007, Senate Banking Committee hearing 
chaired by Senator Chris Dodd, entitled ‘‘An Examination of the 
Availability and Affordability of Property and Casualty Insurance 
in the Gulf Coast and other Coastal Regions’’; the Klein Mahoney 
bill of the same year; and a bill recently introduced by Rep. Jared 
Moskowitz. I commented that initiatives to create Government in-
surance and reinsurance, however well-intentioned, do not succeed. 
Review of the history of losses generated by the National Flood In-
surance Program, on the GAO’s high risk list, and the Federal 
Crop Insurance Program, are examples of how Government 
(re)insurance programs not succeeding. 

One of the witnesses at the hearing, Mr. Doug Heller, said in his 
opening comments that ‘‘we need a meaningful public-private part-
nership to address this massive market failure.’’ He was referring 
to the reinsurance market when he said ‘‘this massive market fail-
ure.’’ There is not a failure in the global reinsurance industry, let 
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alone one that is massive. The global reinsurance industry has over 
$700 billion of capital, and the alternative reinsurance market (cat 
bonds, fully collateralized reinsurance, et al.) has an additional 
$100 billion in dedicated reinsurance capital. Reinsurers deploy 
their capital against risk. All indications from September 2023 
global reinsurance negotiations are that the January 1, 2024, rein-
surance treaty renewals will be orderly. Mr. Heller’s assertion that 
‘‘we need a meaningful public-private partnership’’ and ‘‘the way 
forward is for the Federal Government to provide a catastrophic re-
insurance backstop’’ not only stand on a flawed premise, but also 
ignore the lessons from past efforts to replace the private reinsur-
ance market with Government programs. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR CRAMER 
FROM JERRY THEODOROU 

Q.1. For California, the FAIR plan only covers about 3 percent of 
the residents in the State and is supposed to be the insurer of ‘‘last 
resort.’’ Premiums are much more expensive yet less coverage is of-
fered. Analysts have determined some Californians in the programs 
who may not be close to actual fire zones still have to pay full price 
because they happen to fall into a zip code that’s high risk for fire, 
rather than their premiums being determined based on the risk- 
profile of their specific address. 

How generally effective has the California FAIR plan been, in 
terms of pricing, coverage, and promoting wildfire risk mitigation? 
A.1. The California FAIR plan has not been satisfactorily effective 
with pricing, coverage, and promotion of wildfire risk mitigation. 
The California FAIR plan offers coverage more limited than avail-
able in the standard or surplus lines markets. The premium is at 
below-market rates. The California Department of Insurance has 
issued orders requiring the FAIR Plan to offer broader coverage, 
consistent with HO-3 forms. The FAIR plan resisted the Depart-
ment’s orders, and initiated litigation challenging the Department’s 
Order. The FAIR Plan sued the Department a second time after a 
court ordered the Plan to offer expanded coverage. 

I am not aware of wildfire risk mitigation conducted by the Cali-
fornia FAIR plan. It is worthy to note that the operational assess-
ment report (linked above) made the recommendation that the 
Plan’s governance committee or a specifically designated sub-
committee ‘‘focus on enhancing customer and community resilience 
from the effects of climate change, encouraging and incentivizing 
fire prevention and risk mitigation.’’ (p. 14 of report) This suggests 
that the FAIR plan may not be currently engaged in risk mitiga-
tion. It is noted that a recent announcement from the FAIR plan 
indicates it will move in this direction. 

The FAIR Plan is described on its website as ‘‘a temporary safety 
net.’’ It is not financially sound. As its president, Victoria Roach, 
reported in March 2023, ‘‘we are not in a good financial position— 
we are at a breaking point.’’ (source: ALIRT report referenced here) 
Nevertheless, the market share of the FAIR Plan quadrupled since 
2017, when the FAIR plan rose from 0.77 percent of the total mar-
ket’s earned premium to approximately 3 percent today. The extent 
of FAIR Plan underpricing is reflected in Roach’s statement that 
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the plan is asking the Department of Insurance for a 48.8 percent 
increase in its dwelling fire rate. Decoupling rate from risk in Cali-
fornia in the standard market, which is driving the exodus of insur-
ers from California, is also hurting the financial performance of the 
FAIR plan. The FAIR Plan reported combined ratios of 143 per-
cent, 168 percent, 185 percent and 158 percent in 2018, 2019, 2020, 
and 2021, respectively. In addition to a poor income statement, the 
asset side of the balance sheet is problematic as well, with a large 
negative surplus—a year-end $332 million deficit. (report, p. 18) A 
combined ratio of 100 percent is a break even result. If any insur-
ance company reported as much red ink as did California’s FAIR 
Plan in 2018–2021, it likely would have caused the company’s in-
solvency. The most recent examination of the FAIR Plan conducted 
by the DOI, from September 2020, also shows poor financial re-
sults. 

Another problematic feature of the Plan’s financials is a return 
period of 31 years for its reinsurance, whereas the return period for 
comparable plans, such as at Louisiana Citizens, North Carolina’s 
Joint Underwriting Association, Texas FAIR Plan, and Texas Wind 
Insurance Association ranges from 100 years to 302 years. This 
means that FAIR Plan reinsurance purchase is sufficient to cover 
an estimated 1-in-31-year catastrophe event, whereas other FAIR 
plans have much more conservative reinsurance purchasing, allow-
ing them to withstand catastrophes that are 1-in-100 or scarcer 
events. The State’s current property insurance environment ex-
poses the extent to which substantial rate increases are needed to 
deal with existing deficiencies, but the regulatory regime resists 
change to actuarially unsound rates to protect consumers. The un-
intended consequence is that consumers are hurt, not protected. 
Q.2. What types of granular climate modeling can be made avail-
able or is being considered so that fire zones can be assessed at a 
more granular level than a zip code—ideally helping reduce costs 
and increase coverage? 
A.2. There are several risk models that evaluate risk at granular 
geographic levels. These include Moody’s RMS, AIR’s CATRADER, 
Corelogic’s EQECAT, Verisk’s FireLine, the First Street Founda-
tion’s National Wildfire Model, and the National Risk Index, among 
others. These may quantify risk at a county, census tract, zip code, 
or more granular level. The problem with California’s current ap-
proach, as stipulated in its statute CCR2644.5, is that it requires 
insurers to price risk on the basis of the average result of the past 
20 years. This means that data for more recent years, which are 
deemed more predictive of loss than the long-term historical aver-
age, are diluted. This is why there were arguments at the Cali-
fornia State Legislature’s information hearings earlier in 2023 to 
use more forward-looking data (see below). 
Q.3. In order to better capture risk and help reduce volatility in 
pricing, to what extent are there considerations to allow insurers 
to use forward-looking models to set premiums for hazards where 
they haven’t traditionally been able to use such models—for exam-
ple like with wildfires in California? 
A.3. In June 2023 there was a Joint Informational Hearing held by 
the California Assembly Insurance Committee and Assembly Emer-



124 

gency Management Committee on ‘‘Looking Forward: Insurance 
and Catastrophe Modeling’’. This was reported to have been a pro-
ductive session. In September 2023, the California Department of 
Insurance announced that the Department would write new rules 
about the use of forward-looking models. On its face these may be 
positive developments. It does, however, remain to be seen whether 
they will lead to substantive changes or if the announcement was 
made solely to stem the exodus of insurers from California. 
Q.4. Given the increase in financial losses related to extreme 
weather and other natural disasters and growing concern about the 
lack of insurance coverage and affordability in some markets, is 
there an appetite for a nationwide public insurance option for haz-
ards in addition to floods or other public/private risk-sharing mech-
anisms that could ultimately benefit taxpayers currently covering 
massive disaster relief costs? What would you recommend to en-
courage and increase insurance coverage given these risks in these 
markets today? What is the role of asset-level risk mitigation meas-
ures and strategies to better incentive those to reduce loss to both 
insurers, property owners, and taxpayers? 
A.4. There may be a temptation to pursue a nationwide public/pri-
vate risk-sharing mechanism. Such a program with a Government 
backstop might include a Government premium subsidy, the Gov-
ernment providing insurance to homeowners, or the Government 
becoming a reinsurer. All three of these potential structures have 
flaws that would make them unworkable. If there were Govern-
ment-provided insurance or reinsurance, private market insurance 
would be displaced. What is more, a Federal insurance program 
would destroy incentives to engage in risk management and loss 
prevention. Finally, a Federal program or Federal backstop would 
lead to cross-subsidization, where there would be subsidized rates 
for those people that have elevated risk, distorting the free market 
and sending the wrong price signals. A 2007 statement by the 
former Chairman of the Council of Economic Advisors, Edward 
Lazear, expands on the problems inherent in Federal Government 
attempts to introduce Federal reinsurance. 

There are two ways to increase takeup of insurance by those for 
whom it is prudent. First, State insurance departments can com-
municate the responsibility of insurance agents and brokers to ad-
here to the statutory standard of care which requires them to ad-
vise consumers on insurance coverage they should have. Second, in-
surance departments should include education and information on 
their websites to communicate to consumers what coverages they 
should have and why. 

Asset-level risk mitigation leads to lower risk and lower pre-
miums. To the extent consumers perform risk mitigation on their 
property and their premium is credited to reflect the lower risk, in-
centives are present to continue being good stewards of their prop-
erty, leading to lower costs for consumers as well as insurers. 
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