
Insurance & Banking Subcommittee 

Will Weatherford 
Speaker 

Wednesday, September 25, 2013 
9:00AM 
404 HOB 

Bryan Nelson 
Chair 



Start Date and Time: 

End Date and Time: 

Location: 

Duration: 

Committee Meeting Notice 

HOUSE OF REPRESENTATIVES 

Insurance 8r. Banking Subcommittee 

Wednesday, September 25, 2013 09:00am 

Wednesday, September 25, 2013 11:00 am 

Sumner Hall (404 HOB) 

2.00 hrs 

Presentations and discussion on the following: 

--Surplus Lines Insurance 
--Implementation and Impact of the 2011 Changes in the Insurance Laws Relating to Sinkholes 
--The National Flood Insurance Program 

NOTICE FINALIZED on 09/18/2013 15:58 by Ellinor.Martha 

09/18/2013 3:58:56PM Leagis ® Page 1 of 1 



Will Weatherford 
Speaker 

The Florida House of Representatives 
Regulatory Affairs Committee 

Insurance & Banking Subcommittee 

AGENDA 

Wednesday, September 25, 2013 
404 HOB 

9:00am -11:00 am 

Bryan Nelson 
Chair 

I. Call to Order 

II. Roll Call 

III. Presentations and discussion on the following: 

A. The National Flood Insurance Program 
Richard Koon, Deputy Commissioner of Property & Casualty 
Florida Office of Insurance Regulation 

B. Surplus Lines Insurance 
• Richard Koon, Deputy Commissioner of Property & Casualty 

Florida Office of Insurance Regulation 
• Gary D. Pullen, Executive Director, The Florida Surplus Lines 

Service Office 

C. Implementation and Impact of the 2011 Changes in the Insurance 
Laws Relating to Sinkholes 

• Richard Koon, Deputy Commissioner of Property & Casualty 
Florida Office of Insurance Regulation 

• Barry Gilway, President/CEO and Executive Director, Citizens 
Property Insurance Corporation 

IV. Adjournment 

303 House Office Building, 402 South Monroe Street, Tallahassee, Florida 32399-1300 
(850) 717-4873 Fax: (850) 413-0419 
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NFIP Rate Status Nationally

8Source: FEMA/NFIP
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INFORMED DECISIONS ON CATASTROPHE RISK 
�

Who’s�paying�and�who’s�benefiting�most��
from�flood�insurance�under�the�NFIP?�

A�Financial�Analysis�of�the�U.S.�National�Flood�Insurance�Program�(NFIP)�
�

�

The�National�Flood�
Insurance�Program�
(NFIP)�is�a�federal�
program�that�insures�
$1.25�trillion�of�
property�in�the�U.S.�
�
Reforming�the�operation�
of�the�NFIP�is�on�the�
agenda�of�Congress.��
�

�

� In� the� United� States,� basic� insurance� against� flood� hazard� is� primarily�
provided� by� the� federally�run� National� Flood� Insurance� Program� (NFIP),�
which�was�established�in�1968.��The�program�benefits�from�partnership�with�
private�sector�insurance�companies�and�agents�that�write�the�policies�and�settle�
claims�on�behalf�of�the�federal�government�(the�NFIP�retains�100�percent�of�
the�underwritten�risk).�

� Coverage�for�flood�damage�resulting�from�rising�water�is�explicitly�excluded�
in� standard� homeowners’� insurance� policies.� � Amounts� greater� than� the�
$250,000� building�coverage� limit� that� is� available� from� the� NFIP� can� be�
obtained�from�commercial�insurers.����

� The�total�value�of�property� insured�under�the�NFIP�was�$165�billion� in�1978,�
rising�to�$348�billion�in�1990,�and�$703�billion�in�2000�(corrected�for�inflation).�
From� 2000� to� 2009,� the� total� exposure� increased� by� 75� percent,� reaching�
$1.25� trillion�at� the�end�of�2011.�This� increase� results� from�higher�average�
quantity� of� insurance� purchased� per� policy� ($114,000� in� 1978� versus�
$217,000�in�2009)�and�more�people�in�flood�risk�areas�who�need�coverage.�

� The� NFIP� has� been� renewed� 11� times� since� October� 1,� 2008� for� very� short�
periods�with�short�expiration�dates.��

� The� House� passed� its� reform� bill� in� July� 2011;� the� Senate� bill� will� soon� be�
introduced.�

More�than�two�thirds�of�
NFIP�policies�are�located�
in�just�five�coastal�states:��
Florida,�Texas,�Louisiana,�
California�and�New�Jersey.�
�
The�aggregate�
premiums/claims�ratio�
varies�significantly�
across�states.�

�

� 20,000� communities� across� the� nation� participate� in� the� NFIP.� � However,�
data�reveal�that�flood�insurance�policies�are�concentrated�in�a�small�number�
of�states.�

� The� state� of� Florida,� which� represented� less� than� 6� percent� of� the� U.S.�
population� in� 2011,� had� nearly� 40� percent� of� the� total� number� of� flood�
policies�issued�by�the�NFIP�in�the�fall,�of�2011.�

� Better�understanding�how�much�policyholders�have�paid�in�premiums�versus�
how�much�they�have�collected�in�claims�is�important.�

� Our�analysis�of�the�entire�NFIP�portfolio�between�1978�and�2008�reveals�that�
in� some� states,� policyholders� have� paid� as�much� as� 15� times� in� premiums�
than� they� have� collected� in� claims;� in� other� states,� policyholders� have�
received�5�times�more�in� insurance�claims�than�they�paid� in�premiums�over�
this�period.�
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�

The�public�private�
partnership�worked��
well�when�faced�with��
the�most�catastrophic�
event�in�its�history.�
�
As�it�was�designed�to�do,�
the�NFIP�borrowed�from�
the�U.S.�Treasury�to�pay�
for�2005�and�2008�claims.�

�

� Hurricane�Katrina�and� the� failure�of� the� levee� system� in�2005� led� to� the�
most�catastrophic�loss�in�the�history�of�this�federal�program.��

� One� year� after� the� disaster,� virtually� all� claims� were� settled,� providing�
insured�victims�with�nearly�$16�billion�in�claims�payments�and�illustrating�
the�effectiveness�of�the�partnership�with�private�insurers.�

� Our�analysis,�which�is�based�on�financial�data�provided�to�us�by�the�NFIP,�
shows� that� at� the� end� of� 2004,� the� NFIP� was� facing� a� $1.5� billion�
cumulative�deficit�since�its�inception�in�1968�(in�2008�prices).�This�deficit�
seemed�manageable�given� the�scope�of� the�program�and� the�significant�
non�claim�expenses�it�faces.���

� The�program,�which�was�not�designed�to�cover�truly�catastrophic� losses�
by�itself,�borrowed�over�$19�billion�from�the�U.S.�Treasury�to�pay�claims�
from�the�2005�and�2008�hurricane�seasons,�and� it� is�not�clear�how�this�
debt�will�be�repaid.��

�

During�the�period��
1978�2008,�in�some�
states,�policyholders�
cumulatively�paid�much�
more�in�premiums�than�
they�received�in�claims…��

others,�much�less.�

�

The�state�level�analysis�
reveals�the�inherent�
difficulty�in�pricing�
insurance�coverage�for�
low�probability,�high�
consequence�events.�

�
A� policyholders’� analysis� (i.e.,� excluding� all� administrative� costs� and�
payment� to� participating� insurers� and� agents� who� sell� NFIP� policies� and�
manage�claims�on�behalf�of�the�program)�at�the�state�level�is�revealing,�too:�
�
SOME�STATES�PAID�MORE�IN�PREMIUMS�THAN�THEY�RECEIVED�IN�CLAIMS:�
� Florida:�policyholders�paid�$16.1�billion�in�premiums�but�collected�only�

$4.5�billion�in�claims�reimbursements:�that�is,�premiums�paid�over�time�
were�about�3.6�times�the�insurance�reimbursements�(see�Figure�1).�

� California:�policyholders�paid�$3.5�billion�in�premiums�but�collected�only�
$710�million�in�claims�reimbursements:�that�is,�premiums�paid�over�time�
were�about�5�times�the�insurance�reimbursements.��

� Colorado:�policyholders�paid�more�than�15�times�what�they�collected�in�
insurance�reimbursements�between�1978�and�2008.��

�

OTHER�STATES�PAID�LESS�IN�PREMIUMS�THAN�THEY�RECEIVED�IN�CLAIMS:�
� Louisiana:� policyholders� paid� $4.4� billion� in� premiums,� but� collected�

$16.7� billion� in� claims;� premiums� paid� for� only� one�quarter� of� the�
claims.�Note:�excluding�paid�claims�associated�with�Hurricane�Katrina�in�
Louisiana� ($13.2� billion),� the� balance� of� Louisiana’s� policyholders� over�
this�period�would�have�been�positive.�

� Texas:� policyholders� paid� $4.5� billion� in� premiums� but� collected�
$6.7�billion�in�claims;�premiums�paid�for�only�two�thirds�of�the�claims.�
�

� Although�we�might�expect�such�insurance�to�display�a�high�volatility,�the�
difference�among�states� is�significant�given�that� the�analysis� looks�at�a�
fairly�long�period,�over�three�decades.�

� A�massive�flood�in�Florida�or�California�next�year�would�produce�changes�
in�the�policyholder’s�cumulative�balance�for�those�states.��

�
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Figure�1.�NFIP�Policyholders’�Balance�by�State,�1978–2008�

Ratio�of�flood�insurance�premiums�collected�by�the�NFIP�from�policyholders,�over�flood�claims�paid�to�the�
policyholders,�by�state,�for�data�available�1978–2008�(in�2008�prices)�

�

�
This�map�presents�the�cumulative�policyholders’�balance�as�a�ratio�of� flood� insurance�premiums�collected�by�the�
NFIP� from� policyholders� in� that� state,� over� flood� claims� paid� to� the� policyholders� of� that� state� (in� 2008� prices)�
during�the�period�1978–2008.��The�ratio�for�each�state�is�provided�in�the�table.��A�ratio�near�1�means�that�payments�
and�claims�are�about�equal.�The�states�that�paid�less�in�premiums�than�they�received�in�claims�are�in�darker�shades.���

�

_________________________________________________________________________________________�
For�more�information,�please�access�the�full�study�or�contact�the�author:�

Erwann�Michel�Kerjan�(2010).�Catastrophe�Economics.�The�National�Flood�Insurance�Program.��
Journal�of�Economic�Perspectives,�Vol.�24,�No.�4,�165�186.�

�
��

ISSUE�BRIEFS�DISTILL�KEY�FINDINGS�FROM�EXTENSIVE�RESEARCH�BY�THE�WHARTON�RISK�CENTER.�COMPREHENSIVE�RESULTS�CAN�BE�FOUND�IN�THE�FULL�STUDIES.�

Colorado� 15.1� Illinois� 4.2� Connecticut� 2.5� Massachusetts� 1.6� Oklahoma� 0.9�
New�Mexico� 10.4� Nebraska� 3.8� New�Jersey� 2.3� South�Dakota� 1.5� West�Virginia� 0.7�
Wyoming� 7.9� Hawaii� 3.7� Tennessee� 2.2� Virginia� 1.4� Minnesota� 0.7�
Idaho� 7.2� Florida� 3.6� South�Carolina� 1.9� Indiana� 1.4� Texas� 0.7�
Alaska� 6.4� Montana� 3.6� Wisconsin� 1.9� Ohio� 1.4� Iowa� 0.5�
Arizona� 6.1� Utah� 3.3� Arkansas� 1.9� Washington� 1.3� North�Dakota� 0.4�
California� 4.9� Georgia� 3.0� New�York� 1.9� Kansas� 1.2� Missouri� 0.4�
Michigan� 4.5� Nevada� 3.0� Maine� 1.8� Pennsylvania� 1.1� Alabama� 0.4�
Rhode�Island� 4.3� Delaware� 2.9� Maryland� 1.6� North�Carolina� 1.1� Louisiana� 0.3�
Vermont� 4.2� Oregon� 2.6� New�Hampshire� 1.6� Kentucky� 0.9� Mississippi� 0.2�
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Serving Florida’s Surplus Lines IndustryServing Florida’s Surplus Lines Industry

The Florida Surplus 
Lines Service Office

Gary D. Pullen
Executive Director

Role of the Surplus Lines MarketRole of the Surplus Lines Market

Role of the Florida Surplus Lines Service Office Role of the Florida Surplus Lines Service Office 

Overview of the Florida Surplus Lines Market

Regulatory Framework of the Surplus Lines MarketRegulatory Framework of the Surplus Lines Market
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Distressed Risk
Unfavorable attributes that 
have made it unacceptable 

to admitted insurers

Private Sector Market of Last Resort

Role of the Surplus Lines Market

High-Capacity Risk
Requires high limits of 

insurance

Unique Risk
A specialized or unusual risk

Insured Retail 
Agent

Surplus 
Lines 
Agent

Surplus 
Lines 

Insurer

The Distribution System

Role of the Surplus Lines Market
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Rank Coverage Code Premium

1 Commercial Property $2,059,209,741

2 Commercial General Liability $505,351,624

3 Commercial Package 
(Property & Casualty)

$266,632,581

4 Homeowners-HO-3 $158,852,034

5 Excess Commercial General Liability (Not 
Umbrella)

$85,371,764

6 Miscellaneous E&O Liability $82,314,665

7 Miscellaneous Medical Professionals $72,248,026

8 Windstorm &/or Hail $67,244,527

9 Condominium Package (Commercial) $59,145,627

10 Commercial Umbrella Liability $49,246,477

11 Lawyers Professional Liability $47,663,055

12 Pollution & Environment Liability $41,535,827

13 Dwelling Property $40,706,851

Rank Coverage Code Premium

14 Windstorm $35,098,707

15 Builders Risk $33,949,299

16 Miscellaneous Liability $30,459,158

17 Condo Unit-Owners HO-6 $30,240,395

18 Hospital Professional Liability $22,901,682

19 Directors & Officers Liability (Profit) $22,435,584

20 Personal & Pleasure Boats & Yachts $21,822,293

21 Garage Liability $21,743,292

22 Difference in Conditions $19,436,175

23 Homeowners HO-8 $18,198,702

24 Excess Flood- Residential $18,122,163

25 Inland Marine (Commercial) $17,698,662

Major Lines of BusinessMajor Lines of Business

Regulatory Framework of the Surplus Lines Market

• Specialty LicenseAgent Licensing

• Diligent Search RequirementEligibility of Risk

• Capitalization RequirementsInsurer Eligibility

• Limited Regulatory Oversight and ProtectionDisclosure

• Reporting of Policy TransactionsDocumentation 

• Premium Receipts Tax and AssessmentsTaxation

Areas of 
Regulation
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Regulatory Framework of the Surplus Lines Market

•Exempt from Regulatory ApprovalRate and Form 
Regulation

•No Protection ProvidedGuaranty Funds

•Licensed only in Home JurisdictionInsurer Licensing

Differences in 
Regulation

Rank Insurer Name Premium

1 Lloyd’s Underwriters at London $890,967,509

2 QBE Specialty Insurance Company $413,316,567

3 Lexington Insurance Company $343,448,585

4 Scottsdale Insurance Company $164,362,219

5 Landmark American Insurance Company $152,847,603

6 Westchester Surplus Lines Insurance 
Company

$107,631,416

7 Arch Specialty Insurance Company $104,606,200

8 Steadfast Insurance Company $83,894,732

9 Ironshore Specialty Insurance Company $68,716,597

10 Voyage Indemnity Insurance Company $65,193,911

11 Rockhill Insurance Company $64,013,954

12 Chubb Custom Insurance Company $55,066,309

13 Empire Indemnity Insurance Company $54,939,053

Rank Coverage Code Premium

14 Chartis Specialty Insurance Company $54,566,382

15 Columbia Casualty Company $50,541,871

16 Geovera Specialty Insurance Company $50,154,925

17 Century Surety Company $46,618,321

18 Colony Insurance Company $46,204,213

19 Nautilus Insurance Company $45,902,474

20 Essex Insurance Company $45,152,595

21 Mt. Hawley Insurance Company $42,985,167

22 Aspen Specialty Insurance Company $42,189,405

23 Altera Excess & Surplus Insurance Company $41,422,259

24 Liberty Surplus Insurance Corporation $41,344,571

25 Princeton Excess and Surplus Lines 
Insurance Company

$40,080,349

Major InsurersMajor Insurers
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oCreated through Florida Statute 626.921
o Statutorily mandated, not-for-profit association of all Florida Surplus Lines 

Agents
o All surplus lines agents, shall, as a condition of holding a surplus lines license, 

be deemed a member of the Service Office Association and shall report to and 
file with the Service Office a copy of or information on each surplus lines 
insurance policy or document as provided in the plan of operation

Background

Role of the Florida Surplus Lines Service Office

Department of Financial Services
o Chief Financial Officer appoints Board of Governors

Office of Insurance Regulation 
o Examination
o Approval of Budget and Service Fee

Regulatory Oversight

Role of the Florida Surplus Lines Service Office
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o Looking for Coverage
o Insurer Financials
o Market Information
o Disaster Assistance

Consumer Protection

Role of the Florida Surplus Lines Service Office

o Compliance Reviews
o Premium Reconciliation

Agent Regulatory Oversight

Role of the Florida Surplus Lines Service Office
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o Tax Estimator
o Billing and Payment Reconciliation
o Non-admitted Multi-State Insurance Agreement

Tax Administration

Role of the Florida Surplus Lines Service Office

Role of the Surplus Lines MarketRole of the Surplus Lines Market

Role of the Florida Surplus Lines Service Office Role of the Florida Surplus Lines Service Office 

Overview of the Florida Surplus Lines Market

Regulatory Framework of the Surplus Lines MarketRegulatory Framework of the Surplus Lines Market
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Premium VolumePremium Volume

Q1 $978,953,321

Q2 $1,465,390,811

Q3 $861,311,519

Q4 $894,337,034

Total $4,199,992,685

Florida Surplus Lines Premium Written 
2012

Premium VolumePremium Volume

Premium Policies

$3,756,325,307 458,211

Florida Surplus Lines Premium and Policies Written for Commercial Lines
2012

Premium Policies

$325,173,752 141,866

Florida Surplus Lines Premium and Policies Written for Residential Lines
2012
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Taxes, Fees and AssessmentsTaxes, Fees and Assessments

Citizens Property 
Insurance Corporation

Florida Hurricane
Catastrophe Fund

Division of Emergency 
Management

Florida Department of 
Financial Services

Nonadmitted
Insurance 
Multi-State 
Agreement

$24,283,990 $46,138,948 $982,179 $171,731,199 $1,434,768

Total Taxes, and Assessments Billed for FSLSO Clients 2012

For More Information

www.fslso.com
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• Earned Premium $30,723,568 
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2011 2012 Total 
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