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PART |
BACKGROUND

THE STORM

Hurricane Andrew hit Florida in the early morning heours of Monday, August 24, 1992,
Winds clocked at 145 mph, gusts up to 175 mph punctuated by the loss of the National
Hurricane Center's own monitoring instruments wera grave predictors of property loss
which would exceed what had been the greatest insured loss avent in United States
history, South Carclina’s Hurricane Hugo in 1888.

DAMAGE

Andrew took 39 lives and damaged 1,100 square mites as it moved across the Florida
peninsula. Personal insurance policies covering residential and personal propenty loss
wore affected by the destruction of 28,066 homes; damage to 107,380 homes; and
180,000 persons made homseless.

Commercial insurance policies covering commercial property damage, inventory loss and
loss of use were affacted by the destruction or damage to 82,000 businesses. All types
of insurance were affectad by the loss of power to 1.4 million residents and the loss of
telephone service to some B0,000 locations. Businesses were interrupted, electronic
records were lost, and food spoiled.

Based on reports filed with the Department through Degember 31, 1982, by insurers with
Florida Andrew claims, the total of Florida incurred losses is $15.018 billion and the
amount already paid ocut on these claims is $11.058 bilion. Appendix A contains a
summary of the insured Florida Andrew 085 experience.
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The magnitude of damage inflicted by Andrew greatly overshadows the amount of
insured losses from other major disasters:
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Initial reports by the industry significantly underestimated the total insured losses from
Andrew. For at Isast two months, the estimate of insured losses hovered at
approximately $7.5 billion. It was not until the last twe months of 1992 that the
estimated total insured losses began increasing to today's $15 billion gstimate. The
cumulative pattern of loss development is illustrated below:
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By December 31, 1982, a total of 371 companies had reported Florida losses from
Andrew. Florida losses reported by major companias, were:

861 Chher Ingurars 37%
y

Highlands 2%
Tha Harffard 2%

Arkwright 29

Gtate Famm 24%

Allstals 15%

The Hurricane's impact on the 1892 insurance industry in Florida comes in addition to
over $685 million in losses frem Crlando-area hailstorms and Pinellas County tornados

costing over $100 million.

THE REPORT

Against this backdrop, the following sections of this report discuss aspects of the
insurance industry and departmental response, problems encountered, solutions

sought, and the Department's recommendaticns for the future.



PART Il
INSURANCE MARKET RESPONSE

INSURERS

The Hurricane caused direct damage to insurers’ offices and the homes of many of their
employees. For example, American Bankers Insurance Company suffered severe loss
to its building and facitities. There was also wide-spread damage and loss of pelicyholder
racords affecting hundreds of insurance agents and adjusters in the storm area.

Thig direct damage to oifices, coupled with infrastructure damage to transpontation routes,
power and telephone ssarvice, lack of available housing, food service and other business
necessities hampered the ability of insurers, agents and adjusters to respond in the days
immediately following the storm.

Although some insurers had made housing arrangements in advance for ingoming
adjusters and other claims handling personnel, most companies engountered great
difficulty in securing housing, food, transportation, adequate supplies of gasoling and
business support services to handle the emerging volume of policyholder requests for
assistance. In all cases, insurance personne! were competing for scarce resources as
the area flooded with emergency medical, fire, and public assistance personng| engaged
in relief efforts.

CLAIMS SERVICES

In the first few days following Andrew, the greatest difficulty encountered by insurers and
consumers was the ability to communicate. Folicyhalders had difficulty making initial loss
reports and arranging for the necessary on-site visits by adjusters to view damaged
properties. Even finding the damaged properties proved difficult. Thousands of
policyhalders were dislocated. Street and directional signs were missing and areas were
stripped of all known iandmarks. Insurers resorted to using satelite and aerial
phatographs of the damaged area to locate spacific properties.

All manner of communication tools ‘were employed during this period: WMedia outlets
broadcast and printed insurer telsphone numbers, the Department circulated emergency
brochures and public service announcements, and individual policyholders painted their
insurer's namas on homes and busingsses throughout the area.

The State Farm Companies (State Farm), Florida's largest residential insurer, had a

parlicular proklem inthe first few weeks. Attempts by thousands of policyholders to reach
Ihe insurer quickly outstripped the capacity of the insurer's emergency and auxiliary
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telephone lines. It took days to re-reute calls through switchboards outside the disaster
ared. Because of the large number of policyholders affected, the Department recarded
the inttizl claim raports for the insurer and faxed the reports at periods throughout sach
day until State Farm was able 1o re-establish diract services far its policyholders.

As insurers' adjusters began the difficult task of making on-site visits, several barriers
arpse. Residents were being encouraged to remove debris for curbside pick-up and the
true picture of the damaged propery was lost and documentation of debris remaval
expense was made morg difficull. Instances of looting disturbed some properties and
created a public safety problem. A dawn to dusk curfew in the disaster area, coupled
with congested traffic routes into and out of the area, shortened the availabte hours for
site visits. Adjusters who only spoke English were unable to clearly communicate with
thousands of policyholders who ware non-English speaking or had limiled facifity with
English. It was not uncommon in the weeks afier Andrew 10 have adjusters and non-
English speaking policyholders call the Department requesting translation assistance.

At the height of the Andrew claims aclivity in September and October, insurer reports
indicate 17.400, or 24%, of all nationwide adjusters employed by aftected insurers were
in Florida working burricane c¢laims.

To facilitate customer service, many insurers equipped mobile claim units that moved
directly into residential neighborhoods. Other insurers established temporary local claim
centers in hotels, shopping cenlers, and office buildings near the disaster area. Further,
a number of companies voluntarily broadened coverage and used consumer-favorable
interpretations of insurance cantracts in order to expedite claims handling and facilitate
settlermnent agreemernits.

In November, the industry's cooperation in the Florida Legislature’s Special Session
expedited the enactment of new laws. These laws assured continued payment of claims
for policyholders of insolvent insurers by authorizing the Florida Insurance Guaranty
Association (FIGA) ta issue tax fres bonds, helped provide continued insurance coverage
to homeowners by creating the Residential Property and Casualty Joint Underwriting
Association (RPCJUA) and ratitied the Department's activation of the Florida Proparty and
Casualty Joint Underwriting Association (FPGJUA).

POLICYHOLDERS

Without telephanes, housing, transportation or the simple amenities taken for granted in
more normal times, there were thousands of policyholders who looked 1o the Department
for assistance to file claims or for referrals to direct relief services. Locations of Red
Cross and Federal Emergency Management Agency (FEMA) Centers and telephone
numbers for local on-site assistance were common reguests. The Department took
thousands of these telephone calls, suggesting that local assistance lines werg
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overwhelmed. Callars were frequently disoriented and distressed, and thousands had lost
insurance policy documents they felt were necassary to file loss reports. Andrew's high
winds had scattered the contents of homes and pelicyholders had difficulty making
comprehensive inventories of [pst or damaged propery.

In addition to its norma! respensibilities, the Department functioned during this pericd as
an information clearinghouse. As insurers added new telephone lines and opened new
offices, the Department was contacted te update its consumer information.  The
Deparment's toli-free Hurricane Andrew Information Line {HAIL) telephones were used
to deliver messages to company policyholders. Larger insurars with multiple office sites
wanted policyholdars steered to the closet locations. Many insurers asked for auto claims
to be reported to ane number, homaowner policies to another. Some insurers-asked
policyholders to paint street addresses and insurer's names on damaged property.

Advised to make temporary repairs to prevent further damage, policyholders were
saverely hampered by scarce building supplies. Subsequeant rain and wind resulted in
addilional damage to insured properties. Policyholders made extraordinary efforts to
comply with requirements to report claims and be available for adjuster visits. In the
midst of the chaos of dislocation, consumers diligently made attempis to reach insurers
and adhere to all requirements for filing claims. Almost overnight, the victims of Hurricane
Andraw became one of the best informed, best educated, and most responsive
policyhalder groups in the country.

THE INSURANCE MARKET

In response to the magnitude of insured losses inflicted by Hurricane Andrew, a number
of insurers arg restricting the amount of premiums written in Florida or, in some cases,
are in the process of completely withdrawing from the Florida market.

insurers have indicated a number of reasons for reducing the number of insurance
policies they will issue in Florida including:

n The inability to obtain adequate reinsurance for new or existing risks in Florida;
| Risk modeling indicates exlsting levels of expasure in certain geographic areas of
Florida could lsad to severe financial problems in the event of another catastrophic

hurricane: and

n L oszes from Andrew have significantly reduced insurers’ net worth and, by statute,
writings must be restricted until the net worth is restored.

Mast insurers are seeking to raduce their writings primarily in the seuthern and central
coastal areas of Florida since the risk models indicate the risk of loss to insurers from
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future hurricanes is greatest in these areas. However, some insurers are withdrawing
entirely from Florida and this makes the problem a state-wide issue.

Currently, over 20 insurers have formally notified the Department of their intent 1o
withdraw or imit wrilings.



PART Il
DEPARTMENT OF INSURANCE RESPONSE

SERVICES IN MiAMI

The Department's service offices in Miami, Ft. Lauderdale, and Ft. Myers sustained no
direct starm damage and no sericus injuries to Depariment personnel were reportad.
Several employees did suffer damage to their homes and personal propery. As power
was restored and transportation routes opened, the service offices in Ft. Lauderdale and
Ft. Myers wars able to open almost immediately. By the end of the first week, tha Miami
office was fully operational.

Less than a week after Andrew, the Department conducted an on-site tour and heligopter
fly-over by the chief executive officers of the fiftesn largest insurers in Florida. This tour
was instrumental in alerting the insurars te the magnitude of the destruction and human
suffering resulting from Andrew.

Senior Department staff were dispatched to work liaison duties in FEMA's Miami
headguarters. Additional Department personnet staffed FEMA Disaster Assistance
Centars (DACs) located throughout the disaster area.

To facilitate direct communications with the insurance industry, the Deparnment
ectablished a2 weekly meeling in Miami to bring together the Department's senior
managemeant and representatives of all insurers reporting hurricane losses. This forum
allowed the discussion of claims issues, the exchange of information, the coordination of
the implemeantation of emergency rules and bullelins and the assessment of amerging
regulatory issues. These meetings alse helped foster a commitment by the insurance
industry and the Depariment to avoid regulatory infighting. The insurance industry did
not file legal challenge to the Deparment's authority to promulgate and implement
emergency Rules and Bulleting and, for the most pant, the insurance industry has made
reasonable and timely efforts to comply with required activities,

The Departmert establishod a Miami Insurance Center (MIC) to administer on-site
services related to the hurricane. The purpose of the MIC is to coordinate community
information and outreach activities, serve consumers who visit or call the MIC with
Andrew claims problems and administer an informal mediation program to resclve claim
dispules between policyholders and insurers.

Press releases and public service announcements ware used o advise consumers on
how to file insurance claims, how to handle solicitations by public adjusters, ard to
explain how insurers were expected to perform.



The Department attendad countless maetings in the disaster area with community groups,
business organizations, local governmeant officials and representatives of other state
agencies. in many instances the Dapartment arranged for insurer adjusters and claims
handling perscnne! to attend. Thousands of area-specific information brochures and
posters were distributed in community centers, grocery stores, reliel agancy offices,
DACs, and tent cities.

From the very first day, the Department has maintained a significant presence in the
disaster area to provide on-site response to the needs of hurricans victims.

SERVICES IN TALLAHASSEE

Within hours after confirmed reports of widespread damage, the Deparment began to
marshall its resources. Like many state agencies, the Department’'s employees collected
and delivered food, clothing, and other items on behalf of hurricane victims. Staff being
dispatched to Miami collected toys, candy, and other supplies for the children of parents
spending unavoidable hours filing out forms and answering questions to qualify for
various types of assistance,

A team of sanior managers and technical staff was gathered to coordinate hurricane
response efforts. Initially guided by the Hurricane Hugo experience of Commissioner
John Richards of South Carolina, the Department began o prepare for an all-out, manths-
long effort which would require significant reallocations of staff, equipment, and resources
from every unit within the Department.

Tol-free telephane numbers for policyholders fo use in reporting claims as well as the
name and location of the individuals responsible for Andrew claims handling were
ohtained from all property insurers licensed in Florida. Follow-up calls solicited insurers’
Chief Executive Qfficer's direct fax number to be usad to facilitate direct communications
in the months ahead. The insurers wers asked to appoint a senior officer to function as
ligison with the Department.

Direct Consumer Services

Beginning on the morning of August 24, the Depanment's lelephones were reconfigured
and 24 toll-frae lines were established. These 24 lines could be answered at 48 primary
stations with an additional 48 back-up slations.

Dubbed internally as the HAIL system, all managers and staff manning the HAIL
telephones were linked through electronic mail to keep consumer information updated,
often on an hourly basis. This E-mall link often provided staff with an early warning of
problems in the marketplace.,



To expedite the handling of consumer complaints related to hurricane claims, the
Departrmant embarked on a program to transmit complaints to every affected insurar
within B business hours of receipt by the Department. Groups of 10 complaints or less
were faxed to insurer offices, over 10 were bundled and sent pvernight mail. Al
complaints were immedialely keypunched into a special hurricane complaint database.
Waeekly reports showing the type of complaint, date reported, number of complaints open
to date, and complaints resolved to date were furnished to the insurers attending the
weakly meetings in Miami.

Solvency Monltoring

insurers which, in the opinion of Department staff, could develop solvency problems wara
contacted within the first two weeks following Andrew 1o assess the impact of the
Hurricane loss on their net worth. When results were reviewed, 1he Department identified
at least five insurers at risk of near-term failure.  Financial examingrs were immediately
assigned to these insurars to conduct on-site monitoring activities. As more information
accumulated, other insurers were likewise placed in this special status.

Based on daily complaint reviews, the Depariment also dispatched market conduct
examniners ta insurers where policyholders reported problems in contacting the insurer,
delays in assigning adjusters, or delays in dispensing additional living expense payments.
In some cases, these market conduct examinations found that incipient scivency
problems werg at the root of the consumer service complaints.

September, Cctober and sarly November brought six Andrew caused insurer insolvencies.
Constant coordination between the Department, the court appointed receivership estate
and the Florida Insurance Guaranty Association (FIGA) was necessary 10 handle the
telephone calls and claims assistance requests from the 88,000 policyholders affected.

As the Department worked with FIGA, the demands on both organizations required
extraordinary effort. A shortage of available adjusters for FIGA claims, the prediciable
disarray of business operations associated with an insurer failure, and the added
difficulties of operating in a disaster area, put a severe strain on the Department
throughout this peried.

Emergency Adjuster Licensing

The Department immediately issued an emergency rule providing for the licensure of out
of state insurance adjusters. Over 8,300 Emergency Catastrophic Adjuster licenses have
been issued to date. Applications were processed in Tallahassee and license ID forms
delivered to the Departrment's Miami Service Office. The expedited licensing process
assured there would be no delay in issuing credentials to the thousands of adjusters
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needed in the disaster area.

Agent Investigations

The Department has conducted over 200 Andrew related agant and adjuster
investigations. An expedited closure program for uncantasted cases has saved axpense
and time associated with the traditional method of pursuing an uncontested case through
tha legal process.

Impact on Operations of the Department

Frequent meetings of senior management and technical staff enhanced the Department’s
ability to receive, evaluate, and act on new information and {o shift the allocation of
personnel and equipment as the need arose. From the first week and continuing to date,
Department perscnne! have been moving in and out of the Miami area on a week-long
assignment basis. Senior management from all bureaus in the Department continue 1o
serve weekly assignments in Miami to manage the MIC and to coordinate the efforts of
personnel dispatched each week to stalf the MiC and DACs. At the peak of ralisf efforts,
the Dapartment sent 30 Tallahassee-based staft to Miami each week, Staft from other
Department field offices was alsa dispatched to the disaster area during this period.

A senior management team was assigned to unravel the nightmarish logistic problemns
associated with the disaster area. For example, long hours were spent negotiating
special rates for motel and air fare which helped cffset tha severe financial impact on the
Department. The Department, like insurers, had to compete for available housing and
it was not uncommon for staff fo be placed two ar three to a room.

In the Deparment’s administrative support offices, Iravel and expense reimbursement
procedures were streamlined to expedite handling of expense reimbursemens and to

minimize personal hardship for staff deployed 1o the disaster area.

Insurance actuaries, analysts, investigators, secrstaries, administrators, financial and
market conduct examiners, attorneys, budget and personnel specialists, persons from
virtually evaery job classification in the Department, have served one or more weeks in
Miami. in the first month, all the Department's field examination staff were recalled and
placed on weak-on, week-off rotation between Miami and HAIL telephone duties.
Additional staff volunteered from the Depariment's service offices and from the divisions
and bureaus of the State Treasurer, Fire Marshal, LP Gas, Risk Management and
Insurance Fraud.

For the period September through mid-November, staff dispatched to Miami worked 12
and 14 hour days, seven days a week. DACs were opsn 12 hours a day, and there were
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one 1o two hours travel time required to move into and out of the area. Each night
workers warg reassembled to debrief and receive updated information about marketplace
developments.

In Tallahassee, ithe HAIL system pperated 11 hours a day, seven days a week for the first
two menths. In October, Sunday staffing was eliminated and Saturday and evening hours
ware gradually decreased. By tate November, recuction in the number of incoming calls
justified the stabilization of 10 core lines which are still open nine hours per day for the
five day business week.

In every phase of response activity, the Department’s information technology personns!
met an extraordinary demand lor computer programming necessary to create new
databases or to modify existing programs for hurricane-related purposes. With no new
money available, computer equipment had to be reallocated and in many cases specially
packed and transported to Miami, There ware constant demands to instali new wiring,
reprogram telephone squipment, and modify hardware to support the Department's
response activity. The Department was able to offset some measure of financial impact
with the donation of much-needed computer programming services and temporary
squipment loans from information industry vendors.

NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS

The Department facad an enormous challenge in responding to consumer reguests for
assistance following Andrew. The ability to meet that demand for services was
significantly enhanced by assistance from the National Association of Insurance
Caommissioners {the NAIC).

In the first week following the storm, Insurance Commissioner John Richards of South
Carplina flew to Florida to brief Department staf on South Carolina’s 1288 experience
with Hurricane Hugo. Commissioner Richards' insights allowed the Department to
anticipate problems, design policies, and implement procedures from a proactive stance
during the months 1o come,

Other NAIC members were quick 1o assist Florida. Ower 45 trained personnel from 14
states and the lerritory of Puerto Rico served week long assignments staffing the
Department's HAIL telephone lines, Several individuals served two or more weeks,
providing & depth of experience needed and appreciated by the Departmant.  Also, it
should be noted that their services were provided at no cost to the Department or the
State. The NAIC abscrbed all travel, housing, and per diam expense costs.
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SUMMARY

For the period, August through December, the drain on available personnel and
eguipment meant the Department’s routine operations were significantly modified.
Regulatory duties were prioritized, so only emergency status matters weare handled during
the first 45 to 60 days after the storm. Bulletins issued to all insurers reguested
suspension of routine filings for rate or form approval. For 30 days routine insurer
financial and markst conduct examinations were suspanded. New insurer applications
for certificates of authority, except those for authority to write property insurance, were
returned with a request for re-submission after January, 1883.

In some weeks, an estimated 75% to 80% of the Department's total manpower resources
were all or in part engaged in hurricane-related duties. Every senior manager in the
Department's insurance divisions was carrying one or more hurricane project assignments
in addition 1o their engoing regulatory duties. Al managers and policy development
personnel attempted to keep the delicate balance needed between the assurance of
statutery compliance and the snormous amount of time and resources required 1o serve
Andrew victims. Simply put, there was not a single Departrment division, bureau, or
administrative unit lefl untouched by the service demands arising from the Hurricane.

Currently, Department operations are returning to a state of near-normal. However, week
long Miami tours are still assigned to 12 employees each week, including a senior
managar, to administer the MIC. An additional 16 employees from all offices of the
Department still rotate each week to staff HAIL lines, keypunch complaint fracking data,
and assist teams of specialists working to resolve consumer complaints.

In open acknowledgement, the cumulative impact of huricans response efforts have
resulted In a backlog of service delivery and regulatory functions deemed to non-time
critical during this period. The Department is currently reviewlng all pending matters with
a view to expedite resolution whenever possibla.
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PART IV
MARKET STATUS AND RECOMMENDATIONS

After personally viewing the disaster area, Treasurer Gallaghar realized that in order for
insurers to be made aware of the need for extraordinary measurers, their senior officers
had to see the magnitude of the destruction and emotional loss. Within six days of
Andrew making landfall, fifteen senior officers from the insurers with the most Andrew
exposures, tourad the davastated area at the request of Treasurer Gallagher. The
Depariment believes this visit by these senior officers had a profound impact on the
industry's performance in response to this disaster.

Almost every large insurer and the majority of medium to small size insurers,
extraprdinary commilments were made to meet the unprecedented demands for service
which followed this catastrephe. There were problems however, and areas for
improvement in dealing with future catastrophes. The Department offars the following
comments to urge the insurance industry toward improvements that should resull in
enhanced consumer service and confidence.

CLAIMS HANDLING

Most insurers were clearly overwhelmed by the magnitude and number of losses caused
by Hurricane Andrew. Only a minority of insurers, usually the largest, appeared to have
well-defined and tested catastrophe claims handling procedures aleng with the operational
resources necessary to adequately meet claims service demands.

Hurricane Andrew damage was not confined to Florida as the storm caused major
damage in Louisiana. Scarcely two weeks later, Hurricane Iniki also caused major
damage in Hawaii., The two storms compounded the problams faced by insurers
responding to the greatest demand ever placed on the industry.

Adjuster Shortages

One of the most obvious problems was the shortage of qualified loss adjusters. The
Department immediately streamfinad its proceduras for licensing emergency adjusters and
pver 8,000 licenses were issued to adjusters from throughout the country. This enabled
insurars to use emergency adjusters in Florida without delay. However, some insurers
ware slow to take advantage of the new proceduras.

The adjuster shortage impacted most on those policyholders who experienced delays in
receiving the temporary living expense funds nacessary to obtain food, shelter, clothing,
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housing and other necessities.

The Depariment recognizes that maintaining a full time, qualified adjuster staff sufficient
in size 1o deal with catastrophes the size of Andrew is not economically feasible.
However, insurers shouid better utilize the available force of adjusters by sharing them
in catastrophes. For example, in the days immediately following Andrew, multiple
adjusters representing different insurers were all trying 10 access the same gaographical
area to adjust claims. Significant time was lost in traveling to and from the area and by
the adjuster trying to locate specific propenies coverad by the adjuster's insurer. A more
efficient uze of adjuster services would have been to aszign one adjuster to handle all
claims in a specific neighborhood. Agreements to effectuate this arrangement could be
negotiated in advance by insurers to take effect in time of a declared emergency. The
Depariment is willing to facilitate these agreements and ensure they do not violate anti-
trust standards.

The Department also recommends the Legislature give it specific authority to establish
a pool of qualified potential emergency adjusters. Adjusters considered gualified by the
Department would be identified in advance of an emergency by this pool. Potential
delays in licensing all available adjusters to operate in Florida in the event of a disaster
wouid be eliminated.

Claims Adjusting Practices of Insurers

Generally, the proportional share of reports of unsatisfactory claims handling by insurers
tended to increase as an insurer's size and its Florida market share decreased. The
Department believes this inability to obtain and sustain policyholder satisfaction with
claims sarvices stemmed from ong or more of the following factors:

E A conscious business decision to delay the adjustment of claims. A few insurers
apparently decided the extent of dissatisfaction by Florida policyhclders was of
insufficient value to justify the additional cost of hiring the extra adjusters and
services necessary to expediantly adjust claims.

L The failure of some insurers to develop formal catasirophe response plans and to
dedicate appropriate resources when Andrew did gccur.

[ The inability of a few insurers to overcome shortages of claims personnel. Smaller
insurers do not have a large number of adjusters and staff available to respond to
a catastrophe.

n The lack of sufficient excess liquid assets to pay the high volume of unexpected
claims and claims service expenses promptly.
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n The reliance by soma insurers upon Managing General Agents (MGAs) to service
claims. Insurers oftan utilize the services of an MGA o service their policyholders
rather than establich an office within a region. Some MGAs were clearly
unprepared for the claims servicing demands caused by Andrew. The insurers
relying upoen the MGAs failed to adequately anticipate and prepare for this
gircumstance.

The Department addressed these problems by placing emphasi¢ on the importance of
timely claims handling. A bulletin o insurers was followed by the issuance of an
emergancy rule. The bulletin and rule established insurer deadlines for adjusting claims.
Further, a senior officer from every [nsurer with a hurricane claim was required to sign an
affidavit attesting to the insurer's compliance with the deadliines. The affidavit results
were compared against complaints received by the Department and any apparent
discrepancies were investigated.

On a daily basis, the Department closely monitored complaints recaived against insurers
and the average length of time taken by insurers o resofve those complaints. The
Department made personal contact with an insurer's Chief Executive Officar if there was
rising complaint tolals or lengthening times to complaint resolution. In saveral cases, the
senior management of the Department made unannounced visits to the offices of such
insurers for on site inspections. 1f the insurers performance continued 1o be
unsatisfactory, the Department performed a market cenduct examination to determine the
axact cause of the problem and the appropriate regulatory penalty was impased. It out-
of-state insurers were performing inadequately, the Treasurer personally contacted his
caunterpart in the appropriate state of domicile to obtain assistance.

The Departmen made it clear it was the responsibility of the insurer to adequately service
claims and that the failure of an insurer's MGA to do so was considered the failure of the
insurer. In some cases, insurars were told by the Department to use their direct
resources to supplement those of their MGA.

Most insurers utilized the majority of their naticnwide adjuster force in South Florida
during the months following Andrew. This was usually accomplished by rotating groups
of adjusters between the disaster area and the adjuster's normal office. One group of
adjusters would return homs, being replaced in South Florida by a new group. This
rotation was necessary to allow recovery from the long hours and stress in the disaster
araa, as well as allow the adjusters to spend time with their families. While necessary,
this ratation often resulted in a lack of continuity on the adjusiment of the claims that were
pending when the rotation cccurred.  Policyholders who felt they were near settlement
had to begin the process over with a new adjuster. As this problem became evident,
most insurers adjusted their rotation procedures to minimize this problem. However, the
Department beliavas the industry should anticipate this preblem in the future and develop
contingency plans to avoid its recurrence.
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The Dsepartment is currently developing rules and standards tor ali insurars to meet in the
event of future catastrophes. These rules will address issues such as insurers having
access to alternative sources of claims handling personnel, adequate telephons lines,
emergency sources of liquidity and adequate procedures to brief replacement adjusters
on the status of open claims files.

The Department recommends the Florida Legisiature enact a law granting the Department
the ability to directly hire adjusters to act on the behalf of insurers that fail to adequately
service their ¢laims in the event of a catastrophe.

The Department recommends that the Florida legislature adopt legislation allowing the
Depariment to set minimum standards for MGAS t0 meet regarding their handling of
claims resulting from catastrophes.

Out of State Public Adjusters

A public adjuster is an adjuster hired by a policyholder 1o represent the policyholder in
negotiating with the adiuster employed by the insurer. Public adjusters are usually
compensated by receiving a percentage of the claim amount which is then deducted from
the policyholder's settlement amount. Except for a few instances, there were no
significant problems caused by the 130 Florida resident publlic adjusters holding licenses
as of August, 1992,

However, as news cf the catastrophic damage spread nationwide, a flood of non-resident
persons acting as public adjusters began to arrive in South Florida. Some of these ersatz
adjustars actually moved door to door in devastated neighborhoods soliciting still-dazed
residents to sign contracts. One repont even had these people working relief lines at a
DAC.

To address the problems created by the lack of standards in public adjuster contracts and
the acts of individuals claiming to be public adjusters, the Department promulgated an
emergency rule to curb the worst abuses associated with these arrangements. Key
provisions of the rule were aimad at specific problems:

u A public adjuster's compsnsation was limited to 10% of the total settlement, thus
invalidating attempts by some to contract for rates ranging up to 30%,

n Department approval was required of any public adjuster contract involving the
total loss of a palicyholder's home. For a total loss, the insurer is required to pay
policy limits thus rendering public adjuster services ordinarily unnecessary; and

L Public adjuster contracts were required to have a 14 day revocation clause
allowing policyholders to cancel without panalty during thal period.
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A permanent version of this emergency ruls is being promulgatad by the Departmant.

The Department issued public service announcements to make policyholders aware of
their rights relative to public adjustars. In addition, Depantment investigators conducted
numerous undercover aperations against individuals claiming to be public adjusters and
arrests ware made.

While the Departmeni believes it has the authorty to adopt the provisions of the
emergency and permanent rules relative to public adjusters, the |egislature should grant
the Depariment the specific authority to avoid the potential expanse of an unnacessary
challenge.

Claims Mediation

For a policyholder who ¢annot agres to an insurer's final settlerent offer, traditional
mechanisms for disputs reselution involve adversarial and expensive proceedings, often
taking months or years to reach final closure. Foliowing & disaster like Andrew, the
volume of disputed settlements could resull in increased expenses, numercus lagal
procegdings, and logjams in the caseload of state and local courts.

As an alternativa, the Depariment designed an informal mediation program currently being
administered from the MIC. The insurer pays for the cost of the conference, and while
long term results are not known today, nearly alt of the early mediation conferencas have
led to satisfactory final settlements.

When the Department receives an eligible complaint from a policyholder, such as a
disagreement over the amount of the insurar's settlement offer, the insurer and the
nolicyholder are given 14 days to reach a resolution. If, after 14 days, tha claim is not
settled, the Department sends the policyholder information about the mediation program
along with instructions on how 1o regquest a mediation conference. If the policyholder
requests a conference, the request is forwarded to the American Arbitration Association
(AAA).

Under contract to the Department, the AAA administers the mediaticn process from this
point forward. AAA staff set conference timas, racruit and assign trained and credentialed
mediators 1o conduct the conferences, and then reports the rasults to the Department.
Lawyers from both the Attorney General's Office and the Depariment ars prasent before
and after the conferences to provide advice to policyholders as to their rights and options
in a claims dispute.

As of February 5, 1993, 2,824 complaints had been deemed eligible for mediation by the

Department. As the following chart indicates, 1,735 were resolved prior to a mediation
conference being held while 66 complaints were referred to mediation. The remaining
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1,023 open complaints are those where the consumer has received the mediation
information, but has not yet requested & conference. For these complaints, the
Department is waiting a reasonable period of time and will then notify the consumer of
the Department's understanding that the complaint has been resclved. The consumer
can always re-open a complaint at any time.

Tetal Panding
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.
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4
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1785

Policyholders and insurers benefit from the centrally administered, uniform mediation
program. Dapartment oversight helps assure fair and impartial results for
policyholders. Availability of the program is widely advertised by the Department which
also provides consumears information about the program's operation. Econcmies of
scale are achieved by operating a single mediation program made available to all
companies and policyholders.

A full evaluation of the mediation program will ba undertakan by the Department. If the
program rasults in quicker and less expensive resolutions than more traditional
methods, the Department will seek to permanently expand the program o non-Andrew
claims.

Confusion as to Covarage

After filing a claim, many policyholders realized they did not understand the insurance
coverage they had purchased. For example, in areas where building codes had
significantly changed since a house was built, compliance with the updated codes had
added considerably to the cost of repair or replacement of the home. Unless a
homeowner had taken out a policy with "law and ordinance" coverags, the insurer was
not required to pay the additional cost to achisve cempliance with the newer building
codes,
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This problem was especially severg in cases where local ordinances mandated
replacement in compliance with current building codes rather than repair of a damaged
home because the damages ware greater than 50% of the home's value. The stated
intent of the ordinances was to assure that replacements, constructed 1o new elevation
and construction materials standards, would provide greater safety in tha event of future
catastrophes. However, in some cases, the result was to force replacement of hames
which could be repaired. Insurance policyholders without law and ordinance coverage
were uniquely and adversely affected by the impact of these condemnation ordinances.

In addition o the law and ordinance problem, many policyholders did not understand the
meathad to be used in calculating the amount of their loss to be reimbursed.  Some
policies paid damages only for the depreciated cash value of the damaged property.
Other policies paid for the actual cost of the repairs up to a stated amount while other
policies paid for the aclual cost of repairs without limit. In many cases, policyholders had
no idea which coverage they had purchased. It is apparent thera is wide-spread lack of
consumer understanding as to the coverage being provided by their insurance policy.

The Department recommends the | egistature empower the Department to mandate the
standardization of homeowner's insurance policies and their endorsements so that
coverage can be easily understood and consumers can readily make compatrisans
between insurers.

The Department recommends the Legislatura require insurers to offer law and ordinance
coverage, {0 meet disclosure requirements regarding this coverage, and if a policyhelder
declines the coverage, to obtain a signed declination from the policyholder.

The Department recommends the Legislature require all residential insuranes policies to
autematically contair, at a minimum, replacement cost coverage unless the palicyholder
affirmatively, by signature, cancels such coverage.

If a policyholder declines law and ordinance coverage or cancels replacement cost
coverage, the Depariment recommends insurers periodically provide such policyholders
with special disclosure materials concerning thessa coverage.

HIGH CLAIMS COSTS

The amount of destruction caused by Andrew and the high cost of repair surpassed
everyone's estimates. The Department believes the two greatest contributing factors to
this was inadequate enforcement of building codes and the high cost of construction
matearials.

There have been anecdotal reports of attempts by policyholders 1o exaggerats or
fabricate lossas. At this time, neither the insurance industry nor the Department can
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estimate that partion of insured losses which will later prove to have been paid in error
or as a result of calculated fraud. The Depanment is vigorously investigating and when
appropriate, prosecuting thase abusers,

Building Codes and Enforcement

The Department believes a substantial ponion of the losses incurred from Andrew were
the direct result of homes not being built to comply with building cedes. While the primary
responsibilily for enforcement of building codes rests with local governments, the
Department believes insurers should inspect, to the extent possible, properties prior to
insuring them for compliance with building cades. Homes nol in compliance should be
assessed a surcharge. |naddition, the Depanment intends t¢ develop, in conjunction with
ihe insurance industry, a rating system for judging an arga’s overall compliance with
building codes. A premium credit or surcharge basad on this rating would be assigned
similar to fire insurance and the relative adequacy of the area's fire protection.

The Department recommends the Lagislature give the Department the ability to require
insurers 10 canduct increased underwriting measures, including physical inspection of
structurss prior to rating and insuring the propery.

High Construction Prices

High prices far construction services and materials have significantly increased the
amount of insurad losses. In the months following Andrew, there was no clear definition
of appropnate pricing in the high demand, scarce supply environment of South Flarida.
Instances of price gouging presented a significant problem for policyholders, insurance
adjusters and insurers.

Working with construction industry representatives, the Department developed an
emergency rule to publish appropriate market prices for a wide selection of construction
services and materials for mid-income tract style single family homes. As a practical
matter, the rule was non-binding. The Department could not force compliance by
tradesmen or material suppliers. However, the rule did help curk wids fluctuations in
pricing by setting a standard for conscionable price amounts,

The Department recommends that the construction industry establish and mainiain tables
of standard construction prices for areas prone to catastrophic damage. This would
facifitate the quick issuance of price guidelines for stabilization of the construction market
in the event of a future catastrophe.



THE INSURANCE MARKET

Insolvent insurers and Replacement Coverage

As previously discussed, Andrew directly caused six insurer insolvencies, affecting an
estimated 88,000 policyholders. To assure that FIGA would have sufficient funding to pay
the claims in these insolvent insurers, the Florida Legislature, in special session,
authorized the borrewing of up to $500 million. Whils the Departmert does not expect
the entire $500 miltion to be needed, that amount would only represent 3.3% of the total
insured Andrew losses.

Normally, when a policyhelder's property is damaged, the insurer maintains coveraps
while the praperty is under repair. Immediately following Andrew, the Departiment issued
an emergency rule that mandated this take place. However, in the case of an insalvency,
Flonida law a5 it existed at the time of Andraw, required every policy issued by an
insolvent insurer to be canceled within 30 days. Normally, this 30 day period provided
sufficient time for the policyholder to find replacement coverage. Howsvaer, in the Andrew
related insolvenciss the thousands of policyholders with damaged property were unable
to find replacement coverage because most insurers are unwilling to accept damaged
property under a new policy.

Florida law provides for the activation of the Florida Property and Casualty Joint
Underwriting Association (FPCJUA) if coverage becomes unavailable, but that faw is
widaly constdered to apply only to commercial insurance. With the cooperation of the
insurance industry, the Department interpreted the FPCJUA provisions to apply to private
residential coverage for oroperties damaged by Hurricane Andrew and issued a rule
activaling the FPCJUA. The industry did not challenge this rule and aided the
Depariment in making the FPCJUA operational. The policies issued by the FPCJUA
assured there would be coverage for damaged residencas which could not otherwise be
insurad. Subsequent acticn by the Florida legislature ratified the Department's action and
also provided future flexibility in the time period for the cancellation of policies of an
insolvent insurer,

Insurer Withdrawals From the Market

The damage from Andrew far exceed the projections of insurers for their maxtmum
probable loss from & storm of this magnitude. As a result, insurers and reinsurers are re-
evaluating their potential losses from future storms. This process is resulting in many
insurers and reinsurers concluding they are covering too many praperies in many areas
of the country, including Florida. To corract this, insurers and reinsurers are beginning
to reduce iheir exposures by non-renewing policies and reducing the amount of
remsurance assumed in these areas. Some insurers feal the potential risk of [0ss in
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Florida is so great they are withdrawing from the state entirely.

According to infermation available to the Depariment, the coastal areas of Florida are
where most insurers fegl they are over-exposed. Very few insurers have indicated they
are under or appropriately exposed in these areas and are willing to take on additional
rigks in coastal countiss.

The Department believes most Insurers engaglng In this reduction of risk are doing sc in
the belief it is in the best interests of their solvency. However, while solvency concerns
are valid and should be addrassad, the reduction has resulted in thousands of Florida
residents unable to find coverage.

The Residential Property and Casualty Joint Underwriting Association {RPCJUA) was
created in the Decembar 1992, Special Legislative Session 1o address the problem of
providing coverage for residential property. The policies issued by the RPCJUA will cover
single family homas, townhomes, mobile homes, individual condomirium units, renter's
insurance for apartment contents, and coverage on rented homes. To assure the
RPCJUA remains the insurer of last rasort, premium rates for RPCJUA polictes will, by
statute, be a minimum 25% higher than rates in the volunlary market, The higher price
of a RPCJUA pelicy should encourage cansumers to continue seeking regular market
covéerags as 5oon as it becomes available.

The RPCJUA has numerous shortfalls. Ewen with tha high cost of its policies, the
APCJUA doss not address the solvency concerns of the insurers in the event of another
loss the size of or greater than Andrew. If the RPCJUA operales at a loss, the insurers
writing residential coverage in Fiorida are assessed for the amount of that loss. This
assessment is based on a pro-rata share of the total residential premium an insurar writes
in Florida. The result of this is that the insurer who has attermpted 1o reduce its exposure
by reducing its number of policies is effectively being exposed to the same amount of risk
through the RPCJUA.

The A.M. Best Company has published a repon stating that as many as 500,000
homsowners and businesses will seek, but not be able to obtan insurance in the
voluntary market. Even if this number is overstated, a more comprehensive solution is
clearly needed 1o encourage the voluntary Florida marketplace to insure these risks and
to provide market stability in the event of a future catastrophe.

Some view the Florida Windstorm Underwriting Association {the FWUA) as futfilling this
nead. The FWUA functians similary to the RPCJUA except it writes only the windstorm
portion of a policy, operates anly in certain designated high-risk areas, and has limited
underwriting standards for tha acceptance of risks. The FWUA, like the RPGJUA,
assesses insurers operating in Florida should it operate at a less. However, the FWUA,
rather than a pro-rata calculation, has a complicated formula for the allocation of the loss
to the insurers. The formula is designed to provide economic incentives for insurers 1o
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write windstorm coverage rather than referring it to the FWUA. While the formula does
appear to achieve its stated purpose, it also has the potantial to provide disincentives for
some insurers to operate in Florida. This could adverssly impact ceraln insurers
compared to other similarly situated insurers. However, becauss the risk of loss (5 still
ultimately borne by the insurers operating in Florida, the FWUA cannot be viewed as an
adequate mechanism for a disaster the magnitude of Andrew.

The Department believes the solution to the preblems of protecting industry solvency and
stabilizing the market in the even! of another catastrophe is divided into three major
categories:

L Establishment of a Federal catastrophe protection fund.
n Establishment of a state and regional catastrophe protection fund.
] Enhancement of the private market mechanisms for catastrophic protection.

Establishment of a Federal catastrophe protection fund. Insurance regulalors and the
insurance industry have long recognized that the potential for a catastrophic event that
would cause sigrificant insurer failures and perhaps result in the inability of the industry
to mest its obligations has been increasing. This increase is due to a number of factors
including high densily population centers in high risk areas, a higher standard of living,
and higher insured values for the average policyholder. The amount of potential loss is
simply becoming too large for any one state or region of the country to provide a solution.

The San Francisco earthquake focused the attention on this problem and resulted in work
tawards the establishment of a Federal earthguake disaster fund. However, the focus of
the fund on earthguakes was too limiled and in part because of this imited purpose, the
work 1o establish the fund has been slow. Andrew has now acted as a catalyst and
Federal fegislation to establish the fund and expand its coverage o include windstorm is
expected to be introduced soon.

As currently canceived, the fund would provide a high leval stop loss reinsurance cover
for insurers in the event of a catastrophe. This coverage would not begin until the loss
was on an order of magnitude of $15 t0 $20 billion. The coverage would be funded by
- policy charges and in the avent of a disaster before fully funded, the fund would borrow
money from the United States Treasury to pay claims. The objective of the fund would
be to prevent any one calastrepha fram resulting in significant insurer failures. The
Department has been working with the NAIC and others in encouraging the Federal
government to establish this fund.

The Department recommends that the Florida Legistature pass a resclution urging the
Federal government to adopt the expanded fund as quickly as possible.
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Establishment of a state and regional catastrophe protection fund. The Faderal fund
discussed above would prevent widespread insurer failures in @ massive catastrophe.
However, it would not, and in the Depariment’s view, should not offer protection for a
catastrophe on the scale of Andrew. Another catastrophic funding layer is appropriate
for prevention of insurer failures and market disruption. This layer should be established
on g state and regional level. It would function in a manner similar to the Federat fund
and provide reinsurance protection between that provided by 1he private market and the
Federal fund.

For this fund to be effective, the Department feels the following elements must be
prasent:

" The fund should be frea from Federal or state taxes. The taxes would only serve
to increase the burden on the consumer. The fund would be a non-profit venture
with no income accruing to the insurers being afforded protection,

n The fund must be unencumberable for any purpase other than the paymeant of
claims in the event of a qualifying catastrephs. For insurers and policyholders to
accept the fund and for it to be available when needed, appropriate safeguards
must be established to prevent even the appearance that the fund's monigs could
be used for any other purpose.

s The fund must have a stable, reliable, statutarily mandated funding source
{preferably a calastrophe charge on insurance policies). The protection of the fund
must be definite and dependable. Without a permanent funding source, insurers
and policyholders cannct be guaranteed the proteclion wilt be adequate when
needed.

u The fund should have the ability to borrow against its future funding source.
Should a calastrophe occur before sufficient monigs are accumulated in the fund
te caver the losses from the catastrophe, the fund must have the ability to barrow
to cover the Insses.

1 The fund should be esiablished with tha flexibility of being expandable to cover an
entire region, not just one state. A multi-state fund spreads the risk af catastrophic
ioss over a larger number of policyholders. Not only doss this lessen the burden
on individual policyholders, it helps assure that adequate monies wili be collectsd
guickly enough to fund losses from catastrophes the size of Andrew. Other states
support this concept singe many share the same risk af loss Florida does.

The Department beliaves this type of fund would provide the stabilily needed in the

marketplace to prevent the disruptions future catastrophes could cause. The Department
has bagun discussions at the NAIC to encourage other stales to adopt this concept.
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The Departmeant recommends the Florida Legislature grant the Department the authonty
to establish the type of fund described and feels the Legislature should urge other
similarly situated states to establish similar funds so a regional fund can bs created. In
addition, the Depariment feels the Legislature should adopt a resolution asking the
Fedaral government to clearly designate that funds of this type be free from Federal

{axes.

Enhancement of the nrivate markset mechanisms for catastrophe protection. Thete arg

several enhancements needed to encourage better functioning of the private insurance
market and to provide the maximum amount of private catastrophic funding possible.
These enhancements can be summarized as follows:

Adequate Catastrophe Reserving. The establishment of catastrophic loss reserves
and the investment income accruing from them are not deductible for Federal
Income Tax purposes. This penalizes insurers when they establish such reserves
and prevents states from mandating these reserves since policyholders must pay
an unreasonable amount for such protection. This problem needs to be addressed
at the appropriate Faderal level.

Reinsurance Treaties. In concert with adequate catastrophic reserves, insurers
financially prepare for catastrophic loss by entering into reinsurance ireaties.
Currently, the worldwide market for reinsurance is almost  non-existent.
Reinzurance to cover catastrophic losses appears io be available for aggregate
losses of only $200 million or less and the cost of such reinsurance sometimes
axcands 25% of the coverage. The terms of reinsurance contracts are heing
severely tightened with resulting less coverage. Part of this has been caused by
reinsurers reacting to the unanticipated magnitude of the losses from Andrew.
Another contributing factor has been the sting of reinsurance losses: San
Francisco, London, Los Angeles, Miami, Hawaii and New York. The Department
has met with the major worldwide reinsurers and eals the rainsurance market will
improve as rates and losses stabilize. Howaver, unti! this happens, the potential
exists for unethical reinsurers to enter the market and defraud insurers because
of the extreme pressura on insurers to find reinsurance. The Department feels
increased regulatory oversight of the reinsurance activities of insurers is necessary
{o pravent this.

FWUA Changes. Related to reinsurance availability is the FWUA. As discussed
previously, the FWUA currently provides direct windstorm protection to
policyholders in high risk areas. The Department believes the role and function of
the FWUA should be modified. Specifically, the FWUA should cease being a
direct writer and become an excess rainsurer in those areas where availability is
a problem because of catastrophic windstorm exposure. It would serve as a buffer
to smooth the swings in the voluntary reinsurance market and guarantee insurers
a stable intermediate laval of reinsurance for catastrophic Florida windstorm risks.
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The FWUA would still have an assessment mechanism but it should be a pro-rata
with incentives for insurers to write in high rigk areas provided by the level of
reinsurance protection granted. As a reinsurer, the FWUA could then work in
concart with the RPCJUA rather than instead of the RPCJUA.

Geographic concentration of risk. Too much exposura in too limited a geographic
region is the primary cause of the insurer insolvencies resulting from Andrew. The
Department believes many insurers were neither aware of their geographic risk
concentration nor adequately prepared financially in the event of catastrophic
damage. Currently, the Insurance Code does not provide the Department with the
specific authority to deal with this issue. The Department feels it should have the
specific autharity to require reporing by insurers of exposure by geographic region
and to raguire insurers 1o limit such exposure if it is detarmined to be excessive.

Redlining. Conversely related to the issue of over exposure in a iimited
geographic area is the refusal of an insurer to write any risks in a geographic area.
This failure to insure based solely on an applicant's geographic location is known
as rediining. In the wake of Andrew, there is an emerging need {o assure squal
access to coverage regardless of location. The Department feels there is an
obligation by insurers 10 assume a cross section of all insurable risks, not just
those located in safe areas. This is the very concept of insurance. The
Department is currently working to clarify this interpretation of existing Forida
Statutes by rule.

The Dapartment recommends the Florida Legislature:

Adopt a resolidion urging the Federal government {0 amend the Internal Revenue
Code to allow deductions for the eslablishment of catastrophic reserves by
insurers.

Adopt legislation that allows the Department to mandate the establishment and
maintenance of catastrophic reserves when the Internal Revenus Code is
amended to allow their deductibility.

Adopt legisiation allewing the Department to better oversee the reinsurance
activitios of insurers including the setting of standards for due diligence by insurers
whan antering into a contractual obligation with reinsurers.

Adopt legislation to allow the Department to modify the operaticns of the FWLUA
to provide excess reinsurance rathar than direct coverage.

Adopt legislation allowing the Depariment 1¢ requira reporting by insurers of

geographic risk concentrations and empower the Department to limit such
concantrations.
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DEPARTMENT OPERATIONS

Tha Department acted as an information source for consumers and a catalyst for the
settlement of disputes between policyholders and insurers. The Department's
philosophy throughout the disaster was to keep the pressure on insurers 10 provide the
fastest, fairest treatment of policyholders possible,

The HAIL telaphone system was the most important tool in the Department's response
to mesting the demands for assistance from Andrew victims and monitoring the
parformance of tha insurance industry. It was not unusual for over 5,000 calls per day
to be received between B:00 a.m. and 5:00 p.m. In contrast, the Department's regular
toll-free helpline averages only 830 calls per day.

The trend in the number of calls is shown in the following chart:
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For the high number of Andrew claims reported by the insurance industry, the
Department believes the vast majority of policyholders received satisfactory service.
The following chart compares total claims reparted and the number of insurer
complaints recaived by the Department:
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* NOTE: These numbers do not include 2,688 complaints originaly filed against companiss
which ware later declared insolvent.

By December 31, 1992, of the 635,874 claims being handled by the insurance industry,
the Department received only 17,604 or 2.7% of that iotal in the form of
hurricane-related complaints. The Department believe thess figures are appropriate
indications of the overall insurance indusiry performance.

Several problems with the State's budget and personnel process were encountered
during the period August through December. The Department believes Florida's
budgst and personnel procedures need added flexibility to enable the Department to
afficiantly operate in the face of the severe service demands encountered during &
major catastrophe.
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Department Interaction With Insurers

The comparatively small numbaer of complaints and their timely resolution can best be
axplained by tracing the cumulative effect of cooperative action by the Department and
the insurance industry in the months following Hurricane Andrew.

The early visit to the disaster area at the insistence of Treasurer Gallagher by the seniar
officers ot the major insursrs, assured that claims handling and complaints received high
priority. This momentum was sustained by the weekly meetings in Miami at which time
each insurer was provided an updated complaint accumulation report.

Concurrently, the Department maintained a commitment to the rapid transmittal of
incoming policyholder complaints. Daily fax and avernighl mail of complaint forms, data
entry, and assignment of company by company consumer specialist teams representad
significant allocations of the Department's personnel and sgquipment. The reguired
submission of the signed affidavit as to the status of claims assured there would be
continued attention by insurers to timaly claims handling.

The Department quickly recognized that many essentizl financial services such as
banking facilities and malil within the damaged area were non-existent. This made the
transmittal of payments difficult and an emergency rule was issued prohibiting insurers
from cancelling insurance of policyholders within the disaster area for non-payment of
premium.

During the perigd immediately following Andrew, it was vital to maintain the public's faith
in the insurance industry. Rumors of giant rate increases flogded the marketplace and
threatened to cause further despair to an already financially damaged populace. To stop
these rumors, the Department issued an emergency rule that essentially froze insurance
rates. This prevented one worry for Andrew victims and stopped unethical insurers from
taking unfair advantage of the huemicane.

In November, the implementation of the mediation program focussd a new phase of
attenlion to unresolved complaints. Within 14 days of nofice, an insurer is required to
determine the potential for resolution of any complaint deemed efigible for mediation. The
mediation notice period has dramatically increased final resolution for complaints invalving
claims denial, delay of payment, or unsatisfactory seftlement offers.

The Depantment feels this deliberate and coordinated effort to proactively address
problems and situations contributed significantly to the relatively low number of camplaints
which indicates a relatively high level of consumer satisfaction. However, in order 1o
accomplish this, the Department had to utilize a number of amergancy and extraordinary
tools and suspend many of its normal functions. To date, none of the significant
measures taken by the Department have been challenged. While the Department is
confident such a challenge could be overcome, it would result in the needless expenditura
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of scarce resources.

The Department recommends the Legisiature enact new law 10 provide the Department
with extraordinary emergency powers to include, but not be limited to, provisions to dafing
the scope of authority, conditions under which such authority may be used, and the
duration of time such powers would exist. The Department specifically recommends the
new law include the following specific grants of authority:

n To suspend the tolling of "deemer' time periods {the period in which if the
Department does not affirmatively respond to a proposed action or request, it is
deemed approved).

" To modify the talling, extension, contraction, suspension, or other time-specific
provisions of the Code.

[] To limit or prohibit policy cancellations or non-renewals for a period following a
catastrophe.
] To require prior approval of any insurance policy rate changa, before such change

is used by the insurer.

[ To authorize the filing of disaster-specific insurer information reponts under an
accelerated mandatory response periods when such reports request data indicative
of financial condition {solvency} and claims handling status.

u To reguire insurer participation in Department administered claims complaint
tracking, coordination, and response programs.

u To reguire named company officials to participate in spacial mgeatings with the
agency and to modify required public notice for such meetings as appropriate.

Budget and Appropriation Difficulties

The primary source of appropriations for the operation of the Department comes from the
Insurance Commissioner's Regulatory Trust Fund. Before Andrew, all excess funds in
this frust fund had been sliminated by transfers to and expenditures for general revenue
puUrpesas not refated to the functions of the Depariment. As a result of these transfers,
there were no contingency funds available to the Department. Andrew resulted in
gignificant revenue lpsses and increased expenses to the Departmeant.

The Department suffered significant revenue loss from the financial and market conduct

examination fees usually paid by insurers in the normal course of the Department’s
regulatory operations. The financial and market conduct examination staff were recalled
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from the field and re-assigned to hurricane related duties for a 30 to 45 day period in
September and October, 1992. DBuring this time, the Departmeni absorbed the staff
salary expense without the normally resultant revenuss from the examination billings. As
soon as possible, all financial and market conduct staff were returned to their normal
examination functions because the Department could nol afford tha loss of revenue.
However, the Department’s ability ta provide the best possible response 1o the hurricane
was hampered by the necessity 10 do this.

The Department made every effort o contain expenses in responding ta the demand for
servicas from insurers and policyholders affected by the hurricane. For example, the
Department negotiated block room rates to house staff dispatched to Miami and rooms
were assigned on a dual oceupancy basis. Special discount rates on airfare were
negotiated and used until the airling cancelled the agreament. Paper, envelope, handling
and postage costs of mailing rules and bulletins to insurers were reduced by using a
lower cost computer-cperated fax program.

In the Department's total workforce as of August 24, 1892, only 48% of all personnel were
in so-called "excluded" job classifications. For the 52% in “included" status, the
Department could not compensate overtime hours by grarting compensatory leave time.
The included designation permits only monetary compensation which must be paid in the
next available pay period. As previously noted, the Department did not have any
contingency funds available to pay this overtime. Departmant and employee union
representatives negotiated a permissible alternalive for the disaster-response period.
Employees can now elect to accumulate overtime hours as cash value Ieave credit which
cannot be lost for non-use or for other reascens. The leave time remains available for the
duration of employment with the Department and if unused at the time of separation, the
hours will be paid as monetary compensation,

This solution was necessary for the Department to adequately staff Hurricane Andrew
assistance efforts. However, as the large overtime balances are paid and as the actuat
working hours decline due to employees availing themselves of their earned leave, the
Department's ability to perform its on-going regulalory functions will ba seversly crippled.

The only revenue source available to the Department has been application for
reimbursement from the Federal Emergency Management Agency (FEMA} under its
program to reimburse slates for disaster ralief activity. To date, FEMA has denied this
request and the Deparnment is now pursuing an appeal to that decision. If FEMA does
not reimburse all or a major portion of this expense the Department wifl have a deficit
which cannot be recovered. As detailed in the foliowing char, as of January 15, 1883,
the various divisions in the Deparntment had incurred almost $4 million in hurricane-related
EXPENSHS.
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Administration

$150

Benefits | 2

Treasury | $12

Insurance Divisions $1320

State Fira Marshall 5333

Risk Management il 355
Insurance Fraud B 516
L.P.Gas | 45

™IC ] 316

566

30 4500 $1000 $1500
Thousands of Dollars

The Department recommends that the Legistature mandate a special assessment
upon insurers to fund the Department's expensss in responding to Andrew and
establish a special catastrophe respense reserve in the Gommissioner's Regulatory
Trust Fund to be used to fund the Dspartment's response in the event of a future
catastrophe.

Paersonnel Issuas

No Department staff person has challenged their assignment to hurricane duties.
However, thare is no state personnal policy in place which can accommaodate the need
to radically alter the activities asscciated with a specific job description. Throughout
the last five months, staff working hurricane response duties were parforming tasks
and accepting a frequency of travel naver previously associated with the job
descriptions of actuaries, analysts, secretaries, investigators, administrators, and
information management parsonnel.
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Unfortunately, with no clear authority to re-assign job dulies, the Depariment could not
design an equitable apportionment of overtime hour assignments throughout its workforce.
Employees with children or elderly dependent parents could not be providad differential
pay to purchase care in order to free the employee for dispatch to Miami or long
days/weekends in Tallahassee and employees in included classifications who did not
accept the "cash value leave” cradit were effectively eliminated from any participation in
response activities requiring pvertime work. Thus, a great partion of the Department’s
hurricane efforts were staffed by single and oldser workers without small children at home,
The lack of contingency funds forced the Department to contain expense whergver
possible, employees dispatched to Miami ware assigned two and sometimes three to a
room. Long hours, primitive working conditions, returning to a single room often sharad
with wirtual strangers, all measurably increased employee fatigue and stress.

The Department recommends the Depanment of Management Services consider adeption
of persannel rules and policies for a major or catastrophic state of emergency. These
rules need to gQive an agency authority to temporarily assign any and all classes of
amployees o disaster response activities which lie outside the narraw confines of official
job descriptions.

The Department also recommends that some [atitude for disaster differential pay and

beneafits to encourage all employees to accept temporary re-location to a disaster area
be provided.
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PART V
SUMMARY OF RECOMMENDATIONS

INSURER PRACTICES AND CLAIMS HANDLING

The Department recommends:

Insurance adjuster licensing laws be amended to create a pool whereby adjustars
are pre-qualified for Florida claims adjusting authority in the event of an
emergency; and further, to provide express authority for the Depariment to
nromulgate standards to allow single adjusiers to provide adjusting services to
mulliple insurers in assigned geographic areas.

Insurance adjuster licensing laws be amendad to grant the Department specific
aulhority to promulgate rules for the emergency licensure of public adjusters and
minimum standards for public adjuster practices.

Managing Genaral Agent licensing laws be amended to require the promulgation
of minimum standards for MGA handling of claims which resull from a major or
catastrophic loss event,

Chapter 624 be amended to provide the Department with authority to directly

contract with licensed insurance adjusters to be assigned to insurers failing to
adequatsly service claims rasulting from a major or catastrophic loss svent.

INSURANCE CONTRACTS, APPLICATION FOR INSURANCE

The Depanment recommands:

Insurance contract laws be amended to empower the Depariment to reguire
standardization of homeowner contracts, endorsements, and exclusion provisions,;
and further, to require disclosure materials to facilitate coverage camparisen
ameng available policy options.

Insurance contract laws be amended to require an application for all residential
property caverage inglude the following:

. A required offer for "law and ordinance” coverage, accompanied by a
disclosure statement indicating the applicant’s knowledge of risk associated
with this coverage, and a signed declination in the event the applicant
declines this coverage.
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v A required disclosure statement indicating the applicant's knowladge of risk
associated with an affirmative cancellation of replacement cost coverage
provisions.

Insurance contract laws be amended to require insurers to pericdically provids
policyholders who have elected to decline “law and ordinance” coverage or who
have cancelled replacement cost coverage provisions with notice and disclosure
of risks associated with these coverage.

Insurance contract laws be amended to authorize the Department, to promulgate,
by rule, underwriting requirements for residential property coverage which must
include, but not be limited to, a requirement for physical inspection of structures
prior to issuance of a policy.

EMERGENCY REGULATORY AUTHORITY

The Depanment recommends the Legisiature enact new law to provide the Depanment
with extraordinary emergency powers ta includs, but not be limited o, provisions to define
the scope of authority, conditions under which such authority may be used, and the
duration of time such powsrs would exist. The Department specifically recommends the
new law include the following specific grants of authority:

To suspend the toling of "desmer" time pariods (the period in which if the
Department does not affirmatively respond to a proposed action or reguest, it is
deemed approved).

Ta modify the telling, extension, contraction, suspension, or other time-spegific
provisions of the Code.

To limit or prohibit policy cancellations or non-renewals for a period following a
catastrophe.

To require prior approval of any insurance policy rate changs, before such change
is used by the insurer.

To authorize the filing of disaster-specific insurer information reports under an
accelerated mandatory response pericds when such reports request data indicative
of financial condition {sclvency) and claims handling status.

To require insurer parlicipation in Department adminislered claims complaint
tracking, coardination, and response programs.

To require named company officials to paricipate in special meetings with the
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agency and to modify required public notice for such mestings as appropriate.

INSURER SOLVENCY AND RESERVES

The Department recommends:

Insurers be required to report gecgraphic risk concentrations; and furthar, that the
Department be authorized to promulgate rules to assure therg s appropriate and
balanced risk exposure among geographical areas in the State.

The Department be authorized to promulgate standards goveming reinsurance
contracts, including standarde for due diligence by any insurer entering a
contractual obligation with a reinsurer.

Florida Statute 627.351 be amended to authorize the FWUA to provide excess
reinsurance rather than direct coverage.

Insurers be required to establish and maintain appropriate catastrophic reserves;
and further, pending Federal internal Revenue Code amendment to remove tax
liabilities, that the Department be authorized, by Rule, to establish minimum
standards for the maintenance of catastrophic reserves for risks assumed in this
State.

The Legislature authorize the creation of a Florida catastrophe protection fund to
provide a form of stop loss coverage for insurers writing property and casualty
insurance in this State; and further, that the Legislature, by resolution, urge other
states in the region to adopt enabling legislation to extend fund coverape
throughout the region,

The Florida Legislature adopt a resolution urging the United States Congress to
enact proposed legislation to create a federal catastrophe prolection fund which
would provide a form of stop-loss reinsurance cover for a catastrophic event
resulting in industry losses in excess of $15-$20 billion or 10%-15% of propserty
and casualty industry reserves.

The Florida Legislatura adopt a resolution urging the United States Congress
amend tha United States Internal Revenuse Code to remove corporate tax lability
for funds maintained in a federal, state or regional catastrophic protection fund;
and further, to remove corporate tax liability for catastrophic reserves maintained
by an individual insurer.
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AUTHORIZATIONS AND OTHER

The Depatment recommends:

The Department of Professional Regulation promulgate rules to establish and
mairtain tables of standard construction prices for areas prone to catastrophic
damags; and further, that such prices would become effectiva in the event of &
future catastrophe.

The Dspartmant of Managemant Services adopt personnel rules and policies,
which for the duration of a major or catastrophic emergency, provides an agency
with the authority to assign any and all classes of employees to disaster response
activities.

General revanue and/or an agency's trust funds be authorized 1o provide disasiaer
diffarential pay and benefils for employees who accept temporary re-location to a
disaster area.

The Legislature mandate a special assessment on insurers, to be deposited in the
Insurance Commissioner's Regulatory Trust fund, to reimburse the Department for
the expenses of responding to Andrew; and further, to establish a special
catastrophe rasponse reserve to be used to fund the Department’s expensesinthe
event of a future catastrophe.

38



APPENDIX A

SUMMARY OF ANDREW
LOSSES IN FLORIDA



SUMMARY OF ANDREW LOSSES
As of Decamber 31, 1992

Mobile Commercial
Homeowners | Homeowners Farmowners Mubi-Peril
Losses Incurred - Direct $9.762,558,571 $179,472 1534 $13,205327 | $3,309,853.017
Losses Faid - Birect F3.092823.500 ] H160,643 802 $§12462879 | §1,651,485,235
Losses Incurred - Assumed|| $812022,142 %67 042 560 53570733 317 695 728
Losses Paid - Assumed $682 484 465 $53.420,083 $3.281 840 $184£,201,834
Losses inpurmed - Ceded || $2,772,781,040 $9E6.788.040 9602042 | §1.846 554 265
Losses Paid - Ceded k2466633132 $52,.349,933 $0.057.500 $8E8,110,481
Murmber of Direct Claims 280,000 11,778 1,245 50,517
(o Drost g sl L) 4 L
Fire and Auto )
Allied Lines  |Physical Damaga  {hher Linas Totals |'
Losses Incurred - Direct $042 002 600 | $320,786124 |  $491 5330638 | $15,018 265,637
tasses Paid - Diract $534,270,350 | $308,585.270 | $288,495,162 | $11,057.684,061
Losses Ingurred - Assumed|  $585,204,260 $50.198 557 620408853 | $2,426471,255
lL.osses Paid - Assumed $273,036,788 $48203 645 | $343,724 625 | $1,578573.803
Losses Incurred - Ceded $580,042, 158 381362025 | $703258,278 | £$6,470686624
Losses Paid - Ceded $477,487,208 382,466,588 1 $358,353 501 | 54413313469
Mumber of Direct Claims 24,457 161,400 IFA VT G80,238
o Dreet e 7 “ o 0

Neta 10 This inlermalion is baged on repaits from insurers provided to the Deparment.

MNote 20 Thae telal column will nol ahways Ba the sum of the separate CoORMAS dus to
the refusal of some insurers to repoen their losses by line of business,

Nate 3 This repor containg anly Insu‘ers wha write direct business in Florida. Rainsurers who
de ot wilie direct business are not includad and thus the coded and assumad amounts above

will not agres.



