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H.R. 3355, THE HOMEOWNERS
DEFENSE ACT OF 2007

Thursday, September 6, 2007

U.S. HOUSE OF REPRESENTATIVES,

SUBCOMMITTEE ON HOUSING AND

COMMUNITY OPPORTUNITY,

AND SUBCOMMITTEE ON

CAPITAL MARKETS, INSURANCE, AND

GOVERNMENT SPONSORED ENTERPRISES,
COMMITTEE ON FINANCIAL SERVICES,

Washington, D.C.

The subcommittees met, pursuant to notice, at 2:13 p.m., in room
2128, Rayburn House Office Building, Hon. Maxine Waters [chair-
woman of the Subcommittee on Housing and Community Oppor-
tunity] presiding.

Present from the Subcommittee on Housing and Community Op-
portunity: Representatives Waters, Cleaver, Green; Biggert, Capito,
and Campbell.

Present from the Subcommittee on Capital Markets, Insurance,
and Government Sponsored Enterprises: Representatives Kan-
jorski, Sherman, Moore of Kansas, Sires, Klein, Mahoney, Wexler,
Marshall; Pryce, Capito, Baker, Castle, Putnam, Brown-Waite,
Feeney, Campbell, and Roskam.

Ex officio: Representatives Frank and Bachus.

Chairwoman WATERS. This joint hearing of the Subcommittee on
Housing and Community Opportunity and the Subcommittee on
Capital Markets, Insurance, and Government Sponsored Enter-
prises will come to order.

Good afternoon, ladies and gentlemen. I want to thank Chairman
Kanjorski for joining me to co-chair today’s hearing. I would also
like to thank the ranking members, Judy Biggert and Deborah
Pryce, and each of the members of the Subcommittees on Housing
and Community Opportunity, and Capital Markets, Insurance, and
Government Sponsored Enterprises, who have joined us for today’s
hearing on H.R. 3355, the Homeowners Defense Act of 2007.

Without objection, all members’ opening statements will be made
part of the record.

I look forward to hearing from today’s witnesses on H.R. 3355,
the Homeowners Defense Act of 2007, introduced by Representa-
tives Ron Klein of Florida, and Tim Mahoney of Florida, both of
whom are members of the Capital Markets Subcommittee, and are
here with us today.

As you know, the full Financial Services Committee recently
passed the Flood Insurance Modernization and Reform Act of 2006,
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H.R. 4973, because of the urgency related to the need for flood in-
surance reform and modernization, particularly in conjunction with
the National Flood Insurance Program.

This bill recognizes a similar urgency related to the need to
spread risk associated with natural catastrophes. Our most recent
experience with Hurricanes Katrina and Rita, where billions of dol-
lars in losses were sustained, put a new twist on natural catas-
trophes. No one had predicted a storm of the magnitude of Katrina
or Rita or anticipated the staggering financial costs of the storms:
$40.4 billion in insured losses.

Of course, no one knows what the financial cost of the next catas-
trophe will be, as catastrophic risk models have been wrong to
date. Businesses and homeowners in many States cannot buy in-
surance. We know when insurance can be purchased, it is
unaffordable for most people.

I think it is a plausible idea for catastrophic risk to be shared,
pooled, or absorbed by capital markets. As one expert said, “There
is a need to spread the risk as widely as possible across the invest-
ment world, and in the process, minimize the cost of insuring po-
tential losses from catastrophes.”

Natural catastrophe bonds have grown in private capital mar-
kets, from a few billion dollars to more than a $14 billion market
since Katrina, and the market is expected to continue to grow, as
large investors become more actively involved in the market.

H.R. 3355, the Homeowners Defense Act of 2007, provides Fed-
eral encouragement or support for States that choose to develop
State-sponsored re-insurance programs designed to enhance the ef-
ficiency by which catastrophic risks are transferred to the capital
markets.

We all know Florida has a State-subsidized pool of $32 billion in
catastrophic insurance coverage. While other States have been slow
to move in this direction, the question is whether a specific amount
is sufficient for the next catastrophe in Florida, California, or else-
where. If not, how can we encourage risk pools to be created so
there is ample coverage for future catastrophes?

This bill will enable the States to have greater latitude to pro-
vide insurance for homeowners against catastrophic risk by passing
the risk on to our capital markets. Under the bill, States could de-
cide to join the National Catastrophic Risk Insurance Consortium,
for the purpose of transferring catastrophic risk to the capital mar-
kets through the issuance of risk-linked securities, or reinsurance
contracts.

In addition, the bill creates a national homeowners insurance
stabilization program with the Treasury, to ensure a stable private
insurance market by extended low-interest Federal loans to State-
sponsored insurance programs in States that have been impacted
by severe natural disasters.

Further, the bill allows for the consortium to develop capabilities
related to catastrophic risk analyses, which is active largely in the
domain of the private sector.

I am pleased that a debate is centered on this issue, because of
the potential for natural catastrophic catastrophes anywhere in
this country. As such, I look forward to hearing the witnesses’ testi-
mony on H.R. 3355.



3

I would like to recognize, at this point, Chairman Paul Kanjorski,
for his opening statement.

Mr. KANJORSKI. Thank you very much, Ms. Waters. We meet this
afternoon to consider and review a bill introduced by our col-
leagues, Congressmen Klein and Mahoney of Florida.

H.R. 3355 tackles a complex issue: how to address the growing
problem of the availability and affordability of homeowners insur-
ance around the country, and especially along our coastlines. I com-
mend my colleagues for taking on such a difficult task. The Finan-
cial Services Committee and its predecessors have struggled with
this topic for many years.

The costs associated with natural disasters continue to rise. Ac-
cording to the Government Accountability Office, insured losses as-
sociated with hurricanes alone have risen from $10 billion in the
1980’s to $97 billion for this decade. Some attribute this increase
to global warming. Others attribute it to the higher cost of real es-
tate and increased density of high-risk areas. Still others attribute
it to climatic cycle where the frequency and intensity of storms is
currently on the upswing, that will eventually subside. Whatever
the cause, the increase in costs is very real, especially for those
who own homes in the areas most affected by natural disasters.

The central question before us today is, therefore: Who should
bear these costs? Should it be those who live there, the insurance
industry, or the government? The answer could also be some com-
bination of these parties, as well as other sources.

My colleagues have carefully considered these matters in crafting
their solution to the problem. In brief, their bill would provide
States with an opportunity to plan ahead of time for covering the
insured losses resulting from natural disasters via our private mar-
kets. Their plan also offers emergency relief in the form of Federal
loans for those States that may need access to funds after a major
natural disaster.

Specifically, the consortium proposed in Title I of the bill would
encourage States to cede risk to the capital markets. I look forward
to learning more about the increased role our capital markets can
serve in paying for the insured losses of natural disasters. We
should, to the extent possible, maximize the risk-bearing capacity
of the private sector before calling on the government to assist. Ad-
ditionally, Title II of the bill creates a Federal loan program that
would provide loans to any State facing a significant financial
shortfall following a natural disaster if capital is not readily avail-
able by any other means.

The bill also aims to avoid the problems that have stalled pre-
vious efforts to mitigate the cost of catastrophic disasters for home-
owners. States would voluntarily participate in the bill’s programs,
thereby hopefully avoiding cross-subsidization from States that do
not bear similar risks. Additionally, the bill aims to mitigate the
transfer of risk to the Federal Government. These important provi-
sions ought to help the legislative prospects for the bill.

In sum, I look forward to hearing from our witnesses today on
how H.R. 3355 may affect homeowners, businesses, insurers, rein-
surers, investors, and all levels of government. I am also very in-
terested in learning about any recommendations that experts may
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have about how to improve and refine the bill, as the committee
continues to consider it. Thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much. I would like to rec-
ognize Ranking Member Biggert for 5 minutes, for an opening
statement.

Mrs. BIGGERT. Thank you, Chairwoman Waters and Chairman
Kanjorski, for holding today’s joint subcommittee hearing on H.R.
3355, the Homeowners Defense Act of 2007.

I commend the authors of this bill, Congressmen Klein and
Mahoney, for their very good intentions. They are two members
from Florida, a State that has found itself in a difficult position
when it comes to insurance. Because their State has failed to
produce a workable solution to its insurance needs, my colleagues
naturally want to do something to help.

While I applaud their intentions, I'm not convinced that this bill
is the best idea for Floridians or for taxpayers from Illinois or other
States across the country, who will likely end up paying for it. At
this time I question if the legislation we discuss today is the right
solution, and would work as successfully as the authors envisioned.
Unless evidence convinces me otherwise, I cannot support this bill,
and believe that this issue should continue to be addressed at the
State level.

And once again, I will say that, like in Illinois, free market pric-
ing should be the model for other States, including Florida. At the
same time, I do think that we need to continue to more closely ex-
amine the insurance availability and affordability problems that
exist in some areas of the country, like we had with the Gulf Coast
and with Florida.

However, I am also convinced that even if a majority of our wit-
nesses today testify that H.R. 3355 is a bad idea, my colleagues on
the other side of the aisle may, nonetheless, support the legislation.
This was the case when the committee took up reform of the Na-
tional Flood Insurance Program. We held a hearing on a new
version of the Flood Insurance Reform and Modernization Act that
added wind to the program, and 9 of the 13 witnesses said, “No,
don’t add wind.” But 9 days later, this committee disregarded that
advice, and passed a bill that added wind to the NFIP.

With that said, I am very interested in hearing from today’s wit-
nesses about the best solution to the insurance dilemma of States
like Florida. How have regulatory systems influenced insurance
availability and affordability? Why is there availability and afford-
ability in some States, but not others? Are insurers allowed to price
for the true risk a particular property faces?

I have to admit that I am biased. In Illinois, free market pricing
benefits consumers, ensuring that they will have choices, since in-
surers are encouraged to compete for their business. I am also in-
terested in discussing ways we might lessen the regulatory burden,
boost private market participation, and spur more affordable rates
for consumers, without putting taxpayers on the hook.

I look forward to the testimony of today’s witnesses as we con-
tinue to encourage a more robust market for catastrophic insur-
ance. I yield back.
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Chairwoman WATERS. Thank you very much. At this time, I
would like to recognize the chairman of the full committee, Chair-
man Frank, for as much time as he would like.

Mr. FRANK. I thank the chairwoman. I thank members on both
sides for letting me do this. I am going to have to leave. We did
have a bill on the Floor today, and I have other things I have to
get to.

I did want to, first, welcome—I think I may be the only member
here who served with Mr. Evans, so we have some continuity here.
I was just joining the committee when Mr. Evans was up here on
the top row, and it’s nice to work again with him. He was always
a very important and useful member of the committee.

And I am proud to have a representative from the district of my
colleague, Mr. Delahunt, Representative Patrick from my neigh-
boring Cape Cod. I think that’s important, because this is not just
a Florida issue. We have a representative of Cape Cod here. We
have members of this committee from Long Island, who are very
concerned about this.

I would hope we would take the approach that a problem doesn’t
have to exist equally in all States before we address it at the na-
tional level. There are varying issues. You know, Illinois doesn’t
have floods, but Illinois has a lot of agriculture that gets subsidies
that we don’t get.

I don’t think we say that everything has to get on an absolutely
equal basis. We are one country, and there will be parts of the
country that will face one set of dangers, and parts of the country
that will face another set of dangers. And there are parts of the
country that have one set of needs, and not others. A lot of pro-
grams that we support have only a partial impact.

I also want to address the issue—which the gentlewoman sort of
noted with dismay—that we did not follow the consensus of wit-
nesses. I am a great believer in democracy, but polling witnesses
at a committee and then using that as a basis for deciding public
policy does not seem to be the best way to go. I am always inter-
ested in what the witnesses have to say, and the substance.

I noticed—I apologize, I may be mispronouncing Mr. Seo,
whose—I read that interesting New York Times article. And he
was a great witness, because he closed—he said he asked himself
three questions, then answered them. So, if people would follow
that rule, we could take the day off. And I don’t mind that, maybe,
after a busy day. He asked and answered his own questions in a
very useful way. It is the substance of what they say—mnot nec-
essarily the “yes” or “no”—that we want to listen to.

Finally, I just want to say that this is a difficult problem, and
I think when people criticize a proposed solution, they ought to be
required to take into account the difficulty of the problem. It is
very hard to get solutions that are a lot more elegant than the
problems they seek to remedy. And the more difficult the problem,
the messier the solution will be, the less perfect.

So, I am very much prepared to listen to alternatives. I must say
I have been very impressed with the work done by our colleagues,
the two gentlemen from Florida, Mr. Klein and Mr. Mahoney. I
have been listening and watching and our staffs have participated,
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also. They have done as good a job as I have found so far it is pos-
sible to do.

Now, it may be that someone could come up with a better pro-
posal than they have. I haven’t seen one, but I would say this: I
will not be persuaded by people who say, “We don’t think the
Mahoney-Klein bill is perfect, so let’s do nothing.” If people tell me
that they don’t think the Klein-Mahoney approach is as good as ap-
proach “X,)” “Y,” or “Z,” then, fine, I will look at the other ap-
proaches.

But the problem again I want to reiterate is that it is a difficult
problem, and the solution cannot totally transcend the problem. It
is a national problem. I have heard from people in Massachusetts
and people in New York; we have a lot of people living on the
coasts.

So, I hope we will go forward. And if people want to suggest
some improvements in this proposal, of course we will look at it.
That’s why we have hearings and mark-ups. But, if the answer is,
“This is a very difficult problem, so let’s do nothing at all at the
Federal level,” I don’t find that to be an acceptable approach, and
I would hope people would feel some obligation not simply to be
critical of this, which is relatively easy, because it’s a difficult prob-
lem that they’re addressing, but come up with alternatives.

So for me, at this point I am impressed with the work that Rep-
resentatives Klein and Mahoney have done, and until somebody
comes up with something better—and I haven’t seen it—I intend
to be supportive. And I have looked at this.

I thank the witnesses for coming. I will give them this consola-
tion. If, in fact, we do not follow the opinion of a majority of the
witnesses, I hope they will feel free, in their own lives, to disregard
opinions of mine whenever they think that’s appropriate. And I
thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much. Congresswoman
Brown-Waite, for 3 minutes.

Ms. BROWN-WAITE. Thank you very much, and I thank you,
Madam Chairwoman, along with Mr. Chairman, for holding this
hearing today. I also appreciate the witnesses who will be appear-
ing before the committee.

This hearing is long overdue for the residents of the Gulf Coast
who have been abandoned in the property insurance crisis they're
facing. I have been working to bring relief to these residents for
over 3 years, and I thank my colleagues from south Florida, Rep-
resentatives Klein and Mahoney, for joining me in this fight.

But let me emphasize this very, very clearly: It is not just a Flor-
ida problem. I will be listening closely to learn how constituents in
various areas of our great country are actually going to benefit
from such an approach offered in H.R. 3355.

I also ask wunanimous consent that a statement from
ProtectingAmerica.org be submitted for the record. Madam Chair-
woman? I ask unanimous consent that a statement be submitted
for the record.

Chairwoman WATERS. Without objection.

Ms. BROWN-WAITE. Thank you. And, again, I thank you very
much for holding this hearing, and I look forward to hearing what
our witnesses have to say here today. I think that there are many
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valid ways to approach this issue that certainly is nationwide, not
just in Florida, and not just on the Gulf Coast. Thank you. I yield
back the balance of my time.

Chairwoman WATERS. Thank you very much. Mr. Cleaver?

Mr. CLEAVER. Thank you, Madam Chairwoman. It seems a bit
weird for a representative of Missouri—and sitting next to my
friend and colleague from Kansas, Dennis Moore, to be here at a
meeting dealing with legislation sponsored by two people from Flor-
ida. The ocean dried up near Missouri about a million years ago.

But 3 years ago, my wife called our son, who was a student at
Dillard University in New Orleans, and said, “Look, we’ve heard
that there is a hurricane warning for New Orleans, and you need
to go.” But my son said the basketball coach wanted them to stay.
He was on the team—and I must also unnecessarily say the cap-
tain of the team—and so the coach said, “We’re going to stay. We
get these warnings all the time.”

The threat came and left. And so, on August 24, 2005, when trop-
ical depression number 12 began to hit the news, I didn’t think
much about it, because I had bought into what happens in New Or-
leans, which is that you ignore it. I had no idea that tropical de-
pression number 12 would eventually destroy $70 billion of insured
property.

And because I saw what happened then, I am starting to pay a
little more attention to history. On December 16, 1811, an 8.0 mag-
nitude earthquake hit New Madrid, Missouri. It was so powerful
that bells began to ring in downtown Boston, Massachusetts.

And so, I am in the middle of the country, but nonetheless con-
cerned about what the Federal Government is going to do in a
similar catastrophe. And I am concerned about the fact that we do
need, I think, a backstop that would help provide coverage for indi-
viduals, even in the middle of the country. I yield back the balance
of my time.

Chairwoman WATERS. Thank you very much. Mr. Castle?

Mr. CASTLE. Thank you very much, Chairwoman Waters, Chair-
man Kanjorski, and Ranking Member Biggert. This is a very inter-
esting hearing. We have not dried up in Delaware. We have 25
miles of oceanfront, and a lot of bay and riverfront along the Dela-
ware River, so we are very concerned about this.

But I wanted to take my time, if I may, to introduce somebody
who probably doesn’t need introduction to a lot of people in the
room, and that is former United States Congressman Tom Evans
of Delaware, who is here to testify today. He currently serves as—
and this is shortened from a much longer bio—he currently serves
as the chairman of the Florida Coalition for Preservation. The Flor-
ida Coalition for Preservation is a not-for-profit organization that
promotes responsible growth and protection of barrier islands along
our coast.

Congressman Evans was a member of the former House Banking
Committee, which is now our committee, the Financial Services
Committee; the Merchant Marine and Fisheries Committee; chair-
man-elect of the Environmental and Energy Study Conference; and
vice chairman and chairman-elect to the Arts Caucus. He also
serves as a delegate to the UN Law of the Sea Conference.
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He was well known for putting coalitions of Democrats and Re-
publicans together, and as a result, he was able to achieve major
legislative victories. For example, he was the author of the Coastal
Barrier Resources Act that curtailed Federal land development
funding in environmentally sensitive barrier islands. His legisla-
tion has saved the American taxpayers billions of dollars.

He served as the Republican Floor leader for the Alaska Lands
Act, he was the Republican leader for U.S. funding for multi-lateral
development institutions, and was co-chairman of a coalition en-
couraging enactment of the Caribbean basin initiative, and other
trade measures.

He also served as leader of a congressional coalition to eliminate
funding for pork barrel projects, in order to reduce the deficit, and
was co-author of the first successful bill to ban dumping of sewage
sludge in the Atlantic.

Mr. Evans has served on numerous corporate, educational, and
charitable boards, and has received national awards from the Na-
ture Conservancy, the Sierra Club, and Americans for the Coast,
and Alaska Wilderness League for his leadership in preserving mil-
lions of acres of wilderness.

I thank both of the Chairs for holding this important hearing
today. I look forward to hearing from the experts, such as Tom
Evans, on the impacts of this legislation. I think it’s a very signifi-
cant hearing. I yield back the balance of my time.

Chairwoman WATERS. Thank you very much. Mr. Scott?

[No response]

Chairwoman WATERS. Mr. Scott is gone. Who is next?

Mr. GREEN. I believe I am, Madam Chairwoman.

Chairwoman WATERS. Mr. Green.

Mr. GREEN. Thank you.

Chairwoman WATERS. Thank you.

Mr. GREEN. Thank you, Madam Chairwoman. And I also thank
Chairman Kanjorski for the two of you working together to host
this hearing, as well as the ranking members.

I am honored to have this august panel today to give us some
insight and I look forward to hearing what they have to say. But
my belief is that we have a de facto policy in place, currently. The
de facto policy is that in a national crisis, the Federal Government
does step in.

9/11 was a national catastrophe, and we did step in, and we did
the right thing. Katrina was a national disaster. We stepped in,
and we spent more than $100 billion. I happen to think that we
have done the right thing, notwithstanding the fact that some of
the money has not been used as judiciously, in my opinion, as it
should have been. But I think that the government, right now, is
in a de facto position of, when we have a national crisis, of being
a hand in a time of a national crisis.

So, I think that my colleagues from Florida—both of whom I
commend highly—have merely codified a sensible methodology by
which we can plan a response, as opposed to doing it on a case-
by-case basis, and having a de facto policy. They have thoughtfully
and prudently given us at least one means by which we can involve
private enterprise before the event, before the occurrence of the
event, and also allow government to play a role.
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I really don’t know that we can do it much better than they have
codified it. But I, too, look for a better strategy, a better method-
ology. And if it is available, I would gladly review it and would em-
brace it, if it’s better. But in the interim, given that we do have—
and we do know that we will have—additional circumstances that
are unpleasant to deal with, I thank them for having the vision to
give us a means by which we can at least embrace a process before-
hand. I yield back the balance of my time.

Chairwoman WATERS. Mr. Feeney.

Mr. FEENEY. Well, thank you. One thing we know in Florida is
that hurricanes are not a partisan issue, and I want to thank Con-
gressman Klein and Congressman Mahoney for coming forward
with a proposal. And Representative Brown-Waite—and I know
this because before our freshman colleagues joined us, we have had
bipartisan proposals in the Congress, I think Congressman Wexler
knows that, as well.

And I am mindful of, I think, the chairman of the full commit-
tee’s chastisement that criticizing people who come forward with
answers to complex questions is, in some ways, inherently unfair.
But the corollary to that is that just because you have a complex
solution to a complex problem, it doesn’t mean the solution will im-
prove things.

And so, I think it’s fair, with a very difficult problem to deal with
that Floridians know a lot about, that we struggle in a bipartisan
way to get a solution that will improve things.

And I am mindful that the consortium that this bill contemplates
is not mandatory. It doesn’t necessarily require that anybody par-
ticipate. States that want to participate in the risk of one disaster
or another are permitted. But that would be permitted under cur-
rent laws the Treasury testimony provides.

What this bill does do is to suppose that if there is a consortium
that is started, that there is an implied guarantee of subsidized
loan rates in the event of certain events. I think Mr. Evans points
out in his testimony one problem with that is that it may incentive
risky behavior. I think the Treasury Secretary also talks about the
FAIR system that encourages people to remain in vulnerable areas
which are attacked by natural disasters over and over again, and
that seems to violate one of the principles that good insurance pol-
icy would want to contemplate.

Florida has developed a very enhanced building code. I know
that Congressman Klein and Congresswoman Brown-Waite and I
were there at the time, and we required homeowners to do those
things. This bill doesn’t require that.

This bill doesn’t make any—it doesn’t provide any insistence to
insurance companies that enhance reserve requirements, as Con-
gresswoman Brown-Waite’s bill would do. Representative
Wasserman Schultz and I have a bill that would encourage individ-
uals to put aside money for very high deductibles, which we have
in Florida that other States may not have experienced.

And so, I think this is a fascinating proposal that needs a lot of
discussion, and it is a complex solution to a complex problem,
which doesn’t necessarily mean it’s going to make things better.
And so, this member will stay tuned, and continue to participate.
With that, I will yield back.
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Chairwoman WATERS. Thank you very much. Ranking Member
Pryce just came into the room. I would like to recognize her for 5
minutes.

Ms. PrRYCE. Why, thank you. I appreciate that very much. But in
the interest of time, until we get to the meat of things, I will waive
my opportunity and look forward to the testimony. Thank you,
Madam Chairwoman.

Chairwoman WATERS. Thank you very much. The next member
to be recognized is one of the authors of this legislation. I know
how hard he has been working, and I know how anxious he is to
share with us his deep feelings about what he has embarked upon.
And it gives me great pleasure, and I am very proud, to ask one
of our newer members to please give us 5 minutes’ presentation on
his bill.

Mr. KLEIN. Thank you very much, Madam Chairwoman. And I
would first like to thank Chairman Frank for his guidance and
support. And, of course, Chairwoman Waters and Chairman Kan-
jorski and the Republican leads on both subcommittees, for holding
this hearing today to discuss H.R. 3355, the Homeowners Defense
Act of 2007.

This is a bill that Congressman Mahoney and I have been work-
ing very hard on, and I want to pay special tribute to the expertise
that Congressman Mahoney has, and that he brings to the Con-
gress in the financial services area, because it has been extremely
valuable in thinking through this issue over the last several
months.

It has been suggested by the prior parties that were introducing
their comments that this is a complex issue, and it is. We know
that we want to address the concerns of displaced homeowners,
protect the financial solvency of States, and to stimulate the insur-
ance markets.

It is also important to understand that insurance availability and
affordability problems have become a national issue. Congress-
woman Brown-Waite has already stated this, as well as Congress-
man Feeney, and I think we all understand that.

Hundreds of thousands of homeowners across the country have
already had their insurance coverage dropped, or are currently
slated for non-renewal by their insurance company. Those who re-
main, in many cases, are confronted with crippling premiums,
which, in some cases, is forcing homeowners to make tough deci-
sions about whether to go without property insurance or not—
which, of course, those people who have mortgages, and most peo-
ple do, don’t have that alternative.

Insurance problems are not limited to Mississippi, Louisiana, or
Florida. Last year, property insurers indicated that they planned to
stop offering new coverage in parts of Maryland and Virginia’s
coastal markets. They have also stopped in certain areas of Dela-
ware, New Jersey, and Connecticut, no matter where the property
is located within the State, not just on the coast.

Furthermore, tens of thousands of homeowners in Massachu-
setts, New York, North Carolina, South Carolina, Alabama, and
Texas have already been dropped, as well. Added to that is, even
with California’s known record of seismic activity, over 85 percent
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of California homeowners currently do not have earthquake insur-
ance. That’s a pretty substantial number for us to consider.

It is unacceptable for property owners not to be able to get reli-
able coverage in their markets. And it’s precisely this reason that
we have moved to come up with some solutions. Our legislation
aims to take a two-fold approach, by establishing a program to help
States responsibly manage their risk before disaster strikes, while
also providing financial assistance to ensure that they can quickly
and efficiently respond to homeowners’ insurance claims following
a natural catastrophe.

Specifically, the bill provides a venue for State-sponsored insur-
ance funds to voluntarily pool their catastrophe risk with one an-
other, and then transfer that risk to the private markets through
the use of catastrophe bonds and reinsurance contracts.

The legislation also allows for the Federal Government to extend
low-interest loans to cash-strapped State insurance funds after a
large-scale natural disaster, so that they can meet their obligations
to homeowners.

By utilizing these new strategies, and an innovative, flexible cap-
ital market approach, this bill allows investors to assume some of
the risk currently held by the States in return for an interest pay-
ment or a premium payment.

The voluntary nature of this program, coupled with the use of
the capital markets, ensures that homeowners in less disaster-
prone States will not be on the hook if a disaster strikes a neigh-
boring State. I want to emphasize that the opt-in nature of this
plan creates no obligations or burdens whatsoever on States that
do not wish to participate; this is a very significant new way to ap-
proach this.

The total economic impact accompanying natural disasters reso-
nates throughout the entire Nation. Total economic damages from
the 2005 hurricanes will likely exceed $200 billion, with the Fed-
eral Government responsible for paying out an excess of $109 bil-
lion, and probably a lot more, for disaster relief.

Although we all agree that it’s necessary, as was suggested al-
ready, this Federal spending has drawn equally from taxpayers in
every State of our country, not simply from those of the affected re-
gions. Through this legislation, we are looking to take a proactive
approach where States responsibly plan in advance of a disaster
rather than a reactive approach where the Federal Government
opens the Treasury after a catastrophe.

I want to note that, although we have a bill in front of us, we
will continue to work with all of you who have an interest in this,
who are stakeholders, who may want to find ways to improve the
text, as was already suggested by our members and our Chair. In
striving to produce the most effective bill possible, we welcome any
suggestions that would help us fulfill our underlying goals, uti-
lizing the framework that we have established.

But I would like to make one thing clear that I think we all feel
very strongly about; the status quo is no longer an option. We have
to work together, in a bipartisan way, with the industry and with
our consumers to establish a system where property insurance is
both available and affordable for hard-working families and those
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most in need. We feel this is a good piece of legislation in that di-
rection, and I thank the chairwoman for the time.

Chairwoman WATERS. Thank you very much. Ms. Capito?

Mrs. CapPiTO. Thank you, Madam Chairwoman. In the interest of
time, I will waive my opening statement, and listen intently to the
hearing. Thank you.

Chairwoman WATERS. Thank you very much. The other author
of this bill, a gentleman who had a hearing earlier today on a great
piece of legislation for seniors, and who has put a lot of time, also,
on this bill, and I know how important it is to him, Mr. Mahoney?

Mr. MAHONEY. Thank you, Chairwoman Waters. It has been
great spending the day with you, working on these many issues.

And it’s always tough going after my colleague, Congressman
Ron Klein, and I want to thank him for his great leadership, and
all the years that he has spent in the Florida legislature, dealing
with this issue. His experience and knowledge of this matter has
been tremendous, in terms of coming up with this legislation. I
would also like to thank Chairman Kanjorski, for his leadership, as
well as Chairman Frank.

Before we begin summarizing the natural catastrophe insurance
crisis affecting Florida, I want to reiterate that this is a national
problem. And let me be clear, the Federal Government has been
forced to act, because private markets for homeowners insurance
have failed.

The issue, ladies and gentlemen, is not industry’s ability to pay
claims, it is an American’s ability to purchase affordable home-
owner’s insurance. This legislation is essential, as the investment
in a home is the single biggest investment an average American
citizen has, and it is vital that we protect the American dream of
homeownership.

I am proud that this bill preserves the private homeowners in-
surance industry. It recognizes that no one got into business to un-
derwrite a nuclear devastation which—made by man, or made nat-
urally. This bill is voluntary, so States can choose to participate or
not.

However, it sets a principle that no longer will the American tax-
payer foot the bill for a natural disaster with an expensive bail-out.
We know that these catastrophic events will happen, and this bill
ensures that we plan for them in a manner that is cost-effective
and recognizes personal responsibility.

In 2004 and 2005, natural disasters resulted in approximately
$89 billion in privately insured catastrophic losses. These disasters
and population growth in areas prone to natural disasters have
caused the insurance industry to adjust their models for insuring
these events. As a result, insurers and reinsurers are pulling out,
or reducing their exposure in disaster-prone areas of the country.
Today, in my home State of Florida, the citizens of my State are
the owners of the biggest homeowners insurance company, with
over 30 percent of the market.

In addition to lost insurance capacity, homeowners have seen
their premiums skyrocket. The toxic cocktail of rising gas prices,
healthcare costs, and homeowners’ insurance has created a vicious
cycle of terror for our seniors living on fixed incomes, and middle-
class families struggling to provide for their children.
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Recently I received a letter from one of my constituents detailing
the difficult choices she had to make in order to pay her home-
owners’ insurance bill. Ms. Leanne Finnigan, a single mother of
two from Stuart, Florida, was dropped by her insurance company
in 2006.

She eventually found another insurance company which charged
her more than 3 times what she had been paying for similar cov-
erage. As a result, she has been forced to work overtime on Satur-
days, and to give away one of her family pets and reduce her week-
ly grocery budget. Unfortunately, Ms. Finnigan’s story is not
unique. Thousands of families across Florida have been forced to
make similar difficult decisions.

The Financial Services Committee has held numerous hearings
on this same issue. During these hearings, several facts became
clear: the risk posed by natural catastrophes is not going away; the
damage caused by disasters will keep growing; and the insurance
premiums have remained high, despite the 2006 storm season
being relatively calm.

The Homeowners Defense Act of 2007, which Congressman Klein
and I introduced, is a two-prong approach, designed to address the
property insurance crisis, ensuring a stable insurance market that
will give States impacted by severe natural catastrophes the ability
to help their citizens rebuild their homes and their lives.

Title IT of the National Homeowners Stabilization Program ex-
tends low-interest Federal loans to States impacted by several nat-
ural disasters. These loans, which will be paid back by the States,
will allow a State catastrophe fund to cover its liability in the event
that it is not fully funded at the time of the disaster