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Scot t sdal e, Arizona
January 16, 2001
12: 58 o' clock p. m

MR. CONNOR: Let me begin by saying good
afternoon to you all and happy new year to each and
every one of you. Sone of you |I've spoken to
i ndividually, and |'ve extended my greeting. For
those I've m ssed, happy new year, and let's hope
you'll have a prosperous year |like last year

My nane is Ed Connor, for those of you
who don't know nme. | work for the Federal |nsurance
Admi ni stration, and | want to wel come you to this
neeting here in Scottsdal e as we discuss strategies
related to the Wite Your Om expense all owance and
other issues that relate to the expense all owance.

| also want to thank you for your
partnership and for your shared cause in this very
i mportant program | think that by virtue of the fact
that you all are here, your presence here pretty much
speaks to your interests and also reflects the
sustai ned rel ati onship and partnership that we've had
over the |ast al nost 17 years.

If you've had a chance to | ook at your
agenda, | think nost of you are looking at it right

now, you'll see there's a ot of ground we have to

JD REPORTING | NC. (602) 254-1345
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cover in the next couple of days, and hopefully we'l
get through everything that we need to get to.

But to start things off, I am honored
that | amable to introduce our first speaker, ny
boss, Jo Ann Howard, who is the administrator of the
Federal |nsurance Adm nistration

Jo Ann.

M5. HOMRD: Thanks, Ed.

This looks a little bit |ike the Sunday
school classes | used to teach where everybody cones
in and sits in the back. But that's okay. W're al
friends here, and | do feel very much anong friends.

| guess in looking at the National Flood
I nsurance Program it really is, in fact, the Wite
Your Own program | don't think there would be a
heal thy flood insurance programtoday were it not for
the Wite Your Oan program because 95 percent of our
policies are witten by the Wite Your Owm carriers.
And it is this partnership that has given so much
stability, |I think has fostered i nnovation and has
been the -- has been the producing force of all of
t hese policies that have gone on the books in the | ast
two or three years.

So we're here to really | ook and see how

we are in the relationship, where we can strengthen

JD REPORTING | NC. (602) 254-1345
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the partnership, and the ways that this partnership
can continue to denonstrate, | think, the best of
gover nnent .

And that is where you bring the private
industry in as partners. And | can assure you from
working at FIA and with the staff at FIA that on
every decision we make in policy, that howit affects
the conpanies is one of the first viewpoints we
consider. And that is never lost. And you have
advocates in the staff who are thinking about this
partnership at every step in the way.

You may be wondering why we're having a
neeting here in Arizona with a transition going on in
Washi ngton. And right now, |'m wondering that too.
They asked ne if | could be at a neeting in the
norning at FEMA, and | couldn't tell them | was too
busy. So I'mgoing to be leaving here this afternoon
In fact, my flight is about 3:30 so | can get back
tonight to be there in the norning.

I will answer questions when | finish.

I really want to answer honestly any questions you
have about any part of where we are or anything
connected with the politics of it or whatever you want
to talk about. [I'Il give you a chance, but | wll say

that this is a time of a bit of uncertainty for ne

JD REPORTING | NC. (602) 254-1345
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personal |y but not of uncertainty of where the program
is or howstrong it is or where we're going.

As a political appointee, you know in
coming in that you're there at the pleasure of an
admnistration. In this case, you know, we had a
prol onged period of time of not know ng exactly which
party would be up on the podiumthis Saturday. And
then with a very conpressed transition tine, there's a
great deal nore uncertainty than, | think, is
customary, fromwhat | understand, as far as a
transition and who will be where when. So there are
many things that | don't know about the process.

I've had a | ot of advice froma nunber
of good friends, and a I ot of ny Republican friends in
Texas have been very, very strong in supporting ne in
continuing sone of the things that we're doing
t oget her.

Having said that, there are a | ot of
factors at work, and there are al ways nmany good people
to fill inportant positions in governnment. And when
you think that there are about 35- to 40,000 people
who said they would like to fill the 2,000 jobs that
are political appointnents, you know that there will
be a ot of sifting and there's a | ot of papers

st acked up.

JD REPORTING | NC. (602) 254-1345
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One of ny good friends from Texas is
going up to work in the Wite House, and she told e
this nmorning that she will be up there in the norning.
She said she told themthat she would be there in two
weeks, and they said, W need you in two hours. And
so that tells you the urgency and | think just the
backl og of adnministrative work that's going on.

But I'mvery pleased with the fact that
Joe All baugh is coming as President-el ect Bush's head
of FEMA because it's a sign that the new
adm ni stration recogni zes the inportance of FEMA and
its mssion. Allbaugh, A-L-L-B-A-U GH, pronounced
Al | baugh.

You know, sone of us who are very
provi nci al consider unless soneone lived in a state
20 or 25 years are newconers. Wen ny husband and
noved to east Texas and we hadn't grown up there, 15
years | ater people were still saying, Oh, yeah, the
Howar ds, remenber, they noved here.

So, fortunately, Ed was elected to the
| egi sl ature and was there six or seven years. And
t hey were shocked. They thought you had to be a third
generation in those areas before you were considered
part of the comunity.

Joe cane to Texas as a politica

JD REPORTING | NC. (602) 254-1345
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consultant with Governor Bush's first canpaign. |
worked with himin the '98 floods in Texas when we
went down. He was the governor's representative on
the flood issues. He's been prinarily a
behi nd-t he-scenes person in Austin working in the
governor's office, but is not a particularly -- has
not been one of the spokespersons.

You' ve seen Carl Rove, you've seen Karen
Hughes through all the publicity. Carl Rove being the
brilliant political strategi st and Karen Hughes bei ng
the press person. Joe has been nuch nmore in the
background. Has a crew cut, kind of military bearing,
and is quite a direct, take-charge person

But working with Joe in the floods, he
was quite interested in what we were doing. He was
very involved and, | think, will provide solid
| eadership. But the good news is that he's so close
to the President, rmuch |ike James Lee was to President
Cinton. Any time you have a head of the agency that
is close to the President, you know that agency is
going to get lots of attention

And he will maintain a cabinet position
as Janes Lee did, which is kind of an ex officio, but
it means he will be there in all those cabi net

neetings. Wich as a coordinating agency, it's very

JD REPORTING | NC. (602) 254-1345
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i nportant to have that kind of firepower.

Carl Rove, Joe All baugh and Karen
Hughes, we'll call the iron triangle because they were
t he steady, behind-the-scenes people who have really
been right behind George W Bush these six years.

Last year at the White House
correspondents' dinner, | saw Carl Rove, Joe Allbaugh
and John Evans, who is now secretary. The Washi ngton
peopl e didn't recognize them They weren't
[ um nari es.

| sat down and had a nice visit. Joe
was conpl ai ni ng about having to put on a tux. He had
on his cowboy boots, and you could tell he was nore
confortable in the boots than he was the tux. But |
had a nice visit with him and it's anmazi ng how, you
know, a year can make a difference in people that you
knew wel | enough to go up and talk to and have just
ki nd of chitchat conversation. Wen they get on a
nati onal stage, it's very nuch protected by |ayers and
| ayers and | ayers.

So |'ve spoken with M. Allbaugh and
congratulated him He is not at FEMA yet, but he wll
be tonmorrow. How much he will be there the next
coupl e of days, |'mnot sure.

As you know, all the inaugural to-do is

JD REPORTING | NC. (602) 254-1345
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coming with a great deal of security. | know that
this seems to be one of those tines that people in
Washi ngton, as far as Peter LaPor, the energency
manager and the conmittee, seemto be very, very
diligent in naking sure that there is not only
adequate but, it seens |like, extraordinary security.
So things may nmove slowy.

| have children com ng up, and they wll
be coming in Thursday night and Friday. And we're
sort of trying to jockey for tickets for things still.
| have two tickets to the Black Tie and Boots for
which | paid $75 for as a nenber of the Texas society.
They are on E-bay, someone told ne, for 3,000, which
is really tenpting. But | promised ny kids that if we
don't get enough tickets for all of us to go, ny son
and daughter-in-law -- my son, Jay, | will have to say
that we have various views in a famly, just like you
do in your famly.

Jay was on the Florida recount and went
to Pal m Beach twi ce and sat there | ooking at those
chads and ballots. He has all those T-shirts that
says he's on the A team and Pal m Beach teans. So
needl ess to say, he has good tickets to everything.

But he and my daughter-in-law are

com ng. M daughter, who is a new attorney in Austin

JD REPORTING | NC. (602) 254-1345
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and a granddaughter are comng. So we're sort of
trying to get the thermal underwear and the coats.

"Il get on to what |'m going to say
about FI A, but | thought 1'd give you sone persona
i nsi ght.

| did get a letter fromthe Texas
soci ety saying checking coats will be such a probl em
with 15,000 people that we suggest you don't bring a
coat. And | thought, Really? It's January. They
suggested you not bring a car; that you take the
Metro; and that you bring a flask if you want
something to drink. | mean, that was sort of an
unofficial thing, but you could preorder drink tickets
if you call the hotel today. And | was thinking, how
woul d they know? This sounds |ike a real |ogistica
ni ght mar e.

| know one young couple from Austin who
has a hotel roomat that hotel. So our strategy is

use their roomas the coat check and changi ng room

And for all | know, I'Il be up there watching it on
television and nmy kids will be using the tickets
bel ow.

| don't want to pass up the opportunity
to say how exciting these years have been for nme in

the program | think that we're at the cusp in this

JD REPORTING | NC. (602) 254-1345
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program and sort of the npbst exciting and the best
part is just ahead.

I think with our blueprint for the
future and what we've done for the past year and a
half or two years in really |looking very closely at
our business, what we're about, our partners and our
visions and listening and |istening and knowi ng from
agents, from conpanies, fromvendors, fromlenders,
where they see inprovenments that need to be made and
now starting to act on them

You can keep taking polls and keep
taking polls, but there has to be managenent in a
direction. And |I'mreally happy to say that I'm so
confident in Howard, in Ed Connor and Ed Pasterick and
Harriet Kinberg, in Joe Coughlin and Mac Pl axi co and
many ot her people at FIA -- Bonnie Shepard -- that
there will not be any -- there will not be a gap
because this is a business that is noving.

We have a solid background. It's not a
political decision. It's not, Ch, let's do this.
Thi s has been well thought out, and it's very wel
mapped. And we have a commitment fromthe people to
enforce it.

And | didn't nention Neil Furst. What

will we do without Neil's planning system and naki ng

JD REPORTING | NC. (602) 254-1345
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sure we stay on it? And Jim Shortley's |ooking at
t hose and knowi ng where we are in clains.

So our challenge is now in enacting
this. We now have, and we just had Friday, the first
overvi ew of sonme noves for technology to really start
doing the things you're telling us.

Let's get some things going in rea
time. Let's get feedback to you quickly if there's an
error. By the way, we'd |like to know how our busi ness
is running in nmuch shorter time than 60 days. How can
we edit for m stakes and how can we keep you from
goi ng through three processes before getting it right?
How can we sinplify the process?

And Keith Phillips is here with Bozell
And Keith, you're back at the back. | just want you
to have a chance to visit with Keith. And we deci ded
not to get into the technol ogy here because that's a
whol e separate nmeeting. That is as inportant as this.

But we can do -- let me just give you
one quick line, and | don't want to take anybody's
t hunder fromthe next phase, but there are sone things
we can do with Mddle Ware. There are things we can
do to extract information that's already on our system
that can nmake it nuch nore avail abl e and accessible

that will nmake you feel great and make -- give us al

JD REPORTING | NC. (602) 254-1345
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a chance to do business better in the short term

That's the good news. We know we have
several nodels we can work off of for the future and
that's one of the things that the technol ogy
subcomm ttees, that | hope will be fornmed and that
Howard will be putting together, can start discussing.
Because we don't have any weeks or nmonths to lose in
noment um

You know, to make a change, and to make
areally significant change in inproving our systemns
needs to be well thought through. It needs to have
some parallel system The devel opment has to be done
very systematically. And thanks to our Bozel
process, we have the background to make excell ent
deci si ons about these inportant technol ogy
opportuniti es.

And the FIA staff is being deliberate
but not at all chilled or not afraid to do the right
thing. But you as comnpanies can be the best allies
for taking these inmportant steps, by denponstrating
your confidence once you arrive with FI A or wherever
t he plan goes.

There's several options. Support them
Your voice, both within FEMA to the director, your

voice in articles to the nagazines, to articles to put

JD REPORTING | NC. (602) 254-1345
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on the web site, your support is absolutely crucial
Because any time you get into expenditures and change,
one of the first questions that everyone from Congress
to the people in FEMA ask is, How do your partners
feel about this? |Is this okay with the conpani es?
What's this going to do to the agents? How does this
interest fit in? Wat happens to this? How does this
wor k?

So it's very, very inportant that you
speak up when you think something is -- hey, this
won't work because, or, | think we ought to do it this
way and that way. And you will be given that
opportunity in the short haul. But be very vocal

And then wherever it comes out, | really
urge you to be a strong proponent and really back up
t hese good people who work at FI A because they are
there, and they really -- they really do want to do
the right thing. | prom se you that, and you know
that. But give themthe support they need and deserve
to take sone bold steps. And | believe you will.

We're | ooking at the inportant
eval uation of the program It will take two or three
years to get that done, but it's starting. And
think that that will be one of the biggest markers out

there. And it nay take two or three years because

JD REPORTING | NC. (602) 254-1345
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there are many things -- for instance, how well are
conmunities doing in conpliance after 30 years? That
isn't conpletely answered today because the data is
not in one place.

You'll have to gather data. You'll have
to do sanpling. So we're asking questions that are
not just on the top of the ground. That would be too
easy. W would already have them answered. That wll
be the best marker for really the future of the
program for directing course, for saying yes, this is
wor ki ng and we know t hat because of X

And the fact that we've done that
wi t hout Congress prodding us, | believe, will be a
strength. Because if you wait until sonmebody puts a
gun to your head and says, You do this and you have
two years, you are frequently at a di sadvantage to
really deliberately get into sonething and do it well.
So | think the programw || be stronger after that.

I"msorry all of you couldn't be in
Decenmber at the E-rating neeting. | knowit was a
hard tine, but I'"'mtrying to push things before the
year end. And we had a very, very good dial ogue. You
shoul d have heard the voices there. And | hope that
this is something that | know Howard's committed to

continuing. W have Ed Pasterick who has been very,

JD REPORTING | NC. (602) 254-1345
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very active in this area.

We have to get the rating sinpler for
the agents. Now, we can do sone things in the short
termto try to make the elevation certificate nore
user friendly. W can do nore training. W' ve even
tal ked about sone innovations perhaps here for a year
or two to relieve the agents of sonme perceived
liability of using the EC certificate which you wll
hear about, | hope, soon.

But it is extrenely inportant that we
wor k together on comng up with sone sinpler rating.
| heard this coming into the program It's not
anything new, it just takes tine. And the probl em of
bei ng an appointee with this much tine is you conme in
and there's everything on the plate.

| feel like if | were staying this next
year, | would continue and | ook at three big things
and knowi ng that Howard and the managers were keeping
everything else going. It's hard to take care of the
details and the big picture. But they are comitted
to both taking the day-to-day and this vision. It is
so i nportant on the vision.

| don't believe any appointee coning in
in the next few years -- and by the way, it wll

likely take, before another appointee could be in

JD REPORTING | NC. (602) 254-1345
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place, it took ne seven nonths. Six nonths, seven
nont hs.

In talking to the transition people the
ot her day, they said, Ww, that was fast. At the
begi nning of an administration, particularly where you
have this huge, huge pool, it will take thema | ong
tinme.

And as you can inagi ne, Senate-confirned
positions, those Senate conmittees have a | ot of other
neetings they would rather go to than listening to
confirmation, so they put themoff kind of |ike a root
canal trip. They will do four or five and then maybe
a nonth |later have another hearing. So it's a very
arduous process. Don't let that deter you or the
program

We forged new partnerships. I'mreally
pl eased that | could bring in some of nmy relationships
fromstate | egislatures and get FIA working in
partnership with NCOL, the National Conference of
I nsurance Legislators. The state |egislators, as you
know, are the ones who have conpl ete insurance
authority in -- for the private sector.

We forged a close relationship now with
NCO L, and Ed Connor is right on their trail. In

fact, we did a $100,000 grant for education. And any

JD REPORTING | NC. (602) 254-1345
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time you give people noney, they start treating you a
l[ittle nicer.

But in March in Hilton Head, there's
going to be a training session, and we're getting
those state | egislators understanding the fl ood
program in understandi ng floodplain nmanagenent and
how all this fits together because they truly don't
know. And want to know. So we have a good
rel ati onship now with the insurance |egislators and
the states.

As you know, we have done the plain
English policies. And, | think, look at this as an
opportunity to work again with your custoners, wth
your agents. And as we | ook at what we have,
under st andi ng why we have a policy the way we do and
what the policy provisions are.

As you know, we've worked | ong and hard
on repetitive loss. And | believe when the new
Congress gears up very soon, repetitive loss will be
an area they do pass. W have Bentson, Bl enenauer and
Bereuter. They are very interested.

Repetitive | oss makes a difference to
our bottomline. | knowit's a thorn to you, but from
our side with the noney, it's a $200, 000, 000 hol e

every year for those properties.

JD REPORTING | NC. (602) 254-1345
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Lender conmpliance. As a matter of fact,

we have a nmeeting coming up this week. 1'mgoing to

get back before our neeting to talk to the GAO | ooki ng

at | ender conpliance.

I'"mhoping that GAOis the big

nuscle to conme in and really | ook at what the | enders

are doi ng and put sonething on the record that wll

gi ve Congress the bol dness to strengthen | ender

conpliance. To even help even nore in making sure

that the I enders are, in fact, fully conplying with

the '94 act because we know that's where we had such a

big push in policy.

Well, | hope we use | CC nore now t hat

it's up to 20,000. We tried to do that. The

actuaries relented and kind of | ooked at their shoes

and went and deci ded, wel |l

we didn't have that many

losses. So if we get a whole trainload of |ICC | osses,

you know, we may find out that we're collecting too

little premiumfor that

we're not.

much benefit, but right now,

We' re | ooki ng,

as you know, at |ega

changes in the arrangenent that would prevent your

conpanies frombeing in state court on |lawsuits

related to the NFIP. In fact, we even, in our new

policy, put some |anguage that | understand is working

very effectively.

JD REPORTI NG,
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We're | ooking at how t hese
rel ati onships, as far as responsibilities, should lie
in the arrangenent. And | think you'll be seeing in
t he next couple of nonths, have an opportunity to
comment and | ook at sone of these inportant topics.
Because the aimis to get a better, clearer
underwriting with sone incentives for the
responsibility for underwiting, but protection
protection fromstate court liability and state | aws
in areas where the conpanies are conplying with the
gui dance and the rules of the NFIP

So we come together as partners, and
you're on the front line. W value your partnership
and what you do. The programis, | believe, one of
the best prograns out there. The transition team was
duly inmpressed fromour discussion with them of the
busi ness that we have.

| believe that we have the business of
the flood insurance business so well organized and
runni ng on such a predictable future of projection
that it won't be susceptible to criticismfromwthin
or without, as far as how it operates in the interest
of governnent.

So I'mvery confident that the best days

are just ahead. And |I'm hoping that in one capacity
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or the other, I'lIl be here or there to enjoy sonme of
t hose successes.

| believe you'll see the NFIP get
government awards. It will take probably a couple of
years. You know, it always has to be after
sonet hing's been conpleted. | think after the new
technol ogy and the new bl ueprint for the future,
believe that that is a government award just waiting
to happen when we go through the process because it
will elimnate paper. It will reduce costs fromevery
pi ece of the system I'mconfident. It will enable
information to flow faster and be in the hands of
peopl e who need it the nost.

| believe Cover America is another topic
that's very open for awards, the way we're | ooking at
grass root marketing where we're taking it down to the
conmunity | evel .

The CRS, we've already put it up for a
government innovation award, and that's a Frank Reilly
creation. Not alone, but certainly he has been the
architect of that. The CRS programis working so
wel | .

So | think that you will be proud of the
FIA and the NFIP. And, | believe, | predict that

within this adm nistration, you will start seeing FIA
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and FEMA bei ng recogni zed for some of these

i nnovati ons, and you can say, oh, | renenber when we
were in those nmeetings and we debated it and fought
about it. But you know what? We did it. And |I'm

pl eased to say that | was here during that tine.

Thank you.
MR, CONNOR:  Well, if you take a | ook at
t he next speaker, we'll have a slight deviation from

t he agenda.

There is a special presentation that
needs to be made, and | think that Bruce Bender is
going to be the one to do that.

MR. BENDER: Actually, Larry and Cori se,
if you could join ne up here

First, let nme wel cone you to the sunny
southwest. Right. Not ny fault. But if you're here
Friday for the Wite Your Om marketing neeting, it
will be sunny then

Knowi ng that this nay be one of the | ast
times a lot of us are together with Jo Ann, | thought
we'd interrupt the neeting and take advantage of it.

When | first heard who the new
adm ni strator was going to be and they descri bed
achi evenents, | was very inpressed. | said, Wwo is

she? And they said, Alittle gal fromTexas. | think
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nost of us know that "little" is not really the word
to apply to her.

It has been a very busy two years for
all sections and stakehol ders that are related to the
program It's been a privilege knowi ng Jo Ann
professionally as well as personally. 1 think we al
know she's got an absolute heart of gold. And what
she asks personally for her friends as well as for the
program has al ways been in the best interest.

She has done big things, which, of
course, is very Texan. They do everything big. 1In
fact, our convention in Austin was the biggest one
we've had with the nost attendees.

| was staying at the Hyatt there in
Austin and waiting, like nost of us did, for the
el evator. There was this big, pot-belly nman talking.
He was from New Hanpshire, if | said that right, and
the guy was tal ki ng about his property, how big his
ranch was and how many head of cattle he had.

Don't take this wong, Corise.

But just everything was big, big, big.
Tractors and trucks and telling the person, My
property is so big, it takes all day for ne to drive
my car fromone side of the property to the other

And, you know, New Hanpshire is known for the dry wit.
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And he | ooked at the guy and says, you know, | once
had a car like that, but | sold it.

Wel |, Jo Ann has done big things during
her time. And, in fact, | went to Yahoo.com and typed
in "Jo Ann Howard" and got 365 natches. And
couldn't discuss all these today, but let nme hit sone
highlights first. And this has been two years, which
is pretty amazi ng.

You guided the policy rewite with
enhanced coverages and the sinplified wordi ng; you
progressively | ooked at ways to enhance the program
you had the call for issues and recent neetings in
Decenmber and even now this neeting, and you heard her
tal king future even though she's not here of what el se
can be done.

You anal yzed ways to inprove the FIA
internally which has a positive effect on the
st akehol ders and the program You reached out for new
strategic partners like NCOL |ike you just mentioned
in your introduction here. You launched a
conpr ehensive study of the NFIP

You introduced the special direct
facilities and found a way to nanage the repetitive
| osses; you enhanced t he awareness for the need for

flood insurance through Cover Anerica Il. You signed
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on Al Roker. | think that's a great achi evenent
there. You got Visa as a partner

A |l ot of progressive things were done in
the short period of tine. | think very inportant also
was that you filled the deputy admi nistrator's
position. That way your m ssion, your vision, can be
carried on as we wait for a new appoi ntee and that
ship will continue to sail that you've set sail. And
you created that new brand Be Flood Alert.

| know Howard will carry on your
m ssion, Jo Ann, but you will be missed by all of us
here. \Wherever you'll go, good things will happen
and | know they wi |l happen quickly.

| was wanting to get a T-shirt that said
Be Jo Ann Al ert because you go in with such great
i deas. You took on the flood programlike taking on
the bit of a bronco and tam ng that.

And in appreciation of that, the IBHS
FI SCAA and Wite Your Own marketing comrittee, we'd
like to present you with a couple things, if you
woul dn't mind coning up.

First, a plaque that 1'll read to you.
It says, In recognition of her outstanding
achi evenents and dedication in enhanci ng and

devel opi ng the National Flood Insurance Program during
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here tenure as FI A adninistrator, Jo Ann Howard is
presented this plaque of appreciation. |BHS, FISCAA
and the Wite Your Owmn marketing commttee.

M5. HOMRD: Thank you so much.

MR, BENDER: And for tami ng that bronco,
so you can renenber, a Reni ngton.

M5. HOMRD: How fabul ous. Thank you.
How do | carry that?

Thank you.

Noti ce Bruce did not even nention the
t hree-year policy. But thank you.

Let me just say, | don't want to take
away this wonderful aura that we have here, and that's

very, very kind of you.

I will be easy to find as far as being
in Washington. | don't plan to be out of town
quickly, in any case. | think that we'll see in the

next week or two sort of how things are going to flow
Now, | said |'d answer some questions.
You can ask me anything you're curious about that |
can answer, and | will answer it. From you know,
what are my chances? | don't know.
My impression fromny friends from Texas
is that it is largely the Cheney influence that's

guiding the transition and the appointees nore than it
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is the President-elect. Which nay seema little
counterintuitive, but when you think about the
Presi dent suddenly, | mean a nonth, trying to gear up
for a presidency, with his style of managenent of
bei ng very nmuch of a del egator of responsibility, a
CEO type of npdel where you get the best experience in
t he best places and you hold them accountabl e, but you
don't second guess. You don't nmake the decisions for
t hem

James Lee told me this |ast week too,
because several of us thought, of course, they are
going to ask Janes Lee to stay on or ask himto stay
for a while. And when that ended up not being the
case, and, in fact, | think he only found out about it
right before the press conference announcing his
successor, it was obvious that things were going very
qui ckly in some accounts.

So | think it's probably nore Vice
Presi dent Cheney's background bei ng kind of a
Washi ngton insider than it is the people | know best
from Texas who have been the Carl Roves and the people
who will be probably the Wite House staff and very
| oyal and very close to the President.

But | have a good friend in Texas who is

the agriculture comm ssioner, Susan Conbs, and | think
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she was anticipating and very nuch wanted to be head
of the agriculture departnent. But there are

50 states and there are many, nmany things that happen
in a political process. It is all about timng and
who and why and things that you never know.

I will say this. Wen | was appointed
to the insurance board in Texas, people were saying,
You need to see so-and-so and you need to see
so-and-so. And it is very nuch about marshalling
support.

It so happened that Governor C enents
young chief of staff was a young man, quite young,
fromDallas. And his wife had been a baby-sitter of
m ne in Texarkana, Texas, and ny husband had given her
her first job out of coll ege.

So | called Vicki and | said, Vicki
what do you think nmy chances are? And she says, Wil
we' re having dinner with the governor tonight, I'l
tell himhe has to do that. And you know what? She
di d.

It's kind of one of those |essons that
you don't ever know exactly who night be able to
influence. And it's not always political people. It
can be sonebody who just is a person here who is a

confidant or a close person. So one never knows.
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But I'mvery confident. Again, | think
that there is a matter of prayer there too that, you
know, things do work out.

Any ot her questions about that or
anyt hi ng el se about FEMA or what happens? You're not
i ntrudi ng aski ng.

Wll, | think it will be a-- 1 don't
think there are any political appointees that have
been designated to stay at FEMA. There was a man,

M. MGw, GA- W who cane over who had been, |
believe -- help me, Howard. Was he with the Cl A?

MR LEIKIN  Secret service.

MS. HOMRD: He is a mature person, and
he's been there for about six or eight nonths in the
terrorismarea. | believe he will be the acting
director. Clay Hollister who is near retirenent in
the IT area will be acting chief of staff.

It seems as if the interest of the
transition team has been focused a great deal on
terrorismand, | would say, nore defense-oriented
types of backgrounds.

So | guess that's the good news for FlA,
and the bad news, in a way. One is, we're not getting
the high-level attention; and B, we're not getting the

hi gh-l evel attention. Wich sonetinmes it's nice to do
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your business and go al ong.

Isn't it, Frank?

MR REILLY: | think the FI A has been
very lucky. Al the adm nistrators that it has had
over the years have been outstanding people. And too
bad | didn't serve under you, but | hear certainly
nice things of what |'ve seen of the program

MS. HOWARD: You've been running the
Fl ori da branch down there.

And in coming in, | really appreciate
the chance to go back and capture history fromall the
admi ni strators. You had not |ost any person that had
served over a 30-year period, which is a wonderfu
coi nci dence, as a matter of fact. | guess because the
programis young and nost people were young coming in

We captured that on tape, and you've
seen those excerpts on tape. It's very inmportant for
nme to go back and capture the history of the program

We have al so i maged about over half a
mllion pieces of paper, reports, inportant docunents
fromthe beginning of the programthat are now on film
which is accessible fromour offices so we can pull up
by date or nane or topic many of those reports.

We have captured the very vivid history

t hat had been enbedded in the hearts and the m nds of
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t he people who had started the program | think
that's an inportant function of governnent or of any
busi ness. You can't rely on the short-term nenory of
t he peopl e being there.

And it was very, very hard to get sone
of those books out of Howard's office that Frank had
left him He still has nmost of them but they are
orderly. W had redundant copies because no one was
quite sure. Everybody was keeping their own little
treasure trove wanting to make sure it wasn't |ost.

So we have now a central repository, and
Verna Riggs is running really an inportant |ibrary and
historical operation there. But Frank certainly has a
rich history with the program And | agree, | found
very interesting the backgrounds and |ives of the
adm ni strators.

| don't think it's a terribly distant
t hought that within the decade, all insurance will be
regul ated froma federal source in Washington. |
don't think it's conpletely unthinkable that FI A m ght
be noved over to sone new entity that is, quote, the
federal insurance system whether you have
cat astrophi c reinsurance by the governnent, whether
you have a federal charter in addition to state

charters of insurance, you know, at the NAIC neetings.
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Al these are being tal ked about now
fromthe liquidation side, which is sonething | did
before coming in the program Wen you have a
multistate insolvency, | see no reason that those
shoul d not be |iquidated and managed froma federal or
a unified position, rather than state by state because
you have the Guaranty Fund, but they could very well
be rei nbursed froma central place

| think FIA may be the very begi nning of
a much bigger federal insurance entity. And with al
t he experience and the background that FIA has,
woul dn't that be wonderful? | think that would just
be a very interesting devel opnent.

Not taki ng anything away from states,
but as we know, insurance is the nost fluid interstate
commerce. So | guess we have a lot of things to see
there and | ook at.

But thank you for letting ne get started
again. See what a mistake it was. What was it | read
today? Sonething was unlikely as having a politica
rally for Buchanan in Pal m Beach.

Thank you.

MR, LEIKIN. Well, good afternoon

For those of you who are |ooking at your

wat ches and | ooki ng at the agenda, you know nme. [|'m
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not verbose enough that we can't get back on schedul e.

I'd also like to take an opportunity to
thank Jo Ann. Her l|ist of acconplishnents has been
read off quite well already. But 1'd like to say that
under her | eadership we presided over a sweeping set
of reviews of and reforns to the program reachi ng out
to stakehol ders, inproving custoner service, inmproving
our nmanagenent systens and inproving our financia
bottom | i ne.

I know as we | ook back on all of this,
it really is extraordinary on how much has been done
in such a short period of tine. | know | speak for
everyone in FIA and particularly and ne personally,
to thank her for the understanding and creativity and
vi sion that she has brought to the program

The success of the National Flood
I nsurance Program has been due in such a large part to
the participation and conmmtnent of the insurance
i ndustry. For sure, the Wite Your Om program
partnership stands as one of the npbst successfu
nodel s ever of government and the private sector
wor ki ng together. Together we are achi eving outcones
that no one entity could achieve by itself.

VWhat we are here about today is

i nprovi ng the partnership arrangement to nore
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effectively and efficiently support the goals that
Congress set out in establishing the NFIP 30 years
ago. That is, educating U S. property owners about
the risks of floods and providing flood insurance to
accel erate recovery, mitigate future | osses, reduce
t he personal and national costs of flood disasters.

In that process we want to ensure that
our arrangerment works for the benefit of you, our
partners, and al so works for the benefit of our
custonmers and our stakehol ders.

Over the course of the last couple to
three years, we've exani ned certain aspects of the
Nati onal Flood Insurance Programin terns of financia
and underwiting risk. Because of the different roles
that we play, along with the conpanies, we've
sonetines arrived at different concl usions regarding
how, when and whether to inplenment certain program
changes.

It's appropriate that we take tine
together as partners to | ook at the conpensati on and
i ncentives and to explore whether there are
i nconsistencies in the way that these tend to steer
the program Because in reality, we don't have a
singl e objective to achieve.

Rat her, we nust nake progress towards
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several public policy goals, often requiring the

bal anci ng of conflicting objectives, particularly when
consi deri ng marketing and expectations for the
financial performance of the program when considering
sinplified processes and the progranis integration

wi th fl oodpl ai n nanagenent deci si ons being nade in

| ocal conmuniti es.

Conti nui ng and rapi d technol ogi ca
changes al one may properly cause us to take stock of
our roles in this program And further, we should
take a | ook at what other opportunities there are for
econom es of scale that we haven't yet explored.

The Wite Your Oan program nowin its
18th year of operation, has evolved and still provides
a solid institutional base for us to build upon.

Let's explore together how we shoul d define our rol es,
al ong with conmpensation and incentives so that we can
all neet our business and public policy goals, whether
t hey somewhat differ or, as in nost cases, we hold
themin common. And particularly, as a new

adnmi ni stration begins, we nmust jointly be prepared to
answer the inevitable questions regarding financing
and efficiencies of all aspects of our operations.

Jo Ann mentioned that we nmet with the

transition teama couple of weeks ago and -- well
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first off, their eyes really were popped open by one
and a half billion dollars of prem uminconme as well
as out-go annually. It certainly nerits attention

A couple of their first questions had to
do with, How are the conpani es conpensated and are
they interested in assumng the risk? So we know that
t hese are, once again, the inevitable questions that
will be asked by a new teamconming in. | look forward
to continuing that dialogue here today and in the
future with you all

This nmeeting' s agenda affords us a great
opportunity with di scussions today covering the
background of the Wite Your Owm relationship, the
evol ving rol es of the conpanies and the governnent and
the risks and rewards of participation in the Wite
Your Own program

Tomorrow, we're going to explore sone of
the pros and cons of sone of the alternative
conpensati on nodels. And Thursday nmorning we'll wrap

things up with a discussion of what our next steps

shoul d be.

At this point, I'd like to bring up
Frank Reilly to -- and | was true to form | kept
us -- got us back on schedul e.

I'd like to bring Frank up to provide a
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bit of history on the devel opnent of the Wite Your
Onn concept and some background that affected the
deci sions that were nade regardi ng conpensation and
the responsibilities assunmed by the conpani es and
assuned by the governnent.

For most of you, Frank doesn't need nuch
introduction. But in any case, let ne say that prior
to his retirement as chief actuary and deputy
adm nistrator in the FIA Frank worked tirelessly and
truly brilliantly to further the goals of the Nationa

Fl ood I nsurance Program And if he's no | onger

tireless in his retirenent, he is still -- he truly
remains brilliant.
So Frank.

MR, REILLY: Wth nany vacati ons.

In a way, it seens fitting that we're
nmeeting here in Phoenix since the FI A was born out of
the failure of the industry/governnent relationships
that existed from 1969 to 1977. And a |ot of what we
did with the arrangenent and the nethod of
conpensating the conpani es cane out of that failure.

It's been 18 years since the first
drafts of the Wite Your Owm arrangenent were
fashioned in collaboration with a few people fromthe

i nsurance industry side. And it's been about 17 years
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since we fashioned the nethod by which the conpanies
woul d be conpensated for the services that they
provided to the NFIP.

But | think we should go back to see a
little bit on what HUD said. FIA at that time was
part of HUD. The environment was a |lot different than
it was in 1981 when Jeff Bragg decided that we needed
to reinvolve the insurance industry.

VWiile we were in HUD, we al so had the
responsi bility of adm nistering the urban property
protection program and very nuch involved in HUD s
interest in the insurance business and its red-Iining
in urban areas.

So on one hand, under the flood program
we tried to have a coll aborative partnership with the
i nsurance industry. And on the other hand, we were
one of their nost severe critics of the property
i ndustry's red-lining, the autonpbile assigned risk
plan's underwiting. W were issuing reports on
red-lining and issuing reports on what we perceived to
be the failure of autonobile assigned risk plans.

We al so were involved in criticizing the
i ndustry on workman's conpensati on because we were
assigned to | abor, Departnent of Labor, as their

techni cal assistants on the black |ung conpensation
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problens. W also got involved in nedica
mal practi ce.

And | think it was clear to Jeff Bragg
in 1981 that you can't be a severe critic of your
partner on one hand and then hope to have a productive
rel ati onshi p on another program dealing essentially
with the sane CEGCs and the sane top officials in these
conpani es.

Anyway, in 1977 under the Carter
adm ni stration, the situation had gotten so bad
between the FIA and the insurance conpani es under the
old NFI A arrangenment that the secretary of HUD
term nated the arrangenent stating that it was in the
government's best interest to elimnate the insurance
conpani es' involvement in the flood insurance program

So we went down in flames. And there's
enough bl anme on both sides here. But in 1992, it
only -- this event only took about one paragraph, but
I'd like to read fromit. 1In 1992, the NFIP went
under extensive examination of its purpose along with
di saster relief. And the House committee on banking
had a report witten on disaster assistance and the
NFIA in dealing with the sale of flood insurance
pol i ci es.

They had this to say. This is their
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view, | ooking at what Harris, Secretary Harris had
done and said, and their interviews wth people.

But they summed it up in this manner.
The problenms that had devel oped between the NFI A and
the federal governnent included whether the secretary
of HUD had the right to review and approve NFIA's
over head operating budget, NFIA' s refusal to bid its
services conpetitively and di sagreenents between the
NFI A adm ni strator and the NFIA over policy decisions
and regul atory authority.

VWhat they don't say here is what was
going on at the same tine that these problenms came to
a head in 1977. Congress was hearing hearings on a
GAO report that the insurance industry had | ost
financial control of the flood i nsurance program

So when Jeff Bragg cane in with the
Reagan admi ni stration and we were being asked to
identify those prograns that woul d be candi dates for
Presi dent Reagan's private sector initiative, it was
obvious that the NFIA, NFIP was a prinme candidate for
Presi dent Reagan's private sector initiative.

Wth the help of Paul Wse fromthe
Al'l'i ance of American Insurers and Frank Nutter from
t he Rei nsurance Associ ation, Jeff Bragg had meetings

with several CEO s of insurance conpanies and really
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appealed to their interest in getting involved in a
private sector, President Reagan's private sector
initiative. OQherwise, it may not have happened.
Timng was just perfect, and Jeff took advantage of
it.

These CEO s | oaded their operating
people to forma group to study the feasibility of
getting reinvolved in the flood i nsurance program
And these meetings were sponsored by Frank Nutter from
t he Reinsurance Group. Interesting, Frank Nutter had
been one of the top executives of the old NFIA.  And

al so hosted by Paul Wse of the Alliance of Anmerican

I nsurers.

Li berty Mutual, who is a very big force
in that alliance, their president was -- he was a top
official. | don't know if he was president at that

time, but he was way up there, was Gary Countryman who
was al so deeply involved in the old NFIA

But after several neetings -- by this
time though, | was pretty much in the doghouse. |
wasn't very popular with the insurance industry since
I was the assistant admi nistrator over the urban
property insurance progranms conducting fl oodpl ain
hearings in that one.

But John Leo, who was an assi st ant
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adm nistrator dealing with FIA's finances, and Jeff
Bragg did neet with the industry, and this group
showed a real interest. O course, they cane down
fromthe top -- always works better that way -- and
they agreed in concept to the Wite Your Oan program
Whi ch wasn't new.

The industry had proposed that around
1976 to the federal insurance administrator who was
not interested in letting conpanies wite the business
under their own name and then have the risk
underwritten by the National Flood Insurers
Associ ati on.

So there was a concept that the industry
had proposed around 1976, '77, and the people invol ved
here were familiar with it; that a general franework
was devel oped to offer the conpanies a way into the
program i ndi vidual ly through the Wite Your Omn
concept, rather than an unbrella of the National Flood
I nsurers Associ ation.

But when it came to the technical nature
of it, 1 was a natural candidate. So | got back out,
got out of the doghouse, and Jeff put ne to work to
deal with the details. And | was very fortunate that
Wes Unes, Dick Roth, John Mal ady -- you know sone of

these nanmes -- were all in the working group al ong

JD REPORTING | NC. (602) 254-1345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

NFI P FLOOD | NSURANCE MEETI NG, JANUARY 16, 2001 44

with Howard. They worked with nme and Neil Furst and
Ji m Tayl or and, of course, Don Collins.

What woul d we do without Don Collins?
The words you read in the arrangenent were witten by
Don Col |'i ns.

The way we operated is we woul d have
nmeetings. The FIA would then fashion a docunent, and
then Wes Ures and Dick Roth and the others would
suggest changes. W' d neet again and neet again, and
this went on for several years.

But we canme to an agreenent, and the
agreenment in the formof the arrangenment was to dea
with the issues that had led to the failure of the
government industry relationships before. One is the
need for, absolute need for, financial control. So
conceptually, right fromthe beginning, it was, W're
going to have to deal on a transactional basis on
al nost every financial activity.

Wth respect to the expense side, the
conpani es were very nuch opposed to getting into any
detail coding of expenses. A lot has to do with their
nmet hod of doi ng business. They had all kinds of
problens with inviting the GAO or anybody else in to
| ook at how they do business, which |led us to agree on

a 29-percent negotiated fee.
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The first year it was 29 percent, and
the industry didn't argue too nuch. W needed
sonething in there to nove forward to go to the Hil
and to other interested parties to explain what we had
in mnd.

And as Wes Unmes said it, we'll do it for
29 percent like the butcher will sell hanburger neat
for 50 cents a pound when he has no hanburger neat.
They had no policies, so the 29 percent was really
acadenic

But what happened is we got a good
reception on the Hill. The industry had said before
t hey got involved that they had several prerequisites
that the FIA had to neet before they woul d get
i nvol ved agai n.

One is, they didn't want to be a federa
contractor. They really wanted, you know,
partnership, joint venture, whatever you call it.

They were not to be subservient federal contractors.
This was very inportant. But again, Jeff Bragg, wth
his influence with the director of FEMA and OVB and
the hel p of our general counsel, got the solicitor
general to agree that an arrangerment of the type that
we had fashi oned was not a federal contract. And that

was reduced to witing, and it nmet that first
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obj ective

The second objective is they didn't want
their neetings to be subject to the Federal Advisory
Conmittee Act requirements. Al npst every federa
programthat deals in the private sector has to have
consuner representation. You have to have open
neetings, they have to have m nutes, post agendas and
all of this rignarole. And they just did not want to
get invol ved.

And frankly, it was in Bob Hunter's
heyday, and they knew Bob Hunter's involvenment. And
t hey thought he would use this as another opportunity
to beat up on them and they were pretty vocal on
t hat .

Wel |, GSA oversees this federal advisory
conmttee. And again, with the help of our office of
general counsel, we got themto make a finding that
t he neetings between -- under the auspices of this
arrangenent did not fall under the Federal Advisory
Commi ttee Act.

Al though we had it in witing, we were
nervous, and we proposed several times that our
| egi sl ati on be changed to state that specifically.
And it was generally accepted on the H I, but

everybody was afraid to open up the Flood | nsurance
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Act to any changes because you got tagged-on
amendnments you hadn't wanted. You never know what's
going to corme out of the woodwork.

But when the 1994 act was passed, it's
now in the legislation. So neetings of this type,
it's between partners. W don't have to bring in the
world. W don't have to post. W don't have to have
all of these other conditions that are inmposed upon
This, again, satisfied the insurance industry.

The second is, they wanted the
government to agree that -- | nean, they wanted the
government to agree that the arrangenent woul dn't be
operated in such a way that it would destroy their
producer and policyhol der rel ationships. Wich |eads
nme to refer you to, if you're interested in any of
that, the regulation that sets up the conditions on
whi ch the arrangenment is to apply. [|'mnot talking
about the arrangenent itself, but those regul ations
t hat say, hey, Wite Your Own conpani es are authorized
to operate under an arrangenent.

Now, this was very big with State Farm

That regul ation, which is 44 CFR 62.23, if you'll |ook
it up, it talks about redundancy. It goes -- | think

you'll find it five pages -- five times in a four-page
wite-up, which talks -- I'Il sumit up, what it says.
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If you are using your custonary business
practice with these rel ati onshi ps, okay, and you can
show that, that's all you need to do. So it
cover -- they can cover the agents' errors. They can
cover the -- if they wouldn't deny a homeowner
coverage because sonething got screwed up on a renewa
and that their own producer relationship -- which
State Farm does -- that their own producer
rel ati onship was so uni que and so close, they didn't
want the flood programgiving State Farm a bad nane
between its producers and its policyhol ders.

And this is why | think the industry was
very fortunate to have peopl e of Wes Ures and Di ck
Roth's caliber serving on that.

But the FIA did, under this regulation,
fashion a I ot of words that deal -- and that's really
what we're tal king about. It not only says that, it
says that FIA is bound; that the arrangenent also
provi des that clai madjustnent under these customary
procedures are bindi ng upon the FIA

Now, | suppose you can get Wes Unmes, but
I"msaying it here. It really was a concern wth
conpanies like State Farmor any conpany that has a
close relationship with its producers and

policyhol ders. USAA, of course. They were very
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concerned that this relationship would not tarnish
their reputation or that relationship

So | think it offers an avenue for which
t he arrangenent m ght be inmproved, or maybe to make it
clearer. | nean, it's really time to reevaluate it.
And the good thing about reevaluating anything is you
now devel op the know edge and the answers that you are
probably going to need with any new adm ni stration
conm ng in or any new adninistrator coming in.

If you're famliar with what it says and
what it neans, the task of reevaluating the
arrangenent and the expense costs and the expense
al l owance wi Il give you that know edge. And | think
it's probably something that should be done under the
auspi ces of the flood insurance conpany.

Wth respect to the expense all owance,
al t hough we had negotiated a 29-percent figure, the
i ndustry didn't really expect that Omaha and EDS woul d
get together and, before the dust had settled, they
wote the first policy. Although we viewed it as
amusenent, | think the industry was a little bit
upset.

They weren't totally confortable where
they were, but sonebody was nmoving into the flood

i nsurance business very aggressively. And with
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producer lists that had been mmintai ned by EDS as the
servicing agent for the old federal program they were
out harvesting these producers left and right,

i ncludi ng State Farm producers.

Well, it got State Farm off the dine,
and State Farmis very -- and rightly so, was very
nervous about the appearance of antitrust violations.
And even though the act can be read -- and |'ve
witten a paper for the FIA at Ed Connor's request.
And nmaybe the FIA might want to share it with you when
| clean it up alittle bit, when Howard corrects ny
m ni -vacati ons on ny nenory.

But, you know, the act does protect you.
But in spite of the |language in the act on the
negoti ati on of expense allowances -- they even talk
about expense all owances -- they were very nervous
about the appearance of antitrust.

Now, there was sonething el se going on
at the sane tinme. Again, tinmng was right. And
timng is very inportant, as Jo Ann has said before.
You have a new administration comng in, the Bush
admi ni stration. They are going to take a fresh | ook.
They are going to have fresh ideas. It is a good tine
to really understand your program And if you both

can get on the sane page, the FIA and the conpanies,
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you nmay get sonmething really -- it's a good tinme to
pl ant the seeds to get the changes made that you want
to make. And if you're on the sane page, it nakes it
even better.

But what was going on at that time is,
and |ike Jo Ann was tal king about, | smled when she

said it, because at that tine, State Farm again was a

leader. | nmention State Farma lot. Personally, a
| ot of the success, | have to say, you know, that Wes
Ures and Bob Deschant -- | nean, | know Don Col lins

woul d say the sane thing. They were trenmendous
contributors to the thinking process. | nean, we had
the ability to deal with people who are in the actua
operations end of the business. You don't get -- |
found I never got too far with trade associ ation
types, but dealing with the Wes Unes and the John

Mal adys and Di ck Rot hs.

But State Farmhad -- this is a later
edition, 1985. But they were still very much -- and
now they were into the Wite Your Om program The
relationships -- a lot of the nervousness in the
begi nni ng had been overcone.

They had a proposal for a Federa
Di saster | nsurance Fund Corporation. A new type of

FDI C, a quasi governnment corporation which could
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shelter the catastrophic reserves, which would
cover -- it was the big Wite Your Om program for
natural hazards.

O course, then there was the coalition,
under the NCPlI, was also heavily involved in trying to
get the governnent's interest on all natural hazards
i nsurance protection.

But as the cynics would have it, and
guess being part of the administration, inmediately
t he charges cane up concerning industry bail-out. And
unfortunately, that kind of characterization really
put a danper on what | thought, and a lot of us
techni ci ans thought, not fromthe political side, was
a really wasted opportunity for the industry and the
government to do sonething really good with respect to
i nsuring natural hazards and | eveling out the
cat astrophe i nmpact on the insurance industry.

You know, we did this with the riot
rei nsurance program and the federal government made
noney on the program But there's a | ot of work that
can be done for the future. | nean, this programis
really very young.

We used to tell the story that, you
know, the gestation period of any federal programis

probably 25 or 30 years. So maybe it's just about the
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time where we're going to get a new birth or whatever
you want to call it. This is a very good time to
reeval uate the expense all owance on the way you did
busi ness.

Wien | left in '93, Howard asked nme to
do a few things.

If I mght, Howard.

One was the expense allowance. And
wote a paper in which | really -- first of all,
started to look in detail at who are these Wite Your
Own conpani es. And we don't have the traditiona
hormeowner s distribution of business. So | |ooked,

i ke Aetna has over 40-percent expense ratio.

Ameri can Bankers has 39. O course, when you throw in
State Farm the el ephant, at 28.9, that kind of
depresses the average.

If we weighted expenses differently,
maybe based on fl ood prem uns rather than industry
prem ums for the homeowners, you mght go a little
different. Because who the players are are different
fromthe normal industry average.

But that wasn't really what | was
getting at. That would just be kind of fine tuning
maybe what we al ready have. But | always felt, and

wrote down here that at sone point in time, the
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i nsurance industry and the federal governnent -- and

t hi nk we've been in the business | ong enough now t hat
what we perceive to be a very inportant need, that
everybody charge the same rate, everybody pay the same
prem um for the sane policy was inportant to us
because we now had several years in which it was an
all federal program

We had several years before that there
was just one rate schedul e, and everybody paid the
sanme regardl ess of what service carrier you were wth.
If you were under the old NFIA we felt we had to
mai ntai n that under the Wite Your Oan.

So what ever insurance conmpany you went
with, the premi umwould be the same. But that's not
the way the honeowners business is done. So
conceptual ly, | thought the industry and the FIA
shoul d 1 ook into an alternative concept in which
under the arrangerment, you would see the | oss cost of
pure prenium

We're not asking you to take a risk yet,
al t hough that's the next |ogical step. But one of the
areas -- we didn't do that at this time because if |
make ny point clear, both the industry and the FI A
said we needed, no matter what comnpany you did the

busi ness with, under this new Wite Your Om program
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t he people would pay the sane premium Because it was
still considered, quote, an all federal program even
t hough we had now rei nvol ved the insurance industry.

The way | thought it mght be structured
is we still have to nake rates for the director. |
don't know if any of you are old enough. | cane out
of the insurance industry, 20 years in the insurance
i ndustry when we had what we call those old bureau
rates.

And what you could do is, the rates
woul d be structured by the FIA fromwhich they would
det erm ne how you woul d see the loss portion of the
rate. The conpanies could deviate fromthose rates
based on what their -- what they thought their cost of
operation was. Let the market forces do the rest.

Now, the way that used to be done is a
conpany would go to, under prior approval, would go to
a state insurance commi ssioner. And |'m not
suggesting that FIA would regulate it. It night have
to set sone paraneters, |ike maybe you coul dn't have
upward or downward deviations nore than a certain
percentage. You know, kind of phase it in unti
Congress, the GAO and everybody el se becane nore
confortabl e.

But | think that, getting back to the
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way it used to be done, is that a conpany woul d say,
Look, here are ny expenses, I'mgoing to wite
10 percent of bureau rates or 10 percent off bureau
rates or | need an upward deviation. M expensive
operation because of ny relationship, the way we're
structured with the producers, | need 10 percent of
the bureau rate.

And | think you really should get
t oget her and, naybe under the auspices of the FI A and
the flood committee, do some brainstorm ng. But I
thi nk the arrangenent and the expense all owance has
conpl eted the purpose for which it was intended. And
that is, to get Congress, the GAO and the inspector
general confortable with the arrangenent and
confortable with the nmethod of conpensating the
conpani es.

In 1987, the GAO did a study of the
Wite Your Om program and rai sed no concern over the
way the conpani es were conpensated. In 1994, they
published a report concerned about the financia
stability and the financial welfare of the NFIP
Never once raised the question that there night be
sone problemwi th the nethod of conpensati ng conpani es
with the Wite Your Own.

What | quoted to you before about the
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history of the programwas a report published in 1992.
And agai n, although they went into the NFIP, and they
tal k about the Wite Your Own programin there, never
once raised the question or put a criticismwth
respect to the arrangenment or the method in which the
conpani es are conpensated. So | think you're really
at a tine when you can nove on. You can build upon
where you are. It served its purpose, is what I'm
saying. And it served the programvery well.

And | think you should take a keen
interest in how you mght nake it clear so that
conpani es through trying to live within a governnent
framework might be put into a position to jeopardize
the rel ationships with their policyhol ders or
producers. O that the government constraints in
terns of conpensation places an unfair burden on sone
conpani es and enriches ot hers.

So | think you're at a good point in

time to open up all these questions again. |f anybody
has any questions, |I'Il be glad to answer them
Ckay. | hope you're not all asleep

MR. CONNOR: Frank, | guess talk a
little bit nore about the -- | assune that you were in
the position to |l ook at the averagi ng of the expenses

of the five property casualty lines. Do you want to
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tal k about that, setting that as the expense
al | owance?

MR REILLY: Yes.

Agai n, working with that industry group
in 1984, the FIA proposed that we do a talk |ike that.
And frankly, our first thoughts were to use homeowners
only. But with discussions with the group of conpany
people, let nme just put the franework of which they
were | ooking at it.

One is they didn't want to specifically
say you would gain any profit on the expense side
since the governnment was taking all the risk, but
t hr ough vol unme, you should be able to reduce your
expenses and make a profit.

They also -- and | will say that Jeff
Bragg was a leader in this. | was not a proponent of
it, but I think Jeff turned out to be absolutely
right. He encouraged the vendor approach. The NCSI,
did | get it right? EDS. He encouraged that as a
nmeans by whi ch the conpanies, either the start-up
course or the way they do business, if they couldn't
live under the average, it provided themw th a way
out .

Now, we al so had ot her conpani es that

said that they considered this a service to their
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producers and their policyhol ders and they were going
to keep it in house. So it was really a business
decision individually, but Jeff had insisted that the
vendor was a way by whi ch conpani es could attenuate
their course by not taking it in house to neet these
transactional financial recordings and all of these
other rigmarole that we were asking for

Ckay. So, having settled on that, they
t hought -- | mean, flood insurance isn't honeowners.
It's nore |like sonething else. So rather than argue
over it -- and we really had a good cognitive effort.
| can't enphasize that too much. And the gentlenen
i nvol ved on the insurance industry side, with no
objection, we agreed to include virtually all the
property lines of insurance. It brought the average
up a little bit.

Then came the question of what to do
about acquisition cost. Now, here, the FIA did have
some thoughts. The independent agents, and using some
of the producers, the captive producers, had stood by
the FI A through thick or thin fromday one of the
program And they felt that they were under siege by
what was going on with conm ssion reductions under
personal i nes.

The ot her residual market nechani snms
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under the assigned risks plans were reducing

conmi ssion all owances. So the decision was nade by
the FIA that we would provide the conpanies with

15 percent, and the agents could then argue. Because
that's a natter of individual contract. The agents
could argue FIA is giving you enough, you don't have
to cut our comm ssions, and you don't have to cut them
this way or that way. Basically, that's why we cane
to the 15 percent rather than dealing with the tota
acqui sition cost.

Then the question came up, if | remenber
correctly, and | stand to be corrected if |I'm w ong,
but my nenory is, we said, Well, wait a m nute now.
You take the other acquisition for State Farm and
particularly USAA, and it's up around 18 or 19 percent
for other acquisitions, where it's a nmuch |ower figure
in terms of the independent agency compani es.

But agai n, because there was a good
feeling, we really felt |like we were doi ng sonet hi ng.
We really hoped with the training that would have to
be done and the market penetration that the conpanies
woul d now be assumi ng, although it would be
suppl enented by FIA through its servicing carrier
that we would allow to use the average for the other

acquisition, which is slightly inflated because of not
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dealing anything with the direct witers that had a
heavy all ocation of expense in that area. And we all
felt that that was fair.

But no one's done an in-depth study as
to what inpact that really had on the expense.
nean, we mght do a little research on that. But
again, it was trying to be fair in a way that the FIA
felt it could justify it to GAO and the inspector
gener al

So you nay want to | ook at the other
acqui sition again and what responsibilities are there.
O course, the FIA has inproved it, | think, with the
mar ket i ng incentives.

Now, | think the Cover Anerica was a
great program W were discussing about it earlier
today with a few fol ks that Cover Anerica has really
made the sale of flood insurance nore palatable to the
Ameri can public.

| know in the early, early years, people
were really mad at having -- being forced to buy flood
i nsurance. They had no perception of the risk at all
And | think Cover America has done an awful lot in
educating the public and naking the sale nore
pal atable. They still may not like it, but it tastes

alittle better.
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Ckay.

AUDI ENCE MEMBER:  Just your view. Since
t he begi nning of the program we've got basically,
wel I, 100 conpanies, Wite Your Om. There are over
5,000 i nsurance conpani es out there. Wat's your view
in terns of why the other thousands of conpani es have
not joined the progranf

MR, REILLY: Well, one experience we had
was with AIG and frankly, they -- | don't know if we
could find that paper, that Al G paper. They don't
trust the government. They were and renmin very much
afraid that once you took over the book of business,

t he governnment would pull out the option that you
couldn't take the risk. In other words, you'd be
stuck with the business with the risk by sone
congressi onal fear, by sone adm nistration rolling
over the insurance industry.

We al ways thought that was a little
schizo, but there were others that really felt that
you can't -- and they had listed historically, | don't
know how many things, in which the governnment had
betrayed their partners in the past. | can't run them
of f because | just don't renenber, but they were
pretty much convinced that you couldn't trust the

federal governnent on a financial subsidy arrangenent
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and that their push was that they push risk sharing on
you.

On risk sharing, | think risk sharing is
a real option that compani es ought to | ook at again.

Al t hough we went down in flames with the conpanies in
1977, one thing that was fashi oned was a very uni que
way of risk sharing. And it was a proposed regul ation
i ssued by HUD in 1977 which we called the Pointing
Formula. And one of the major architects was Gary
Countrynman and his actuarial conmittee.

Basically, what they tried to do
mat hematically, and | think they did do, is to say a
conpany that was in the program 20 years or nore was
al nost assured of an underwiting profit. It would be
pretty tough not to have an underwiting profit. You
would take a risk in the bad years. You would share
with the government in the bad years.

The sharing was done on an excess | o0ss
rei nsurance agreerment that went along with the risk
sharing. So it put alimt on the underwiting |oss
you could take in any one year

But the fornula then would shift the
next year, so it was pretty hard for you to ever take
a loss in the next year. And gradually, your risk

vul nerability would increase, so it kept nmoving with
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t he catastrophic events.

But it had the advantage that we felt at
that tinme was being able to say to Congress, we're
sharing in the bad years, and we're sharing in the
good years. And that just is a good acadenc
exerci se.

You m ght have sone of your actuari al
people take a look. It's just pulling out that HUD
regul ation. And that's one reason we kept in the
first paragraph of the arrangenent that the
long-term-- the intention of the arrangenent was to
generate an interest in risk sharing with the
i ndustry.

MR, LEIKIN: Frank, could you coment
on, | believe that Pointing Formula al so stil
retai ned prem um equalization

MR, REILLY: It would not -- thank you,
Howar d.

The Pointing Formula also realized that
the prem umincome was not actuarially sound, and it
made adj ustnments to take into account the |evel of
subsi dy.

But, | nean, all of these are just
probability and mat hematical. Howard has done great

work in terns of the probability of the financia
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i npact of catastrophes, which was very hel pful in
expl ai ning to Congress, you know, we were going to
| ose nobney sone years and we coul d | ose hig.

Does that answer your question?

AUDI ENCE MEMBER:  Frank, | have a
hypot heti cal for you. Know ng what we know now, but
pretending we're starting the Wite Your Om program
fromscratch this year, what would the top two nost
i mportant agenda itenms be as to start the program

anew, to you today?

MR REILLY: Onh, God. | don't know.
You know, |'ve been retired eight years now, seven
years.

| still think you've got a good basic

framework. And fromeverything | can see, it's stil
a col |l aborative framework, and you're in a better
position to say what shoul d be changed.

But | think risk sharing -- | know if |
was still a deputy -- he's not listening -- | always
felt | would be nore confortable if the company only
were feeling the | oss portion of the rate, and you had
flexibility to deal with the expense side yoursel ves.

Negoti ati on between partners over noney
can be counterproductive. It can |leave hard feelings.

| always used to say, it's too bad the people that do
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negoti ations can't buy a reinsurance contract because
they will always | ook bad to their nmanagement. No
matter what. Because that's the nature of
negotiation. |It's a conpromise. No one gets
everything they want. So your principals always | ook
at you like we could have got this. | really feel we
need a reinsurance program for negotiators.

Any nore?

MR. CONNOR: Thank you, Frank
Appreciate it.

Well, we certainly appreciate that
hi stori cal discussion, Frank.

There are nmany i ssues and el emrents that
you di scussed relative to the thought process that
went into the Wite Your Oan program and particularly
t he expense all owance which | think is certainly a
| earning process for ne and maybe sone others in this
room And we do appreciate your time. How long are
you going to be around?

MR, REILLY: You asked ne to stay unti
noon on the 18th. Unless you changed ny tickets,
Howar d.

MR, CONNOR: That's not why | asked.

| urge some of you to take advantage of

Frank's know edge and background. He's going to be
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around for the next couple of days. Take advantage of
hi m bei ng here and tap upon his expertise, and | think
that you'd be well served to do that.

At this point | think we'll take a break
and conme back in about 30 minutes, and we'll get
started with the next part of the program

(WHEREUPON, a brief recess was taken
from2:41 p.m to 3:15 p.m)

MR. CONNOR: We're going to nove ahead
in the program now.

If you | ook at your agenda, we're down
to the section that tal ks about a di scussion of the
government and conpany rol es.

Let me just give you a little background
internms of why | thought this was inportant that we
have this discussion. | think that, and nobst of you
will agree with ne, over the last three to four years,
ei ther through discussions with you and ot her conpany
representatives or with my coll eagues i n Washi ngton
and governnment, whenever we have a discussi on which
relates to the expense allowance, inevitably the
di scussion of the role of the conmpanies and the role
of the governnment always came up as it relates to the
conpensation el ements of the program And while

think nost of us will agree that with respect to our
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respective roles, nany of them have remai ned unchanged
over the years.

At the sane time, there has been sone
changes that have occurred, and for a good reason.

But | thought it mght be appropriate that we, to the
extent that we can, for a period of tine this

aft ernoon have a di scussion about that froma

hi storical perspective. And that is, to have a

di scussi on about what the roles were from each of our
organi zations at the inception of the program and then
to bring it forward and have a discussion in terns of
what the roles are -- our respective roles, the
government and the conpanies, as they stand today, and
why sonme of those rol es have changed and where do we
see the future in terms of how we nove ahead.

To help us with this discussion, we're
fortunate to have four individuals who have been in
the programfor a while and are very nuch
know edgeabl e with respect to how t hese roles, how
they were crafted, what the thought processes woul d be
and maybe even sone discussion in terms of -- or
insight in terms of why they have changed.

| don't need to introduce themall, but
| guess | should just in case sonebody doesn't know

who they are. But when we -- the first part of this
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di scussion where we tal k about the early part of the
program the inception of the program we're going to
have, speaking for the government side, Frank Reilly.

And for the company side, representing
t he conpani es' perspective, we'll have Larry Pal ner
who is vice president from Redl and | nsurance Conpany.
They will begin the discussion fromthe inception of
the programand bring it forward.

As we cone up to where we are today in
di scussing and identifying what those rol es are,
that's when we'll ask Corise Mrrison, who is the
chair of IBHS flood conmittee, who is executive
director from USAA, and Howard Lei kin, our current FlIA
deputy adm nistrator to discuss where those roles are
today as we | ook at the operation of the programtoday
and where we see it noving as we nove into the future.

| woul d encourage you -- this will not
be a point/counterpoint discussion. This is going to
be basically a discussion fromeach of their
perspectives. And | think as Frank gave us
information earlier in terns of sone of the thoughts
that went into the creation of the Wite Your Oan
program the expense allowance, | think that this is
al so going to be somewhat informative in a sense that

we can all get a better understanding of why the roles

JD REPORTING | NC. (602) 254-1345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

NFI P FLOOD | NSURANCE MEETI NG, JANUARY 16, 2001 70

of each of our organizations were the way they were
then from our perspective and yours and how we | ook at
t hi ngs today and perhaps why they have changed.

So we'll start with whichever one of you
guys want to go first. Frank or Larry. And then once
you' re done, we'll pass that on and bring it up to
today's activities with Corise and Howard.

The final thing | will say is there wll
be an opportunity to ask questions. There's nothing
formal about this. |If there is sonmething that you
hear that strikes a question in your mnd, if you want
to ask a question, then by all means, ask a question
O if you want to wait, that's fine. Any one of these
i ndividuals are nmore than willing to respond to those
guesti ons.

MR, REILLY: Well, obviously the
government role is to make sure that the programlives
within the authority of the statute. And that's
pretty much done by the regulations that are
promul gat ed

Early on in the discussions of
rei nvol ving the insurance industry, both the industry
fol ks and the FI A agreed that under the auspices of
the old National Conmittee on Property |nsurance, the

Fl ood I nsurance Committee would be formed in which
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they could deliberate on operational procedures and
coverage. But it was really the final responsibility
and authority of the admnistrator to pronul gate the
regul ati ons that forned the framework, the policy, the
financial control plan, the cash nmanagenent

procedures.

And then sone of the nonregul atory
t hi ngs, the wind and water nanuals, was our
responsibility after deliberation with the industry,
mai nly through the auspices of the NCPI conmmittee
which is now the I BHS comittee.

We had for a long time the Agents’
Conmittee, which is another avenue that the FIA gets
input from and the flood comrttee does -- has
representation on the Agents' Committee.

So again, it's to -- the governnent role
was to foster, to the extent we coul d, comunication
so as to strengthen the relationship. There's nothing
as debilitating in partnership as one partner to fee
sonet hing is happening that they did not know anyt hi ng
about. So it really fell upon the FIA of the
responsibility to assure that this -- these
comuni cation |inks were maintained.

It was al so very inportant that

the -- that we be able to answer to the people who
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i nvestigate us, the GOA, the inspector general, who
could be potential adversaries to the conpanies in any
situation to try to head it off. In other words,
early detection of problens before they could becone
maj or probl enms, which would reflect upon the i mage of
the rel ationshi p.

In order to do that, right fromthe
outset, the industry and the FI A people agreed we
needed a standards conmittee because one of the things
t hat broke down the previous relationship was a very
adversarial nature under which we would do a review of
the work being performed by the servicing carriers or
the NFIA

So what we did is we formed a standards
conmttee, which would be nade up -- it started with
three and three, but it's five and five. But the
nunbers are not inmportant. \What was inportant was
that the industry would provide people in all the
di sciplines that the adm nistrator and the chairman of
the standards comrittee felt were necessary. So we
need obvi ously underwiting and cl ai ns, nmanagenent,
and financial managenent. And | don't know about --
we had actuarial in there.

And what was the other one, Howard?

But anyway, the mmjor disciplines had to
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be covered by the industry.

MR LEIKIN: Systens.

MR, REILLY: Systens.

On the government side, to the extent we
could match that, which we couldn't match them all
but what was inmportant on the governnent side was to
have people famliar with how t he government cash
managenent wor ked and the way regul ati ons work and t he
way regul ations -- in other words, expertise on the
side of administering a program under a federa
governnental structure.

It was agreed early on that the
adm ni strator woul d nake official appointnents of the
menbers, but all the industry people would be
nom nated by the industry. The adninistrator's
oversight was really just to assure that the
di sciplines were covered. In other words, they didn't
want 500 of us. They would say, You got to go back
and do it again. W never had that problem

But because the FI A admi nistrator
appoi nted the people, the chairman of -- the committee
woul d al ways be chaired by the insurance industry, and
they woul d sel ect the chairman. The reason was, if we
had an operational concern with a conpany, or even

nore broadly with the programitself, the FIA
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adm ni strator would not take action w thout first
getting the input fromthe chairman personally.

In the early days of the program-- and
now you're a little nore settled. Nowwe're a little
nore settled. In the early days of the program that
wor ked very well. And the thing mght have fallen
apart, except for the fact that before it cane to the
attention of the administrator or the GAO or the
i nspector general -- by the way, the inspector genera
sat in on all the nmeetings. They were invited to al
the neetings to sit in so they could hear the
del i berati ons.

Since the deliberations dealt with
i ndi vi dual conpany performance or conpl ai nts agai nst
conpany operational procedures, this was a very
close-knit group. It was not open even to other FIA
peopl e unl ess the adm nistrator deenmed it was some
reason that it should be. Also, industry people other
than the standards comittee nmenbers did not attend.
We tried to keep it as confidential as possible
because it sonetinmes dealt with allegations and
suspi cions rather than with facts.

But what we were able to do by having
t he chai rperson, an insurance industry executive, they

woul d contact the CEO or chief operating officer or
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sone high official above the principal coordinator to
say, We think we have a problem and neet with that
executive to say, Here's what we are finding.

And | must say that we had an
out st andi ng col | aboration with that chairnman. He
usual Iy had an FI A person fromthe standards conmittee
attend that neeting so that we were on the sanme page,
if he had to report to the adm nistrator

And in the early days, we had as many
as, | guess, about 24 conpanies who just said they
couldn't neet requirenents, and they pulled out of the
program But there was a strong belief that we head
these things off. |[If the conmpany couldn't or didn't
understand the program-- that's why it's a one-year
deal. Every year they have to sign up again. They
pul | ed out before they were too deeply enneshed and
had conmm tted too nany resources and expenses.

But it's still very inportant if there
is a problemw th a conmpany, no matter where it
surfaces, we believe that the standards comittee --
whi ch neans that conpany has a friend in court --
there are five other people who know the disciplines
of operating a day-to-day property insurance program
who get a chance to | ook at what is perceived to be

the difficulty. And our rule was to listen to what
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their professional opinions were, and if it could be
fixed or rehabilitated or whatever the situation is,
t hat was supposed to be the adninistrator's initia
course of action.

So this was, again, to foster, again, a
cooperative effort and to keep these operationa
aberrations from spreading or getting worse. And so
that was -- | guess that type of cooperative oversight
was the federal role.

Now, there were a | ot of operationa
things, and Larry has provided me with a list of
things. | mght ask Larry to get some of the
operational aspects that we got involved in in those
early days.

MR. PALMER: Thank you, Frank, for that
segue.

| must say, when Ed called nme up to ask
ne to give a perspective on the early days, first of
all, I"'malways flattered to be invited to participate
in these things. And then | got to thinking, My gosh,
do you think I've been in this too long? And really,
folks, | started in this when | was in nmy md 30s.

MR, LEIKIN. He said the early days, not
t he ol den days.

MR, PALMER. But yes, | can give a
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perspective back to the very first policy that was
witten under the Wite Your Om. And Frank reni nded
me in his presentation of a |ot of those.

And what | did was | went back and
| ooked at the agendas on the Wite Your Oan
conferences going back to the unofficial one in
Cak Gove, Illinois, and | kind of traced that over
the 15-, 16-year period and have broken this sumary
down into three areas. And it kind of rem nded nme
when | had to go in and explain this concept of the
Federal Flood |Insurance Programto the profitability
comm ttee.

And you m ght renenber that there were
just -- the conpany | was with was not involved at the
high levels, like State Farm and USAA and Nati onwi de,
and all the background and the devel opnent of this
t hrough the old NAII days evolving into the Nationa
Fl ood | nsurance Program as you see it today.

W& were a comnpany | earning about this on
the periphery. And it rem nded ne, it was kind of
like a skit that you woul d see on Saturday Ni ght Live.
If you can imagine ne going into the profitability
conmttee. And back then in the early '80s, you could
still smoke in the board room And | was charged with

the responsibility of explaining this concept to the
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senior officers.

And the story kind of goes like this. |
was doing ny pitch, and | have never seen cigars
sucked down that fast in my life, but, poof, five
m nutes, they were gone. And the idea was, what, you
nean there's a programout there that pays you a fee
to use your property and casualty charter to front a
progran? And what, you nean all the | oss adjustnent
expenses are paid in addition to the |l osses? And
what, you nmean there's 2 million policies out there
and you get to junp at themalong with everybody el se?
| mean, it was the beginning of a feeding frenzy for
about the first five years.

And that's kind of what | was thinking
about when | went in and | ooked over the history
starting in 1983, '84. And | broke it down into three
concept s.

Basically, from 1984 to 1988 you were
getting to know the basics. And then from 1989 to
'94, the focus becane on the market. And then from
'95 to the present, the maturation of the program or
the reality of where we're going.

Sone of the points | discovered from
early Wite Your Om conferences basically built

around the thenme of the partnership. And | renenber
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doing a panel with Mke My where we tal ked about this
partnership. And bottomline, the definition of the
partnership is the sharing of resources. 1In this
case, it was the resource of the talent of the

i ndustry.

The initial concerns in the '84 to '88
peri od were sonme of the basic itens such as where do
you report this product line in the yell ow book and
annual statenent? | think the initial statement was
allied Iines, and nowit's evolved to specific |lines.
And then the prem uns assessments boards and bureaus.
And then the guaranteed fund assessments. Those were
all factors to take into consideration

O course, the infamous rollover. You
had about 2 million policies that were up for grabs
that were purposefully being shoved out of the federa
programto be passed around the private industry to
benefit and service the customers. And all the
di stribution channels were in the niche of agents from
the direct witers to insurance agents to captive
agents.

And in that five-year period, it was
al so inmportant to attract new Wite Your Owm conpani es
as well, in addition to the ones piped in with the

experi ence of the programprior to the "83 to -- |
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think it was Wally that nentioned there's sonething
like 3,000 to 5,000 property and casualty conpanies in
the United States, and yet there's only about 100 of
themthat are participating in the program

I think the inpression was that, well
we'll wite nore business if you just sign up nore
Wite Your Om companies. And that proved out not to
be the case necessarily.

VWhat to do with agents and how do they
operate under the progran? Do they have to be
appoi nted? And where are existing agents? They are
not a problem but what about new agents to sell this?
VWhat are the procedures to foll ow under those
ci rcumnst ances?

Clains. GCetting experience with clainms
under the National Flood Insurance Program was anot her
issue. And also, the initial interpretations under
the Wite Your Oan arrangenment. Basically the fee
i ssue, but also to make sure we weren't an agent of
t he governnent because that created a whole different
set of rules if you were to conply with that.

Al inall, | think the first five or
six years of the Wite Your Oam conferences were
basically identify the basics, develop the

partnership, figure out what to do with this program
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to nove forward.

| don't think there was nuch focus on
the market though. It was a gigantic rollover in the
first five-year period. And then about 1989, we had
t he fanous hurricane that went through the Carolinas.
What's the name?

Hugo. And | think everybody woke up big
time to what this programwas all about. There were
enough fl ood policies issued to the Wite Your Oan
infrastructure that the inpact was significant. Not
only was there the chall enge of clains worthiness of
the Wite Your Oan comnpanies to perform even though
the | osses were paid through the National Flood
I nsurance Program the private conpanies coul d not
call out the National Guard to hel p them adm nister
their |osses.

And the point that Frank nmade early on
it was a worry about the infrastructure on the claim
side whether or not the industry could handle this.
They had the arrangenment in place, but had they ever
been tested?

O her issues in the 1989 to '94 period
too in focusing on the nmarket was the insurance versus
di saster assistance. There was evidence that existed

of other alternatives to insurance; that a | ot of the
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peopl e that built hones on the floodplains are

fam lies that have lived there for years and were
relying on free noney basically paid by you and ne as
t he t axpayers.

And that al so chall enged the narket
because | think it was a mind set of | don't need to
buy flood insurance because Uncle Samis going to cone
in and help me if ny house is flooded.

Mtigation and map i ssues. Figuring out
how best to dissemnate the maps. And education, how
to read them and the agents to nake correct
adjustments as to witing a policy.

Statistic reporting. The PRP
devel opnents. Think about a way to expand the market.
It was bringing it to the people on the fringe fl ood
zones to be seen, now the X zones. That was
i mpl enented in that time frame.

And the infanmous |egislation, Flood
I nsurance Reform Act of 1994. That pretty much
recogni zed the fact that the two mllion policies were
basically rolled over fromthe National Flood
I nsurance Program But unfortunately, the
marketability of the policies to the Wite Your Omn
i nfrastructure was not devel oping at the pace

everybody had expected.
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So we concluded that five-year period
from1989 to 1994 by starting to reeval uate where we
were going with this concept. And that brings us up
to 1995 through the present.

And clearly, this work in progress for
the first ten years continues to be just that, a work
in progress. It is getting better and it is maturing
and we're getting nore sophisticated problens as we
start to look at it. Certainly, the agents have
become nore sophisticated.

VWhat is on the radar today is |egal and
l[itigation issues. | think Spence Perry recognized
there was an incredible anmobunt of nmoney goi ng out the
door just on the litigation side of this. The Wite
Your Own conpani es were now being sued in the
performance of this arrangenment with the government.
And how was that really going to work?

And | know in our case, having | awers
out there that had experience with the National Flood
I nsurance Programwas rare. They were chargi ng many
hours of billable time to do research on a program
t hey knew not hing about. And they started out with
prairie fires and natural disasters. It had nothing
to do with floodpl ain nanagenment and stuff |ike that.

I think Spence set the rudder right on that by
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focusing and controlling that and setting sone
gui del i nes.

Subst anti al damage and | CC becane
significant issues, and today we understand why that
is important with the natural disasters.

Repetitive | oss and the conmunity
rating. There's no question that that is -- we focus
on the rating, the actuarial soundness of the program
and justifying it to Congress and why we're continuing
to pay under this program

If this whole programwas sinply a
private property and casualty company, would you
continue to underwite that risk and continue to keep
payi ng for those | osses year in and year out? W have
to look at this as a private conpany and what has
evolved into it.

Cover Anerica, fee issues and incentive
bonuses. Though | think we have various opinions
about the significance of Cover Anerica, | think when
we all sit back and think about it, as they say in the
federal city, at the end of the day, it has
contributed to where we are with over four mllion
pol i cies today.

Sone of the Wite Your Oms, their egos

are such that we did this on our owmn. But elevating
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t he awareness and a perception of risk, teamed up with
the Fl ood | nsurance Reform Act of '94 on the
conpliance side, really has nade this a little nore
pal atable to the typical average consumer today that
has to make a choice, whether they are required
through a |l ender or purchase it voluntarily, that they
are aware that it does flood, that it is a significant
calamty in our country, and that it is wise to
protect their investnent with the policy.

No | onger do | have to explain when I'm
out trying to sell a flood policy why there is that
value there. It is beconing increasingly apparent to
themthat it's valuable. The questions today are, is
the value there? |s the price right? And what am |
getting for this coverage?

Project inpact, mtigation and
controlling clainms expenses are still on the radar
today, as is the coverage and the policy rewite. And
as we start this new year, we're dealing with a whole
new policy in a sense that is a renai ssance to the
coverage that we've been providing for the | ast
15 years.

It's going to create new chal | enges for
us and new | evel s of sophistication of litigation and

t he defenses of the Wite Your Om. And al so, believe
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it or not, we're tal king now about alternatives to the
Nati onal Fl ood I nsurance Program bearing risk and
t hi ngs al ong those |ines.

But where we go into this year -- and
there's a lot of Wite Your Oan conpanies that are
represented in this audience. W really don't stop to
think all about the aggressiveness that we do to
market this program to try to get our narket share
to maxim ze the incentive bonuses and things |ike
t hat .

The thing that we're forgetting to stop
to give some thought to is the fact that | ook at how
many t housands of families that the Wite Your Om
program has hel ped in the clainms administrations of
this programover the years. Going on 16, 17,

18 years now, that's kind of a side issue that we
don't enphasize that we need to tell Congress about
t hat has been administered fairly well

This does help fanilies out, whether the
policy is witten through Travel ers I nsurance Conpany
or Bankers or any of the good Wite Your Oms out
there. The fact of the matter is, a lot of clains
have been paid over the years. They have been
admi ni stered on bal ance fairly well and a | ot of

peopl e have been better off today under this program
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than they woul d have been without it.

Wth that, | will pass it onto Corise.

MR, CONNOR: Can | just ask a question?
Three areas that |I'mcurious to get both of your
perspectives on with respect to the roles of the
conpany or the conpanies in the early days. Training
and education as it pertains to agents and cl ai ns
adjusters. Underwiting integrity. Wen | say
"underwiting integrity," |I'm speaking about the
underwriting of the individual risk. And then the
| ast pi ece being the narketing.

VWere do you see those roles? What was
the intent in the early days fromthe perspective of
t he conpany and fromthe perspective of the governnent
on those three operational areas?

MR PALMER | think in the first five
years, there wasn't as much enphasis hit on the
training and education down to the agents' level. It
was nore at the conpany |evel.

But then | think it evolved to the point
that it was a narketing tool to get your conpany out
and get involved in the education and training and
devel opi ng your expertise, for not only your agent
force, but also in the communities as well.

And | think that is a good point. And
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it sonewhat had been overl ooked, but that, clearly for
about the last ten years, has been significant.

W' re concerned about the nmanual, and we
have a new one out now. And there is way nore agent
training and train the trainer going on than there was
ten years ago. And that's part of the maturing of the
pr ogr am

And then the underwiting integrity,
there's a lot nore enphasis in the last five years on
the Wite Your Oms conplying with the rules and
regul ati ons under the National Flood |Insurance
Program and that neans the underwiting guidelines.
| don't think there was nuch enphasis on that in the
first part.

MR, REILLY: Although there was a | ot of
enphasis on the rollover, the FIA through the NFIP
servicing agent really took the burden of having the
agents' training prograns and the clains adjuster
progr ans.

The problemwe had is we weren't getting
the agents in enough force and we were -- know edge of
the program And we were astounded at the ignorance
of so many agents about the flood i nsurance program
and the misinformation that was getting to them

So there were probably good reasons, but
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there was i mrense frustration at the FIA that the
agents were not getting the nessage and were not in
| arge enough nunbers and not understandi ng the program
and really providing msinformation to their

pol i cyhol ders.

So we continued to have our CSC, and
bef ore them even EDS, run the agents' training. W
hoped that the industry would suppl enent that or
somehow get nore agents to these neetings. Although
we did get quite a few, | don't knowif there are
repeat perforners, but we used to publish sone
nunbers. | don't know

Do we still do that, Ed?

Woul d you agree that that was our nmjor
frustration? The details -- | nmean, telling people
you can only buy insurance if you're in a specia
flood area. That was a common feedback we were
getting after a flood.

And so in the early years, this was, |
woul d say, very frustrating to us that the agents
training just wasn't working to the extent that we
hoped it woul d.

But on the other side of the coin, we
found -- we found we did get relief when it was al

federal after a significant-size flood. Since it was
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all federal, if the policyholder didn't |ike the
treatment by the claims adjuster or didn't like the
settlenent, we started to have to deal with
congressional staffers who were acting much |ike
public adjusters.

So we suddenly turned. Since it was al
federal, we started to get alot -- and the mail we
used to get was just overwhelmng at the FIA. W were
so late on answering mail, we were forever being beat
up by the FEMA director's office. It was very
difficult.

So fromthe FIA enpl oyee point of view,
and certainly mine since |l had to sign a |ot of those
letters since it was too overwhel mng for the
adm nistrator to sign themall, it was a great relief.
When the conpanies got involved in the clains process
under a policy that had their name, it didn't connect
anynore. They didn't go to their congressman
apparently, and suddenly we were relieved of what was
really an insurnountabl e problem

So there was a great plus in nmy mnd
that the industry using its nanme and its
infrastructure was settling clains faster. There were
| ess gaps in the coverage. Before, it used to be we'd

get there | ate because the compani es woul d have
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ongoi ng rel ationships with adjusters. W only had the
temporary shot at it fromtime to time, right, and
maybe in states not for a couple of years of any

signi ficance.

We would arrive there late and the
i nsured woul d suddenly find out his homeowners for the
wind and the rain and the flood that we were offering
didn't cover the loss. And us being there late, we
were the bad guys. So there was a | ot of good things
that went on.

And | think | mentioned earlier, and
think that has helped, is a few conpanies, we actually
used the conpany's adjuster. W nmade an effort to use
t he conpany's adjuster even though we had the direct
i nsurance, to use either the WN pool or the conpany's
own adj uster and |l et them adjust both |osses just to
solve that kind of problem But we see a lot |ess of
that, if I"mright.

So on the other side of the coin, it
wor ked very well. So the adjustnent of clainms, which
is really delivering what insurance is all about,
bringing the benefit to the purchaser, to the
consuner, was working much better in my mnd than it
did under the old federal

But we're really having trouble with
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agent training. Do you agree with ne on that? |
don't know if that's been sol ved.

AUDI ENCE MEMBER It hasn't.

MR, REILLY: And so, anyway, that's an
ongoi ng probl em

MR, LEIKIN. On our side we wind up with
di fferent perceptions than the conpany folks as to
what's being done with agent training. Because
think if we're tal king about our evolving roles, in
many respects, which I know we've had di scussi ons back
i n Washi ngton about it, that's one area where | think
our role has expanded as we tried to fill certain
voids in the agent training arena.

It's an area that Corise and | and
Jo Ann and ot hers have had sone di scussions about it
being ripe for us to take another | ook at the roles
that we're playing in agent training to see that it's
done nore conpletely and efficiently.

AUDI ENCE MEMBER: | just wanted to
conment on that, Howard. One of the steps maybe we
may need to better refine is who our training audience
isin terms of the agents.

I think one of the frustrations from
|"msure fromthe conpanies' standpoint, is there's a

certain corps of agents that we're not all concerned
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about their training. They are good agents and doi ng
a good job, and that's the same from our perspective.

And then there's the broad nass out
there that we've never been able to cone up with a
good schene as to how you reach an agent that wites
five policies a year.

And so | think probably what we need to
try to understand is who the audience is and break it
down in sonme kind of |ogical components and address it
in sone targeted way, rather than just shotgunning
everybody out there.

I just think that may be one of the
steps in the process.

MR, LEIKIN. Certainly would seemthat's
part of it.

I think we found a few years ago when we
were doi ng our intense evaluation of the comunity
rati ng system we had a nunber of
i nformati on-gathering efforts to see whether that was
fulfilling its objectives. And we had a nunber of
focus groups, with agents in particular, to find out
about whether they were being served by the activities
we were crediting to CRS

But what we found in that process was

that they were -- and these -- ostensibly when we set
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up the focus groups, these were agents who were

i ntended to be nore know edgeabl e about the program
We found that they were sonewhat al armngly

unknow edgeabl e even t hough they were purported to be
t he know edgeabl e agents.

So we know we have an issue to grapple
with together still.

M5. MORRISON: | think in addition to
that, | know there's a |l ot of conpanies, at least in
the I1BHS commttee, we conduct our own training.

One thing we're concerned about is, are
we communi cating the correct word? Do we have all the
i nformation we need and the tools we need to be the
ri ght person to conmuni cate these changes or the
program policies? Are we naking the correct
i nterpretations?

And that's sonething that even in | BHS
neetings we discuss at great lengths, so that's
anot her concern we have with training. W need nore
information to be able to assure that we are
conmuni cating the accurate word to the agents.

| promise I'lIl go fast, so for once
don't want to be responsible for a flood commttee
neeti ng goi ng beyond the agenda.

As | see it, the conmpany role, for the
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nost part, is probably the sane as it started, and
that's to be in partnership with the Wite Your Om
programw th the federal governnent, to offer flood
i nsurance to consuners as an alternative to relying on
di saster relief when a flood occurs. And | think that
is still primarily the role that we serve

' mgoing to come about it froman |IBHS
perspective and the changes that |'ve seen in the |IBHS
conmittee since |'ve been a part of that comittee,
probably sonet hing between seven or eight years.

The mission of the committee, whether it
was NCPI or |IPLR, or now IBHS, was to be a liaison
bet ween the insurance industry and the federa
government on technical matters as it relates to the
Nati onal Flood Insurance Program and the fl ood policy.

And when | first started on the
conmittee, | think it certainly did serve that
purpose. W tal ked about technical nmatters nore than
anything el se on the agenda, whether it was rolling
out PRP, the credit card, considering el evation
certificates, central repository, condo inspection
just a nmultitude of things. Basically technica
matters. And providing i nput back to FIA on ideas
that we saw for the program and the direction that we

t hought the program should go froma technica
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standpoint relating to trip plan or anything el se.

We still have those topics today, but
what | see is there's an underlying discussion about
the future of the program and the changes that we see
now concern us at tines about where the programis
evolving to

["l1'l go through a list of some of these.
And at tinmes, even in the IBHS comm ttees, we've gone
through this and kind of |ooked to try to see, where
are we taking this programin the next few years? Are
we focusing on marketability of the product, or are we
focusing on reunderwiting the product we have today?
Are we doing our best to nake sure that costs are
controlled, or is that not an issue?

Sone of the changes that we assist wth,
like policy rewite, that was certainly a step in the
right direction. That's something | think all of us
were on board with, and | think we've cone up with a
product we rolled out and going in the right direction
on that.

Cover Anerica was the sane thing
Federal preenption. W partnered with the federa
government in coming up with very inportant rules and
gui delines around that. So there's been a |ot of good

wor k together coming out with sone very good results.
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Al so, there's other topics |ike address
corrections, PRP cleanup, whether it's claims |oss
history or renapping. A proposal to maybe do a
nonspeci al flood hazard cl eanup. Renmapping all those
and |looking to see if they are still accurate or the
grandf at her should be taken away. Shoul d the subsidy
be reduced, and how are we going to do that?

What about the repetitive |oss progranf?
There's anot her program where we | ook at that, and it
| ooks like a reunderwiting effort. Monroe County
conpliance is another one of those issues which served
the reunderwiting purpose rather than make the
product nore narketabl e.

As we | ook at sone of those proposals,
sone of themare already in place, and sonme of them
are still on the table to consider. Wat it does is
it certainly adds, as we all know as Wite Your Oan
conpanies, a |lot of costs to our operation.

In many cases, it's taking the business
away fromus. W're losing the business, we're |osing
the policies in force and we're |l osing the prem um
We're not getting anything back in return out of that.

We understand certainly the repetitive
| oss program W understand the basis for that and

why that was very inportant. But the reality is that
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was a very expensive program and in the end, we've
lost the witten premiumfor that. And being very
frank and candid with everyone, because npbst everyone
sits on the IBHS conmittee anyway where those kind of
i ssues, | think, contributed to why we're here today.

Where are we taking this programso that
all of us, whether we're a Wite Your Owm conpany or
fromthe FIA we understand where we're going so we
can go together, rather than somewhat at odds with
each ot her.

So | think really that's where | see
where we are today. Trying to nail that down, so if
the enphasis is going to be on reunderwiting, we
understand that. O if it's still focusing on
mar keting and nmarketability of the product, we can
nove in that direction.

But at |east over the next short term or
long term whatever you mght see fit for your
i nvol venent in the program we all can nove in that
di rection together.

MR, LEIKIN. Well, one thing about going
l[ast in a chain of everyone tal king about their roles,
| can pretty nuch throw out nmy presentation
particularly when we didn't coordinate this ahead of

time. So if this sounds a little bit fractured,
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you'll have to forgive nme because |I'm piecing together
actually a whol e new presentation.

But doing that on the fly, | thought
about, well, what are some of the main influences that
drive us towards the roles we're playing and our
poi nts of view

Certainly one of them as Frank talked
about a bit, was this idea of program and financia
control in the early days. 1In consideration of that
and in the devel opment of the Wite Your Owm program
we can't enphasi ze enough the significance of what we
had to prove to others, driving us to mechani snms that
were not only exercised fromthe program but
di spel | ed any appearance of anything ot herw se.

And that leads us to certain statistical
and financial reporting requirenments on this program
that may be a bit nore detail ed than woul d ot herw se
be the case.

We certainly -- of course, as of now,

t he governnent assunes all the underwiting risk.

And, of course, what that neans is that ultimately the
t axpayers are assuming the underwiting risk, which

| eads us to certain viewpoints as to whether -- as to
the financing of the program and the consi derations of

underwriting decisions and what we're doing to nove
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t he program towards eventual actuarial soundness.

Maybe the biggest role that FIA plays,
the biggest role we play really transcends the Wite
Your Oan program The role we play as stewards of the
totality of NFIP goals, we nanage the business
operations, pursuing insurance and financia
obj ecti ves.

At the sanme time, it's incunbent upon us
to support the mitigation and fl oodpl ai n managemnent
obj ectives of the National Flood |Insurance Program as
wel | as coordinating the governnent's responsibility
in providing disaster assistance. And, in fact, it's
those other goals that justify, to a |arge neasure,

t he invol venent of the government in insurance.

For those in this roomwho have foll owed
sone of what has transpired with proposals for other
nat ural hazards insurance approaches, that -- how
i nsurance interacts with mtigation efforts and
encour agi ng appropriate mitigation decisions is a
sticking point when discussions are held with the
potential of the governnent stepping in some expanded
financial role in other natural hazards. So our
challenge in FIA along with you, is to strike a
careful bal ance of these often conflicting objectives.

I was nentioning to sonmeone earlier
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today that we wind up in a role which I would describe
as sort of a go-between role because we wi nd up having
certain discussions with the -- on the insurance

busi ness end. W have certain other discussions with
the I ending conmunity. And we certainly have very

di fferent discussions with the floodplain managers and
their objectives and what they are expecting fromthis
program And really, sonmetines it feels |like the
shuttl e dipl omacy between the Pal estinians and the
Israelis doesn't really hold a candle to what we go

t hr ough.

But in |ooking at how our rol es may
change in the future, | would like to talk a bit about
our blueprint for the future that we have devel oped
along with -- | would certainly add the fine
assi stance of Keith and his folks who -- Keith and one
folk being in the back there.

We put this -- we've devel oped this
blueprint for the future with a lot of input gl eaned
fromsignificant discussions that were held with a
vari ety of stakeholders. And we broke it down into
three visions for the future, each of which we've
devel oped certain goals for

Qur first vision element of our

blueprint is a program-- and |'mgoing to have to
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read this because | haven't really absorbed it enough
to be able to spout it out. One of these days. A
programthat efficiently delivers insurance products
that are accessible, desired and seam essly provided
to our custoners and partners.

And to support that vision elenent, we
have t he goal s of increasing the nunbers of policies
in force and al so to provide fast and accurate program
policy, technical guidance and programinformation
anmong all our divisions and anmong all our
st akehol ders.

Second vision elenent is a program where
conmunities not only neet but exceed our fl oodplain
management standards. And in support of this, we have
a goal to optimze the current node of what the
i nsurance contribution should be towards achi eving
conpliant, disaster-resistant comunities.

We have a nunber of efforts underway
that should begin to come to fruition over the course
of this next year which should give us an opportunity,
| hope, that we'll have a forumtowards the end of
this cal endar year where we can bring together the
i nsurance industry, the floodplain managenent and the
mtigation and to really jointly discuss how, after

30 years of the NFIP, the insurance side should be
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supporting the floodplain managenent side and vice
versa.

Hopeful ly, sonme of the details that are
needed or have been needed in the rating systemthat
can nake life difficult are not as necessary at this
point intinme. But it nay nmean that we pick up other
responsibilities as a trade-off. And we shoul d | ook
at that together as far as what can be accommudat ed
from a busi ness perspective and what needs to be
accommodated to further justify why we're in this
program

The last vision elenent is a program
that is financially sound, both as an agent of change
and as a long-terminsurance solution. And in support
of this vision, our goals are to identify and
i mpl enent nechani sns that achi eve financial soundness,
per haps even redefini ng what financial soundness neans
for us at this point in tinme beyond where we've
defined it so far. And to review underwiting results
and incorporate new risk information as they becone
avai |l abl e.

Although it's a little bit premature for
us to be talking in too nmuch detail about where we'l
be going in terns of business process and inprovenents

stemming fromcarrying out this blueprint, it is safe
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to say that we should at | east be exam ning our roles
and the systenms that will be needed to carry them out.

Future roles. W should be | ooking at
nore econonmi es of scale. There are econom es of scale
that are not available to any one conpany that | don't
thi nk we have dealt with enough in crafting what
servi ces perhaps should be provided on an overal
basi s.

The bureau function of collecting and
di ssem nating information is a role that needs to be
| ooked at as our roles perhaps shift, and
particularly, if we -- in our discussions on what
roles we should be bearing in relationship to
conpensati on schenes. Perhaps -- and naybe this tal ks
to some of the concerns, perhaps the reunderwiting
efforts; that we need to enbrace nore of a front-end
i nformati on and service role, rather than as so much
of a back-end quality control role, especially in the
underwriting area.

I'd like to see FIA play nore of a, |
think, a facilitation role as opposed to a go-between
role that | mentioned before. That we get different
sectors tal king to each ot her

And to the -- in the future, where this

programis headed, we need a bit nore appreciation --
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or 1'd like to see nore appreciation and an enbrace of
the mtigation objectives and need you to be exploring
how we can neet them It's what will actually provide
the incentive to do that.

Maybe it's tine, and we'll hear a little
bit of this over the next couple of days, maybe it's
time, and certainly it was originally envisioned to
think nore in terns of some risk-sharing role, and
maybe that's what fosters this |arger view

There is certainly a role for the
prem um structure in NFIP to encourage appropriate
mtigation and | and use decisions. Again, that's,
think, a particularly inportant feature to have
in -- sonehow in our structure that continues to
justify the governnent being involved in the flood
i nsurance program

MR. CONNOR: Howard, is there, w thout
going into a |lot of detail, because | know that we
don't want to do that yet, can you conceptually
descri be how this front-end underwiting would work?
Hypot heti cal | y.

MR LEIKIN: Well, there's really a
range. We worked on this blueprint for the future,
not as in isolation fromour intention to | ook at what

busi ness process we have and what concepts of
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operations should be explored for the future.

And particularly with regard to our
rel ati onships, our relationships with the conpanies,
interms of a concept for the technol ogy that's needed
for the operations, it ranges from naking hardly any
change at all fromwhat we currently do to perhaps a
set of capabilities that gets us quicker access to
each other's information, gets us out of the 30, 60,
per haps even | onger turnaround times, and for us
receiving the data fromconpanies and turning it back

Today, we have technol ogi ca
capabilities that weren't avail able even just a few
years ago that facilitate a much qui cker exchange of
information. And there is an extreme concept of
operations, at |east extreme from what we have today,
where we perhaps take on nore of a processing role
where, again, we want to retain the character and
flavor of what it really nmeans for a conmpany to have a
relationship with its agents.

But again, in terms of these econom es
of scale, there are perhaps systens that coul d be put
in place where rather than having certain transactions
hitting a conpany system and | ooki ng at busi ness rules
for whether it's an appropriately underwitten policy,

rated policy, it can be done once because it's done in
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sone central |ocation.

But there are certainly pros and cons of
each in that continuum of possible arrangenents,
concepts of operations that need to be explored. And
we haven't done that. Certainly we're going to do
that. W need to do that with the conpanies. And
we' ve just begun those kind of discussions ourselves
as to where things mght head.

AUDI ENCE MEMBER: In regard to risk
sharing, does that happen before or after the program
is financially sound?

MR, LEIKIN: In what was discussed
earlier as a starting point, let's say the Pointing
Formul a, that approach would still be necessary today.
Maybe not necessarily the Pointing Formula. But
obviously, we're not actuarially sound today. So if
we're going to wait to be actuarially sound to hold
t hose di scussions or to get us down the road, noving
nore towards that eventuality, | would say we can't
wait. Sonme other arrangenent would have to be nade.

W're still quite a ways away -- well
as you know from our discussions we've had with the
flood comittee, when we tal k about subsidy reduction
and repetitive loss, it is certainly driven by quite a

|arge premiumshortfall, even for the current
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busi ness, even what is out there and not insured, to
the tune of about 800 nmillion dollars a year, we
estimate. Maybe this is what causes the industry

ni ght mares to have the risk thrust upon them w t hout
accommodating that reality.

MR, CONNOR: Just one final question
that | had that | wanted to ask. And that is, the
bl ueprint that we've tal ked about, can you tal k about
the rel ationship that that has to the conpanies
expense al | owance? What we pay themor how they are
to be conpensated. |Is there a relationship?

MR, LEIKIN: | would think that when we
get into concepts of operation where we perhaps change
our roles, nmodify our roles in terms of who's
perform ng what function, it has to have some i npact
on di scussi ons of what the appropriate conpensation is
for the expenses of the conpanies.

It should be sonething that we talk
about over the next day. | think it's -- we don't
have a |l ot of details at this point, but it's
certainly -- if we think through together what role or
what operations could be performed centrally versus at
the conpanies, it certainly has a bearing on how we
ei t her conpensate or charge back or sonehow fairly

share in the costs.
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MR, REILLY: | just want to say, Howard
mentioned earlier the equalization. W did operate
prior to -- it was in 1975 we changed. But what we
had, we had a formula by which we cal cul ated the
shortfall in the provision for | osses because the
prem uns were not actuarially sound. And that noney,
t he federal government put outside the federa
government in a trusted liability account managed by
the partnership. Meaning at that time, the NFIA

The idea was that was a source to neet
the | osses when it exceeded what was collected for
| oss provisions. So there are devices that can be
used, prem um equalization, under a Part A
ri sk-sharing agreenent as authorized by the statute
itself.

So if you wanted to address that, just
get some actuaries to agree on how noney woul d be
pl aced outside the treasury in a trusted liability
account managed by those who participate in the risk.

It becane vul nerabl e because -- and
that's the problemw th -- when the budget crisises
becarme bi gger, they shut off paying the obligation
Ckay. So that's to be addressed.

But even when we went to an all federa

program when we devel oped a few hundred mllion
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dollars, they rated it. They rated policyhol der
nmoney, which in today's value must be close to
600 million dollars.

MR, LEIKIN: At |east approaching
500 million

MR, REILLY: They think it's taxpayer
noney, but it's really policyhol der noney.

The point is, you have to address these
and carefully wite the arrangenment so that noney is
protected from budgetary rates.

AUDI ENCE MEMBER: This is just a

guestion. You nentioned there's an 800-m | lion-dollar
shortfall, if you will, in the correct premum |
want to nake sure | understand correctly. It's not

really the premiumrequired to nanage the exposures
that exist, but just the dollars necessary to pay the
| osses antici pated on those exposures?

Where I'mgoing with that is, back to
t he expense, it would take a billion, 200 million
dollars if that were premum |If the correct pren uns
were being charged, it would require about a billion
200 mllion dollars to nmake up 800 mllion dollars
worth of | osses. That's because of the expense
conponent. All things being equal

MR LEIKIN. If all the expenses were
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conpensated at the sane rate, the 800 mllion is the
shortfall needed to pay | osses.

AUDI ENCE MEMBER: | have a conment,
Howard. |'mnot really that confortable in di scussing
risk sharing at this nmeeting wthout --

MR, LEIKIN:. | think that goes way
beyond what we anticipated for this neeting.

AUDI ENCE MEMBER: |' m hopi ng we're not
going to get involved with that discussion. That wll
i nvol ve sone di scussions with senior managenent, and
there's some other related issues that need to be
revi ewed before we get -- |I'mnot even sure what you

nmean by "risk sharing," which mybe we don't need to
get into today.

| hope that -- maybe |I'm speaki ng j ust
for nyself, but | hope everybody understands that
maybe sone of us would prefer not to discuss that
item

MR, LEIKIN: | think the value of just
at least putting it out there is it's just as we talk
about where are we all headed, either --

AUDI ENCE MEMBER  What does that nean?
What does "risk sharing" nean? Wat do you nean by

t hat ?

MR, LEIKIN. That the governnment is no
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| onger --

MR, REILLY: Over the long termyou
woul d make an underwriting profit, as you do in your
fire business, but because of the extreme
fluctuations, you have to do it within a range which
conpensates for those extrenes.

So in the years you woul d make a bundl e,
you actually only make so nuch, and you put it in a
trusted liability account. |In other words, it tries
to keep the underwiting profit within a nmanageabl e
range of gain and loss. So that over 20-plus years,
you shoul d average about sonmewhere close to 5 percent
underwriting profit, like you do, which is what you
expect on your fire, except for what happens because
of conpetitive forces. That would be what the actuary
would try to price it at.

But | agree with your comrent, and
think even when | started the discussion, | think the
qguestion came up, and | think that's beyond. That's
when you're confortable with the basic conmpensation
You know, deal with those issues first. But if you
want to have a bunch of brainstormng guys out there
taking a | ook at whether it's feasible to risk share
at some future date, maybe when it is actuarially

sound or whatever, there are sone things that could be
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| ooked at fromthe technical point of view

| don't think the FIA at |east while
was there, although it was always a hope for future
results of the arrangement, we never pressed that to
be acconpli shed.

MR LEIKIN: And | think the val ue of
just throwing it into the nix of what's in the back of
our minds here is that as we tal k about roles,
responsibilities, conpensation, how we craft it and
what the incentives are that are built in, | think
it's inmportant just to where are we going in the grand
schene as opposed to just over the next year. It my
have an influence on what we deternmine to be the best
course in the near term Even if we're not talking
about risk sharing.

MR REILLY: | really think to those
out side the programwho tend to criticize, it's easy
for themto attack the nonrisk-bearing role in the
i nsurance industry. But if you were in a risk-bearing
role, | think there's less to criticize.

AUDI ENCE MEMBER: |'d like to speak to
that just one second. The expense allowance figure is
a break-even point. |If you're efficient, you can make
some nmoney. But as Corise nentioned in hers, the

points she nmade, a lot of the things that we're asked
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to do, and she listed nany of them in my opinion go
beyond what it mght take to break even, even if
you're efficient.

I think, Frank, you tal ked earlier about
back in 1977 or '80 the starting point was
29.5 percent. Then these 20 or 25 years, | think we'd
all agree that expenses have escal ated significantly
as far as what our underwiting expenses are conpared
to witten premium And the fact that they are going
down, which I don't know how fam l|iar you are with
where we're at, but the fact that they are going down
is troubl esome to the conpani es and concerning as to
how we break even under the current arrangenent and
what we need to get this to a point where everybody is
confortable. The governnment, the conpanies. And
think that's where we're at.

["Il tell you that -- and this is public
i nfornmation, but our last two years, our expense
figure for the flood programis around 34 percent.
That's expense that we need to break even. So we can
substantiate that.

MR, PASTERI CK: Jack, you have no way of
knowi ng that, but you're junping the gun because
that's exactly the kind of thing we want to tal k about

tonorrow is to lay out some possible -- because we
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have been hearing that, and we are, in fact, kind of
sensitive to those issues.

And what we'd like to do is to discuss
possi bl e alternatives that might address exactly what
you' re tal ki ng about.

AUDI ENCE MEMBER: Ckay. W have junped
the gun in tal king about risk sharing and everything
else. | think we need to get to a point where the
conpani es are confortable with the expense all owance
before we start tal ki ng about sone other things.

MR, PASTERICK: And all I'msaying is
tomorrow i s when we're going to see if we can figure
out what nmay be the best route for that.

MR. LEIKIN:  You never know what you're
going to regret you dwelled on, and this is one.

MR REILLY: In relation to that, how
does the industry feel today about having a single
prem umor -- | mean, can you have different prem unms
dependi ng on di fferent conpanies? In other words, be
nore |ike the regular homeowners insurance?

AUDI ENCE MEMBER: W could if there were
80 mllion flood policies in force today |ike
honeowners, and then you could say, yeah, we can
conpete on price. For one, you could afford to hire

actuaries to price it, and two, it wuld be a
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situation where it isn't the people who aren't
i nsured.

MR, REILLY: | think that's what you
woul d have to find out. Does the industry still want
one set of rates that applies to all types of
i nsurance operations? Because then how you conpensate
t he conpanies on different |evels takes on a different
new nmeani ng, as opposed to all ow ng conpanies to
deviate froma rate schedul e up or down based on what
they have to be their cost of operation

AUDI ENCE MEMBER: I n a sense, haven't we
done that though? An expense allowance is an average.
I think that's what we discussed fromthe begi nning.
It's kind of like that terrible joke where a guy is
5-foot-10 if you average the heights of Shag O Nea
and Danny DeVito. |It's great, but it doesn't reflect
much.

I think we discussed, there's pricing
problens. If you take the $800,000 in prem um again,
if it were privately placed coverage, that 800,000
woul d probably be underrated and the current
conmi ssion structure applied to a much hi gher prenm um
Woul d be getting nore premn um

MR, REILLY: Maybe that's a basis to

start. | think it's better to start maybe on
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mai ntai ni ng your infrastructure as a percentage of an
actuarial premum and | eave the conmm ssion thing aside
for the nmoment.

But you have your general expenses, your
boards and bureaus and those things; right?

AUDI ENCE MEMBER:  Yeah, there's a list.
The taxes even vary dependi ng on conpani es.

MR, REILLY: You may be able to build
some sound justifications for nodification of the
expense al |l owance based on actuarial prem um as
opposed to collective prem um

MR. LEIKIN:  This is for tonorrow

AUDI ENCE MEMBER: The 29.5, Frank, you
brought up about 1977. At that tinme we had a direct
program There wasn't such a tax called prem umtax
or munici pal tax.

MR REILLY: No, the 29 that | nentioned
was not -- had nothing to do with actual expenses of
us running the program It was a negotiated nunber.
It was providing the conpani es enough to make a fair
contribution to their infrastructure on the expense
si de.

As | said before, there was no in-depth
actuarial analysis to that 29 percent because it's

29 percent of no premium No one was witing any
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busi ness. Before it was fully addressed, Oraha junped
the gun to -- point to this guy.

And we were in the ball gane because
State Farm and others felt they had to nove because of
the fact that Oraha was out soliciting agents that
were their agents, and their agents were witing to
Omaha because State Farm was not offering them an
alternative for Aetna

AUDI ENCE MEMBER: Can | nmke one nore
point? Just to go back to what Wally started to say
an hour or so ago. It seens to nme, | thought where he
was headed was there's 5,000 insurance comnpani es out
there and only 100 are participating.

One of the goals of this neeting or
series of neetings should be to find a way to get nore
conpanies in rather than fewer conpanies to renain
Because, | mean, you could drive it either way. You
could make it lucrative for all conpanies to
partici pate, or you could tighten the expense
al l owance to the point where all you've got left are
the nost efficient companies and you've got five
conpani es runni ng the whol e program

And that | don't think is in the best
interest -- even though |I'mone of the big conpanies,

| don't think that's in the best interest of the
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program

MR, REILLY: Well, | think that's
sonet hing the industry has to cone to the FIA for
because let nme tell you, the 100 comnpanies that did
partici pate have really nade an investnent to capture
and service that market.

Looki ng at the other side, |ooking at
all sides, if it now suddenly has nade it attractive
to 5,000 conpani es, these compani es that have nade the
i nvestnment, which a lot are small conpani es who
weren't heavy into honeowners, are just going to |ose
t he busi ness.

| mean, you got -- there's sone fair
play in here. You' d have to be careful on how
di sruptive it would be to the narketplace to make it
so attractive you'd have such an influx of new
pl ayers.

AUDI ENCE MEMBER: W' re not even cl ose
to that at this point.

MR REILLY: | know that and --

AUDI ENCE MEMBER: And that's a problem

MR, REILLY: That's why we would like to

have -- FIA would |ike to have nobre conpani es
participate. But they are not dissatisfied -- am|
speaking right? -- with the I evel of participation
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If the market could still be penetrated.

AUDI ENCE MEMBER:  Just as an exanpl e,
100 conpanies can't do all the agent training because
they are tied to other conpanies, irregardl ess of what
ki nd of training you do.

MR, REILLY: That's why | think that's a
government role. | think Howard said that is
sonet hing the governnment is going to look nore at, its
role in agency training.

MR, CONNOR: Are there any ot her
questions for this panel before | excuse then®?

This is a part where |'mpretty excited
about it, and I think you can all identify with this.

One of the things that we've done over
the last two years, and I'lI|l be the first to admt
that we haven't done it as well as we would like to
have done it just because we haven't had the tine or
resources to do it. And it was certainly on Jo Ann's
agenda. It was to visit many of the Wite Your Oan
conpani es and speak directly with your CEGCs, senior
managers and along with you guys with respect to the
Wite Your Om program what your thoughts were about
t hat .

Sone conpani es have actually come to

Washi ngton to visit with us, and they were very candid

JD REPORTING | NC. (602) 254-1345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

NFI P FLOOD | NSURANCE MEETI NG, JANUARY 16, 2001 121

in terns of what they thought about the Wite Your Oan
program And, of course, whenever we went out to
visit the conpanies and net with the presidents and
CECs, they were very candid and direct in telling us
what they thought.

And it came down to -- it never failed
t hat whenever we had these neetings, the inevitable
guesti on was asked, and that is, why should we
continue in this progran? What is it about this -- |
nean, there are things that, as we've tal ked about
t oday, because you guys comunicate to them there are
t hi ngs about the programtoday that are sonewhat
di fferent than they used to be.

And | guess mny question would be, and
this is what they are saying, considering the cost,
t he conpensation, the change in that whole structure,
why should we continue in the progran?

And | thought -- | thought it would be a
val uabl e di scussion for the last part of today to be a
di scussion about -- or before | get into that. One of
the conpanies that we visited, | thought that the way
they presented it was a way that | think that all the
conpani es are thinking about it, but may not have
necessarily articulated it this way.

When they presented in the form of
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rewards and risks, what are the rewards and what are
the risks of participating in the National Flood
I nsurance Progranf

And that's sonething | think, and |I'm
hitting you with this somewhat cold, but | think
that's sonething that we are very much interested in
We neani ng Jack. W neaning the FIA and the
conpanies. | have to clarify that.

We are very interested in getting your
i nput on that for a couple of reasons. One, | heard
soneone indicate that or state that are we not
interested in getting nore conpanies interested in
joining the program Yes, we are. | nean, that's one
of the things that I'Il be trying to do, but I think
that, as | nentioned to sonmeone this norning at
breakfast, | amnore interested in having 150
conpani es that are going to be productive conpani es as
opposed to 250 that are just, as we used to say in the
i ndustry, live-wi th conpanies.

But so how do we do that? And when you
| ook over the course of the |ast couple of years, when
you think about new compani es that have entered the
program and there have been sone exceptions to this,
nost of the time those conpanies are conming into the

program because their vendors pretty nmuch have tal ked
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to the conpanies and say, This is a good deal, you
ought to get into this, and we'll take care of
anything. And rarely do they call FIA and say they
are interested, |'ve heard things, let's talk about
it, what are the risks and rewards, so forth and so
on.

VWhat |'d like to get out of this
di scussion today, in addition to getting nore
information fromyou in terms of how you define the
rewards and risks, is to down the road be able to put
a docunent together based on your views of this. Not
ours, but your views on the risk and the rewards of
participating in this program So that as we go
further out and try to encourage conpani es, other
conpanies to cone to the program | don't have to or
anyone else fromFIA has to say, Wll, here's what we
think are the rewards and here are the risks.

W would like to say, Here are conpanies
t hat have been in the program for a nunber of years,
very successful conpani es, conpanies that you know of.
Here's what they say are the rewards of participating
in the program

So that's long-range what |I'mlooking to
do, but | can't do that unless | get input fromyou.

So what |1'd like to do right now, this is just an open

JD REPORTING | NC. (602) 254-1345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

NFI P FLOOD | NSURANCE MEETI NG, JANUARY 16, 2001 124

di scussion, junp in whenever you want, but I'd like to
start with a discussion of what do you as conpany
representatives who've been in the program nany of
you for alnmost 17 years, some of you a little |ess,
but all of you |ong enough to have gone through sone
degree of the maturati on process, how do you define
the rewards of participating in this progranf

AUDI ENCE MEMBER: Wl |, one of them
could be retention. | nean, underwiting or
marketing. |If you're witing all consumer insurance
busi ness, it has an i nprovenent on your retention, so
you retain nore business. As opposed to if it's
another market that is providing part of that
coverage, then you have the potential froma
conpetitive standpoint of |osing that risk.

MR. CONNOR: Anyone el se?

AUDI ENCE MEMBER: | was going to say
geography plays a role in it. Qur conmpany is in
Florida. There are requirenments by | enders,
requi renents by residual markets. People that have
flood. The products in the market we want to
participate to an extent.

MR, CONNOR: It would be the nmandatory
pur chase mandates so you coul d provide that service.

AUDI ENCE MEMBER: And as for risk on the
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flip side, we were a snaller conpany until recently.
There's an adverse effect for A M Best in
participating in the flood programin our view Mkes
it more difficult to get an upgrade, and that's a
risk.

MR. CONNOR That's a new one. That's
the first time |'ve heard that.

AUDI ENCE MEMBER: Because we have too
much at risk. They considered the 10 million dollars
of flood at risk.

MR. CONNOR: Anyone el se?

AUDI ENCE MEMBER: | think it lets our
reps do a better risk analysis job for the individua
when they are going over their whole portfolio of
assets and risk evaluations. For the flood piece, you
don't have to send them somewhere el se or seek another
| evel of input. You have sonething you can put on the
table, and |l et them nmake the decisions accordingly.
think they do a better job overall, which probably
mrrors the retention issue that was observed.

AUDI ENCE MEMBER: And at the tinme of the
loss, the fact that the customer could be in a
position where they are calling just one agent because
that agent is handling all of their insurance needs,

rather than haggling with nultiple adjusters as to,
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well, the wind policy covers this, the homeowners
covers this, the flood covers that. So customer
satisfaction.

MR. CONNOR:  Any ot hers?

AUDI ENCE MEMBER: And all of these
conmments center around product density which leads to
pol i cyhol der | oyalty.

MR. CONNOR:  Wiich leads to retention

AUDI ENCE MEMBER: A different way to say
it is it's another opportunity to provi de good
custoner service to our policyholders which, in turn
allows us to retain business, to help people that
don't understand the risks that they are facing,
educate all kinds of people and compani es and
conmuni ti es and agents about the whol e thing.

AUDI ENCE MEMBER: Jim just sonething
our marketing people have told nme is it's easier to
explain a coverage than it is an exclusion

MR. CONNOR:  Wich is what you have on
your typical policy.

Anyone el se?

MR KENEFICK: | have a list. W talked
to FIA in the sumer, and we basically put together
this risk/reward presentation.

I'mTimKenefick with Travelers. W
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t hought a | ot about this, which is sonething we

t hought about. Wy are we in flood? W had
managenent change in the personal lines, and so that
was a di scussion we had.

But |'m passing around ki nd of our
overview. \Wen we talk about the risk, not the
underwriting risk that we've been tal ki ng about a
little bit today, should we get into that, but just
other risks we see in running the flood program and
then what are the rewards we see. These have to
bal ance each other to stay in the flood business.

The rewards. Does everyone have a
handout at this point?

The rewards. The rewards, as you see it
there, there's a couple pieces, and then there's the
risks. And I'd Iike to talk about each of these, and
we touched on sone of these in the discussions.

But rewards are financial, obviously.
We get noney for running the program W have
expenses, and then whatever is left over, if there is
sonething left over, is the profit that we get in
runni ng this program

Servicing carrier allowance. The first
bull et point. That's been going down, and there's

pressure. |'magetting the feeling that going forward,
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that's going to continue going dowmn. So there's
pressure there.

Meanwhi | e, as we have been hearing, and
| think I've been hearing this ever since |I've been in
the program but this has been sonmething that's been
said for years is, there's increasing costs and
conplexity in running the program You | ook at some
of the new initiatives, underwiting initiatives,

t hose things going on that nakes it nmore difficult to
adm nister this program So as the rate is going
down, what we have to do to run the program goes up

We haven't seen growh. That's really a
this-year issue. W had pretty good growth |ast year
and the year before, but retention this year in the
overal | program has been bad. So that's the type of
t hi ng where Travel ers says, W want growh every year
and that has not been delivered this year

Coupl e of the other things that are
happeni ng, and | heard earlier today repetitive |osses
where a neani ngful percent of our policies were taken
fromus. That's earnings that's gone from us
Supposed to come back at some point, but we have to
see.

And then the subsidy reduction. [|'m

concerned about that. | ook at ny book of business
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which is heavily concentrated i n New Engl and, East
Coast. And there's a lot of older comunities there
that are today subsidized rates. And if we got rid of
t he subsidi zed rates, how many of those people are
going to go away fromthe progran?

For me, those two things, as a taxpayer,
| think those are things we should do. But as
sonebody running the flood program | do say that
takes ny earnings away and | don't like it. That's a
tough one to bal ance.

The resulting earnings fromservice
carrier allowance. 1It's going down. W' re making
less. W see the conm ssion, at |east since |'ve been
in the programin the last two years, commission is
going up. That's another reward | think that | don't
see, or | don't see at Travelers, is | see sone
conmi ssion levels where | think conpetitors are using
flood as an entry into an agency. They get in that
agency, look at this and say they are | osing noney
witing flood. But they are using it to get into the
agency. So that's a reward, | presune.

The growt h bonus side of it kind of
slides in with the service carrier allowance. Wth
the I arge book we have, that's a difficult to achieve

thing is to growthat to a |level that we got. A

JD REPORTING | NC. (602) 254-1345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

NFI P FLOOD | NSURANCE MEETI NG, JANUARY 16, 2001 130

nmeani ngf ul growt h bonus, and then changes in that over
the past few years. So it goes up and down, and we're
not sure where we are going forward on that.

And then you touched on a Florida
conpany. | nean, we see this as a product that
regionally it's sonething we need to feel -- maybe we
need to have this as a product offering in Florida and
maybe the sout heastern United States. But other parts
of the country, our marketing people say, | don't care
if you have flood or not. They don't care. That's
the way it is.

Unfortunately, it's that way, and
unfortunately we | ook at our performance in Hurricane

Fl oyd and how many cl ai mants called us up. And |'ve

tal ked to people that said, | have a loss that's a
flood loss. Well, you don't have coverage, you just
have a homeowners policy. There are still issues with

that, and that, as an additional product, that can
help us to get to those custonmers. But it's just not
happening in a |ot of the country.

One other thing not on the rewards here,
and it depends on your expense costs in your conpany,
is the ULAE costs. You can nake noney on the | oss
side, and maybe it can make you npbney. That's anot her

rewar d.
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So overall, the rewards are financia
generally, the ability to provide customers a product.
As an independent agent conpany, we see that our
agents put their flood business generally with one
conpany. And for us, it could be with us, could be
wi th sonmebody else. It doesn't matter for our other
busi ness in that agency. It can be if it's with us or
not with us. They are going to be witing their
honeowners and auto with us, and we don't see the
flood helps us with retention at all

And | heard sonme of you talk about it.
| suspect nmost of you are direct witers where you
have an agent that's serving all the customers' needs.
We | ook at our customers nore as the agency. And
that's sonething that's a reward for other conpanies,
but we don't see it for us.

The risk side. W talked a bit about
this here already, or we touched on a | ot of these.
But agency issues and cl ai mant issues, those are two
big things. And then the litigation stuff as we heard
alittle bit earlier.

The agency issues. Floods is the nost
frequent. E&O problens we see an agency have. It's
not because they didn't necessarily recomend fl ood.

It's because they had recomended fl ood and done
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sonething wong on it. W talk about the agencies
that are good fl ood agencies. There's a bunch of them
out there. And they wite a few and don't know what
they are doing. It's an education issue.

That's the second piece there. You have
an agency that wites five policies a year. They are
not going to cone to a flood education program They
are not going to take the tinme for five policies, yet
they need to because they wite the program It's a
difficult product for those agencies to understand.

We have today honeowners, auto, and it's
a one-touch -- both products are one touch for that
agency. They look at it once and it's done. That's
not the way with flood. W need zones. Zones are a
ot better, and | thank EDS for that, | guess, but
they have gotten a |lot better. They can happen very
fast for us, but that's not for everybody because of
the map process.

There's people that have the split lot.
And there's manual zones. There's a big chunk of the
peopl e who cone back. And then the el evation
certificates are even worse. So this is not a
one-touch product. It's not that way. So it's
difficult for agents compared to the other products

out there.
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One other thing with the agents. Al
these things are agent issues, and that naybe that E&O
problemis our fault. Maybe it's the agency's fault.
Maybe it's the conmbi nation, but that problem has a
potential to danage our relationship with that agency.
We have individual agents that we nake nore noney from
than we do in the whole flood program And that
relationship is at risk because of the fl ood program
One agency with us or a number of agencies with us, we
nmake nore noney fromthat one agency with the other
products than we do in flood for everybody. That's at
risk.

Clai mant issues gets to the custoner
again. Qur clainms adjusters when there's a flood,
generally there's sone other CAT out there. CQur
adjusters are stretched at that point. So there's a
big correlation with flood clains and the ot her CAT
cl ai ms.

And just the plug for why we don't want
to share in the underwiting risk. That's the sane
thing on the |loss side. Wen we have flood | osses, we
have CAT | osses we don't want to add on top of that.

So that's ny perspective of sharing the
underwriting risk on flood. One point of it, | guess.

| also have seen surveys from peopl e
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that have had clainms on the flood side, and there's a
| ot of people that go through that flood clai mthat
cone out of it on the other end that are happy. But
there's also a bunch that are unhappy. They have
basement coverage which is limted, and they cone out
of this -- and naybe this is a training issue, but
even with disclosure in advance, people come out of
this unhappy and that's a problem That hurts our
relationship with that custoner.

So that's really the clains side to it
and it gets at the agency issue. |f they have an
unhappy custoner because of the flood claim then that
could potentially get between us and that agency.

Litigation exposures. 1t's sonething
you' ve heard a bunch about. You've talked a | ot about
the policy. The punitive danmage, unfair claim
settlenent practice piece. And that's sonething our
clains adjusters look at. | have to know flood to do
flood clainms because if | do something wong, |I'min
state court for punitive danages. W |ook at that as
a very bigrisk. W do alot as a community, but we
think the risk is still there.

And other litigation exposure.
guess -- and nmy lawer is not here to kick nme at the

nonent. | shouldn't say a whole | ot about this. And
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we have some -- and | heard earlier today other parts
of the government getting involved in |ooking at the
flood program and seeing that it's admnistered right.

We have issues going on today wth other
parts of the governnent and that's very expensive and
it's going to go on along time. It's gone on a |ong
time already. So that takes a big chunk of our
earnings, or maybe all of it, away. And that nakes
you wonder why are you in flood, this type of
situation.

Anot her risk that we see, you know, that
type of litigation or the state court litigation, we
see our nanme in the headlines. Travelers or Citigroup
has done somet hing wong to a customer and punitive
danmages of 6 mllion dollars or sonething |ike that.
That's a big problemfor us. Qur nanme and reputation
are very inportant to us at Travelers, and we're
putting that at risk in the fl ood program

So the rewards, | think the rewards are
pretty easy to quantify financially. The risks are
not as easy to quantify financially. But the risks
are there. Are we balancing in this programthe
reward we get for witing this business with the risks
that we take in witing this business? And that's

sonet hing we at Travelers have to continually address.
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Is this a product line we want to continue in witing?

And you tal k about 1,000 compani es
versus 150 or 200. Qbviously, there's 100 conpanies
that today feel that the risk is worth it, but that
neans there's a couple thousand that say the risk is
not worth it. Is it the risk or the effort of doing
it? That's the question. |It's not necessarily always
the risk but maybe the effort to get it started.

But there is -- and | heard nention of
AlG said the risk is not worth it. That's another
risk here that |I didn't nention that down the road we
take the underwriting risk. So we have to eval uate
that, and that's kind of the issue we're getting at at
this neeting.

Service carrier allowances that cover
your expenses. W need to have a di scussion about,
wel |, we don't want to just cover our expenses. W
are not doing this for free. W have risk in witing
flood. W want to get paid for taking that risk. And
the servicing carrier allowance not only has to cover
t he expenses but has to cover us for that risk.

And that's a difficult thing to
quantify, but that's the di scussion we need to have to
figure out what is the appropriate servicing carrier

al l owance. As it is today, the servicing carrier
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al  owance covers that risk for us, hopefully. But
that's -- | mean, so that's the discussion we have to
have.

MR. CONNOR: We appreciate that.

AUDI ENCE MEMBER: And this is risk
wi t hout even thinking about the underwriting exposure.

MR. CONNOR: Does anyone have anyt hi ng
to add to that?

AUDI ENCE MEMBER: Well, | think it's a
great summary of all the neetings that we've been to
that summarizes a | ot of coments that have been nade

| think what probably should al so be
made is the risk of what if the fee continues to drop?
Kind of finishing up. | didn't know if you were going
to go there

If the fee continues to drop, let's say,
throw out a nunber, 50 million dollars worth of
busi ness. Well, we just had the fee drop about a
point. What if it drops again another point? That's
amllion dollars off the bottomline, not the top
line, on an already small-nargin product.

That's a risk because now that has put
the entire programat risk which goes back to the
rel ati onship with your agents. And suddenly you have

to make the crucial decision of, Are we in this or
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not? Because what if it keeps going? This is, at

| east, not supposed to be a nonprofit organization,
and so | think that's a risk that would add on there
as wel | .

MR, CONNOR: Any ot hers?

AUDI ENCE MEMBER: Ed, | heard a few
conment s today about projections and busi ness pl anning
for the future. And it seens the |ast couple of
years, we've had quite a few of these initiatives and
projects launch, sone of themwi th sone pretty good
preparati on and warning and participation on
commttees. Ohers with | esser anounts.

And when we sit here and reflect
backwards, we get concerned overall because we really
didn't know what all the costs were going to be on a
given project at the tinme it was being | aunched. So
we get into this cost/benefit quandary. WAs this the
best choice of our resources at that point in tinme?
Then you nultiply it by six, eight or ten projects,
and you really get concerned.

So when | look at the rewards and risks
list, which is very good, |I'm also perplexed by, we
don't know what's in the five-year plan, the two-year
pl an, the ten-year plan. W don't know what Howard is

t hi nki ng of, except for some of the things that are in
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the back of his mind, and that worries me. Because as
Bruce mentions, we have to deal with the realities
here of what's our |evel of commtment versus what we
can attain participating in the program That's going
to come down to a cost of business benefit decision at
sone point. You stack the deck against ne, and

can't win. In other words, | have to be able to
manage within the commtnent of participating in the
program |If you max ne out, | can't run at optinmm
efficiency. | can't get the gain | would like to be
by being a participant.

So with a ot of words used, we have to
| ook out a ways with your plans and your projections
to see where you're going and how we can best
participate or give you our best advice and say that's
a bad plan, that particular project is not going to
wor k.

MR CONNOR | think that's a fair
statement. And | think that's fair that the conpanies
woul d request that of us, and | think that's what
Howard was speaki ng to when we tal ked about the
bl ueprint for the future.

And -- | use the term"future," but
don't think it's that far in the future, and don't

think of it as sonething that we're going to work in
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this box in Washington and then spring this thing on
you.

| can tell you from-- and I'Il et
Howard chine in. 1 can tell you fromwhat |'ve seen
of this, the things that the Bozell fol ks and Dee
Wbodard and others, this thing has been | ooked at from
al nrost any angle that you can possibly imgine. And |
can pronise you and | can assure you that the
di scussions that we've had internally within the
government is that nothing nmoves on this wthout
pulling in input fromthe conpani es.

And | think -- | think that's an
i nportant point that you raised, and | think that's a
concern; that while it may not have been expressed
that clearly anbng sonme of the conpanies, | know that
is a concern that conpani es have.

And so, Howard, if you want to add
anything to that, you can.

MR LEIKIN. 1'd like to say that the
work we've done with the blueprint, and you've gotten
copies of the blueprint, we put that together really
as a result of a lot of input we get. It was our
attenpt to assinilate a |lot of what you all and ot her
st akehol ders have told us and to put our own thoughts

into it as to where we're headed in the next three to
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five years.

But it perhaps would be good for us to
cast a lot of what we've planned as a result of that
blueprint in terms of this risk and reward outline or
t hese concerns that you have to better match it up
with what you all see as your risks and rewards of
participation so you see directly what things we are
addressing to take care of concerns together

And 1'd also like to say that, you know,
in the schene of things, having this neeting itself,
at this particular point in tine, we debated whether
this was a good point in tine to have this neeting or
not, given the transition that is ensuing. But having
this nmeeting and the discussions we need to have with
you all and explore these issues really shouldn't stop
because of what's going on

We have a programthat's
institutionalized, and we need to nake progress. And
we thought it was inportant just to go ahead with this
neeting, and it will serve us all well and hopefully
give us the inportant information and anmunition
really to talk with the new adm ni stration coming in
about why this partnership works.

AUDI ENCE MEMBER As | listen to the

overall risk and reward for Travelers today and | hear
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sone comments fromthe audi ence and then | hear your
statenment that says that the governnent program woul d
not spring anything or things would not cone about

wi t hout the input fromthe conpany, | guess ny
qguestion would be, how did the last cut in
conpensati on cone about? How did that happen?

The general consensus here is that the
expenses are too |ow, and the governnent is saying we
won't do anything unless we see the input. And how
did the last cut in conpensation cone about? 1Is this
a change in the thinking of the conpanies; that they
didn't care whether we had a cut in conpensation the
last tinme? O am| hearing two different things? [|'m
alittle confused on that.

AUDI ENCE MEMBER. When | was at the
neeting where it was di scussed before where the
al  owance was going to go fromnet to direct, there
was not a conpany in the roomthat agreed with it, but
it was done anyway.

MR, CONNOR: One of the things that --
and | will try to make this an abbreviated version of
what transpired over that period of tine.

One of the things that took place after
that nmeeting that you're referring to was there was a

work group that was formed, and we di scussed not only
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t he basi c expense all owance as a conponent of
conpensation, but we al so tal ked about the various
incentives. And there were reconmendations that were
asked of the conpani es, what should these incentives
be?

At the end of the day, at the end of
t hose di scussions, it was decided that, well, you
know, we're going to probably nmove toward this
cal cul ati on based on direct ratios, but we are not
going to just roll it over one year. W were going to
gi ve a one-year transition which would allow the
conpani es an opportunity to get used to this new way
of calculating that conpensation. And that was agreed
upon by the group that we net with.

The other part that we discussed with
respect to the incentives, there are a variety of
di fferent ways that we were considering on how can we
i ncentivize the conpani es based on the things that
t hey are doing, including such things as the conpany
says, |I'min a geographical area where | am not going
to grow, but | provide excellent service, but is there
a way you can give me sonme incentives to the service
provi de?

VWiile that's a great idea and maybe we

can do that, well, how do you quantify good service?
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That's an exanmple. And | think there were about six
or seven different nodels that were presented in termns
of how to provide incentives for the conpanies.

And what we canme up with was there
certainly was a concern anong the group that we et
with that, one, we need to give sone recognition to
new growt h because it takes, fromwhat | heard from
what the conpanies were saying, that it takes an
enor nous amount of energy and effort and resources to
get that new policy in the door.

So we need to be -- there needs to be
some recognition for that. And at the other hand, our
concern fromthe governnent side was, well, that's
interesting and that's good, but we're also interested
in retention.

So the balance of the two was, we're
going to work out a plan where we cone up with a dua
i ncentive. The dual incentive would be that you would
get, in addition to whatever the base all owance was as
promul gated by A, M Best on the direct ratios, that
there is an opportunity to earn an additional one and
a half points based on what you could do with respect
to new growh to the program

And there was an opportunity to earn

anot her half point based on your ability to retain
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based on the scal es that we devel oped and that we al
agreed on. This is what -- which is the agreenent
that we cane to with this particular work group
That's where we are today.
M5. MORRI SON: Here we need to be

careful around the "we." And that's, | think, where
conpani es get sensitive to that.

| think the noverment to direct was
somet hing that was nandated. The agreement to the
m dpoi nt certainly took place because we didn't want
to absorb that drastic change all in one year

So in cooperation with FIA we agreed
that the midpoint would be the best way to do that and
spread that out over a couple of years so we woul dn't
have to go through that after we al ready budgeted for
t he upcoming year. That is the part certainly the
conpani es were in agreenent on. At least that's the
way | renenber it.

AUDI ENCE MEMBER: And | recall sone of
t hose di scussions too, and | think particularly the
persi stency bonus. | think we had pointed out back at
the tine that was discussed that it was probably
unachi evabl e.

Speaki ng for our conmpany, nortality

tabl es work agai nst us. W have ol der citizens
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i nsured and nore than 5 or 10 percent of them pass
away in a year.

MR, CONNOR:  But to answer your
qguestion, | think that, meanwhile, we may -- | think
there will always be sone discussion in terns of when
| use the term"we" and so forth. The bottomline was
we cane out of this, and | thought, it was mny
inmpression, and | think it was the inpression of sone
others, that we did have an understandi ng of how we
were going to proceed.

The point being that certainly what did
not happen was all of the sudden a rule went out and
said, This is the way it's going to be, w thout any
di al ogue or discussions with the conpanies. And |
think that everybody in this roomcan agree with that.

To the extent that we all agreed in
terms of how we shoul d cone out or naybe there was
m sunder st andi ngs, nmaybe we all share in that, but I
certainly don't want for anyone to have the inpression
that where we are today happened in Washi ngton and we
just rolled this out w thout any discussi on because
that clearly was not the case.

AUDI ENCE MEMBER: | think one of the
t hi ngs that happened there, followed by what Corise

sai d, when we agreed to that mdpoint was -- at that
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time the expense allowance was 31.6. Wen we ended up
figuring out the final mdpoint, it was 31.7. So that
was actually higher, so that year that was supposed to
be a step down, it actually went up.

And then here we cone with this year
and we dropped the whol e apple down to 30.9. And
think that's what caused a big shock in the thing.

That m dpoint that was supposed to be a step down
whi ch really never occurred because of the way the
nunbers wor ked out .

MR, CONNOR: Well, yeah, but the intent
was that there woul d be a transition because we didn't
know how t he numbers woul d come out.

AUDI ENCE MEMBER: We get the feeling
t hat sonebody said, W need to find a way to drag down
this expense anpbunt and let's | ook at the nunbers and
let's find the right conbination of numbers that will
drive down this expense ratio or the expense
al  owance. And going fromdirect -- or fromnet to
direct did that.

MS. MORRISON. And | think this, coupled
with the fact that we bear the expense, and although
we' re conpensated for that expense, we feel the costs
are something we can't control many tines because of

t he changes that are mandated to the programthat we
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have to foll ow

And then you add that to the fact that
we also don't feel Iike we can necessarily control the
expense al | owance because that's al so sonet hi ng,

t hough we may try to work together to cone up to

sonet hing the best we can, it's something we don't
have control over also. And that's what creates the
frustration is the lack of control of costs coupled
with the Iack of control of our expense all owance, and
it puts us in a very difficult position

Qovi ously, the biggest benefit for us is
that we don't bear the risk or share the risk for this
adverse sel ection type of product, and yet we're able
to offer this very necessary product to our insureds.

So that's the big reason that | think
at least at USAA, that we continue to participate in
the program But the risk associated with that,
coupled with the costs associated with these changes
is becoming nmore and nore a concern, | think, with al
conpani es.

AUDI ENCE MEMBER: And we never agreed to
the retention fornmul a because we were tal ki ng about
the roll-offs and roll-ons. And it was either going
to be starting at 80 percent if you kept all that

stuff in there, or 85 percent to 90 if you netted it.
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And we cane out with an incentive fornula that started
at 90 percent whereas -- realize, we couldn't inprove
the overall programretention and still nobody could
earn a bonus because the overall retention is only 87
or sonet hing.

AUDI ENCE MEMBER: Just, you know, we're
here because we're here. \Wat's happened has
happened. And these are the nunbers that are working.
And the inmportant thing to me is what we do from here
on in. Because we've sort of kind of hit the bottom
here in terns of the conpensation that the conpanies
are getting. So | don't know. How much nore proof do
we have to provide?

However, until we solve this, we have to
solve it quickly and get on with produci ng business in
the flood program W have to do this and get it in

back of us so we can work on the other things.

MR, CONNOR: | agree with that, but |
think at the sane tinme -- and |'ve heard these before.
We need to hear this. | nean, if thisis -- | don't

want to hear about the three-year policy.

But there is one thing I want to say.
And | know we're going to have a lot of tine to talk
about this. There is one thing that | wanted to say

that relates to this, but without getting into what we
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said and what we didn't say, one of the things that I
wanted to try to include in this meeting this week was
to have soneone here fromthe NAIC to tal k about the
i nstructions and how t hose nunbers shoul d be reported
to the flood line.

The reason for that is because -- and,
Larry, you kind of alluded to this when you said that,
wel |, the direct nunber was we get to this nunber
because of whatever reasons that may be in the
conpany's mnd. But the bottomline is there is now a
line to report on flood. And while it's been out
there three or four years, if you |look at the nunbers,
you' re | ooking at a nunber sonewhere around 24,
25 percent and, | will agree, is unrealistic.

| discussed this matter with sone people
at the NAIC who actually put together the instructions
for how that reporting should be done. | explained to
t hem what the concerns are and why we think that's an
i mportant number. | invited themto this neeting.
The only reason they couldn't cone is because the
i ndi vidual s that would be able to hel p us understand
that, and there's nore to this, was not able to cone
to this neeting.

VWhat | want to do and what they have

agreed to do is to cone to the conference. It's going
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to be a panel workshop that tal ks about the
arrangenent, and that workshop will get into the
financial piece and we can tal k about that.

But the reason why -- one of the major
reasons why it was inportant for themto be here was |
wanted themto hear what you're saying. But what was
encouraging to ne was they were saying to nme that,
wel I, you know, naybe we're able to adjust the
instructions. Mybe there's sonething in the way that
we' re asking for these nunbers to be reported that's
not right or capturing everything or maybe it's
confusing. And | wanted themto hear that, but
unfortunately, they couldn't nmake the neeting.

But | think all I'mtrying to say to you
is two things. One, |I'mhearing what you're saying
and we're trying to address this issue and we're
trying to clarify fromthe standpoint of the reporting
how t hat shoul d be done. And we aren't the people in
t he government to do that.

I think the people who need to be able
to do that are the people who collect those nunbers,
and | would urge you to consider bringing sone of your
accounting people, the ones who are responsible for
submi tting those nunbers. You may want to consider

havi ng them at the conference because | don't know how
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many of you actually get involved with submtting the
nunbers.

The second reason why | bring that up is
because | think that is inmportant because as we go
forward, there has to be sone credibility in whatever
number we choose. A M Best, the net nunmbers, that's
all that was out there. And now we have anot her
nunber that specifically identifies flood. And if
there's confusion with that, | think that we just need
to clear that up so that we can start |ooking at that.

I fully intended for that nunmber to
start going up for the last couple years. It has not.
It's still very, very low So there's still sonething
wong with the way it's being reported, and that's
what | was trying to clear up.

But we are hearing you. And that's
anot her attenpt on our part to try to at |east get

resolution to that piece of the problem

AUDI ENCE MEMBER: | talked to mny
accountant about this, and he said -- | don't know if
| should repeat this or not -- but he can nake that

nunber as high as | wanted it to go. So, you know, we
can pad it right now They are not putting nmuch of
anything in there except prem umtaxes and sonet hing

else. So --
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AUDI ENCE MEMBER: They are probably not
putting any corporate allocations.

MR, CONNOR: But that's the piece that
they need to hear, the people at the NAIC collecting
the data. They need to hear that.

AUDI ENCE MEMBER:  The ot her nunbers are
al l ocations also. The nunbers that you're using in
your aggregate and averages and everything that cones
in the conmpany, they are allocated expenses al so.

AUDI ENCE MEMBER: But they are nuch
closer to reality.

MR. CONNOR: Those are industry nunbers
that are used everywhere.

AUDI ENCE MEMBER: Just to kind of follow
up on a point that Corise was kind of going towards,
and that is, the additional requirenents that WGs are
put on or requested to do that aren't, quote, nornal
or that we're used to, kind of akin to, if |
contracted with a software conmpany to build a program
and they are going to service that through the year
and then | say | want to nake some unusual changes,
they are not going to do it for free. They are going
to charge ne an hourly rate or whatever.

And when you get energetic

adm ni strators who have big great ideas for the
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program and we had one with Elaine, and Jo Ann had
great ideas and we're noving forward and very quickly,
suddenly there's expenses unplanned. And as Corise
pointed out, we're told to do them and we have no
choice. And those really start running you over that
edge of into the risk area.

Those are unknown quantities, and for
sone reason, sonetines you don't have control over
them It conmes fromthe floodplain managenment side.
And | think as maybe in our discussions in the next
coupl e days, we keep that in mnd of how can we
bal ance that in there so it doesn't becone nore
expensive to us and push us over that edge so it is
still profitable.

AUDI ENCE MEMBER:  The di scussi on over
the next few days is going to be inportant. It goes
beyond j ust whether we should be 30 percent or
31 percent. W could argue back and forth for weeks
on just that.

We need to | ook at what the conpensation
nodel s are and how true that process is. It's a nore
nmeasur ed approach and perhaps one you feel you have
nore control over.

MR, CONNOR: | think the other thing,

and I'lIl close with this. The other thing we did ask
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for -- and | appreciate the input we're getting in
order for us to nmove forward on this.

The ot her el enent we needed is what are
your true operating costs. And we started getting
that information, and | think that we will start
anal yzing that as we start going through this process
interms of what we're going to do. Because that is
going to be very, very inportant. Because now we're
| ooking at true costs as opposed to what we think the
costs are or et cetera. So | think that's inportant.
We' ve gotten several reports already.

For those of you who are, and | think
clarified in the letter that Jo Ann sent to you, that
t he concern that you have with respect to FO A and
confidentiality. And we addressed that and there's a
concern. We'll keep it in the hands of people who
need to see it, and that's it. But | will ask again,
if you can provide that information. Again, that's
anot her step getting toward, | think, where you want
to be.

AUDI ENCE MEMBER: |'d like to ask
everybody to join NCSI for a drink. W are being run
out by 7 o'clock. W're in Room 124 right on the
ot her side of the pool over there. W'd |ove to have

you all join us.
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5:25 p.m)

MR, CONNOR: Ckay. See you tonorrow.

( WHEREUPON
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