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PROCEEDI NG
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Scottsdal e, Arizona
January 18, 2001
8:40 o'clock a.m

MR. PALMER: Good norning, everybody. |
kind of feel like I'mat a Wite Your Oan conference
where |I' m doi ng a panel here.

MR. CONNOR  You are at a Wite Your Omn
conf erence.

MR. PALMER: | guess we can look at it
t hat way.

It was nmy pleasure to be part of an
exceptional group. As coincidence would have it, the
majority were snaller Wite Your Oms, and that added
a uni que perspective to how we were | ooking at this.
But we also tried to ook at it froma perspective of
the | arger conpanies too. And so hopefully our short-
and long-termideas here will kind of reference both.

We had a chance to review all five
points for the nodels of discussion, and we spent
probably the first 45 minutes to an hour, | think, in
very candi d di scussion of some of the concerns we had
that would relate to the fee. It kind of -- you can't
have one without the other. You have to | ook at the
conponents of the expenses that the conpani es have,

what's driving sone of the costs up, and then trying

JD REPORTING | NC. (602) 254-1345
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to make it work with the fee

But anyway, after we had a chance to
kick it around and went to lunch, we started to ge
pretty quickly. You just see the light bul bs clicking
on real quick. And to coin a phrase, we started
recogni zing a subtle set of principles fromwhich to
buil d our thoughts on.

And it basically cane down to a
conbi nati on of nodel Nunmber 1 and 2 to build from and
swirling in 3, 4 and 5 with sone ideas for the |long
term And that's what we're going to try to do with
our presentation here this morning. | think | can
probably read those charts fromhere. 1'll sure try.
I"'mglad | took some notes here yesterday.

Basically we're going to try to tweak
the incentives a little bit and revisit the A M Best
aggregate and averages fee. And yes, we're going back
to the fanbus m dpoint between two of -- the direct
and the net as a base to build from And fromthat,
go back and try to fine-tune the incentives for sone
nmeani ngful i ncentive bonus for the Wite Your Oan
conpani es, but at the same time, being fair to the
program as wel | .

And first I'mgoing to talk about -- so

the concept of mdpoint for the short-term sol ution

JD REPORTING | NC. (602) 254-1345
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of -- the mdpoint between the net and the direct as
our base. And then going with the incentive concept
that we have now, and we'll talk about the retention
bonus. That troubled us a little bit. W understand
now there's a three-year average that cal cul ates the
base for the retention, and you can earn up to -- and
group, help ne if I'mmsstating sonething -- but you
had five increnents of points to earn up to an
addi ti onal half point against your witten pren um
The key there is where you set your baseline each
year.

Now, | was at the neeting at Chicago
where this concept first came up, and the idea then
was to do a three-year average. And at that point in
time, the idea was to offset the problens many of the
conpani es have gone through with El Nino. You had
that situation where the threat of flooding was pretty
preval ent throughout the United States, and you didn't
really have to push the sell of a flood policy very
hard, in California in particular. The consuners
perceived the risk and were buying the policies
voluntarily. And I can speak frommy book at Redl and
I nsurance Conpany, that we essentially picked up about
amllion dollars of additional new prem umthat |

didn't budget for and | was pleasantly surprised wth.

JD REPORTING | NC. (602) 254-1345
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That hel ped that year trenmendously.

But converse to that, the follow ng
year, about 80 percent of that mllion dollars in new
prem um nonr enewed because the threat of El N no had
subsi ded, and the people that had voluntarily
purchased the coverages were letting themlapse. And
| don't know that Redl and was unique in the situation.
| saw sone statistics fromCalifornia that seemed to
indicate it was the same situation out there.

So what are we going to change with
that? Do we still do a three-year average? Well
maybe not. Now, | think there was some good
col l aborative thinking on this to have the bureau help
us with the then current average as you start the new
fiscal year of the retention rate for the entire Wite
Your Own program And | presune that would al so
i ncl ude the direct.

Do you think that was where we were
coming from Wally?

And | think Kevin Brown was sitting in
with us and indicated that he thought the bureau woul d
be -- since it's pretty much cal cul ated each nmonth on
all the statistics, the Wite Your Owms submt to you
pretty much in the fiscal year in Septenmber with the

then average of the retention rate for the whole

JD REPORTING | NC. (602) 254-1345
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program And we woul d use that going into Cctober of
the new fiscal year as the baseline from which the
bonus could be earned. And that woul d change each
subsequent year, so we would all benefit.

So if the whole industry clicked up with
the retention rate getting higher, that would be our
base point from which we would have to grow that
fiscal year. And that would really chall enge each of
the Wite Your Owms to put -- strut their best stuff,
so to speak, on whatever efforts they have to do the
retention of those policies. And you could be
rewarded accordingly. At least you' re not going to be
handi capped by having to go back to sonme average that
may put you way bel ow the baseline to even get there.
But everything el se would remain the sane.

And we're the | ast two hang-ups there on
the wall. | use that termin the respect that it's
just there to look at and not a problem But you can
still, for exanple, a real life exanple, | think, we
used over there -- did we start at 847?

Let's say at the end of fiscal year
2001, in Septenber, the industry average for renewal s
for all the Wite Your Oms and direct is 85. That
woul d be the baseline. 84, I'msorry. And then we

could earn up to half a point in equal increnents to

JD REPORTING | NC. (602) 254-1345
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maxi m ze --

AUDI ENCE MEMBER: Larry, on that 84, you
are taking with the conpany's retention and not the
program s?

MR. PALMER  Not the individual

AUDI ENCE MEMBER: The sum of the WOs
wi t hout the rollover? Because the statistics we
showed was 84 percent and 87 percent.

MR. PALMER. We thought the difference
was between 84 and 87. Sonebody help ne from our
group. The idea there was to have it handi capped to
t he point where we're not being penalized fromthe
roll-outs.

Is that where you're coming from Bruce?

So the retention rate of your policies
woul d be kind of along the theme of the genuine new
busi ness and not encouraging the rollovers between the
conpani es.

Group, does that nake sense? |Is that

MR, CONNOR: Well, it's just that that,
actually, fromour standpoint, sinplifies it because
what that does is automatically neutralize the
roll overs, and we don't have to worry about whether a

policy that you | ost went out of the program or went

JD REPORTING | NC. (602) 254-1345
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to sonebody el se because it will still show up as a
policy that the programretains.

MR. PALMER:. And what we're trying to do
here is not create a reward for conpanies to go out
and continue to churn. | think we need to get that
behi nd us and focus on the market and our retention of
the policies we're getting. And we don't necessarily
want to reward anybody for that. But anyway, that's
t hat concept .

MR CONNOR: | want to nake sure |'m
clear. The average will include the direct side as
wel | ?

MR PALMER It's kind of a work in
progress here. W can think that through. W also
want to go back and put the key pad to the screen and
put the pencil to the papers and work the nunber out
to make sure the arithnetic is there. But if we're
going to be fair, we have to |ook at our industry, and
the industry includes the direct. And, | believe,
Denny, if you're in here, if the PIF count we see on
the charts you prepare includes the direct, then we
shoul d keep that sane nind set. Again, it's just an
i dea and we can tweak it.

The idea is get away fromthe three-year

average, go to the reality, and at the end of the

JD REPORTING | NC. (602) 254-1345
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fiscal year, apply that as the base going into the new
fiscal year. W recognize that the bureau is probably
going to have to take a couple nonths before it

di gests everything that we put on the stat tapes, and
we can live with that. We'Il have a general idea
where we think the retention rate is going, but if the
whol e industry is having a problemwth retention, it
goes down, let's say, to 80, and that's where we
start, and we can earn our bonus based on that.

Does everybody understand that?

AUDI ENCE MEMBER: And | assune that the
cal cul ation for each conpany then -- these are the
nunbers of policies you had a year ago. This is what
of those policies renewed, so a company that rolls
business into their policy base is not getting credit
for a renewal without a policy in their base which
woul d then distort or raise their retention?

MR. PALMER Let's think about that.

AUDI ENCE MEMBER  Rol | overs woul dn't be
count ed.

MR. PALMER And that's the idea here

AUDI ENCE MEMBER: |If you |l ost the
policy, no matter if it was rolled to another conpany
or you lost it altogether, it would hurt you -- your

retenti on woul d be | ower.

JD REPORTING | NC. (602) 254-1345
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MR. PALMER: That's right. But let's
talk about the reality of the typical nonrenewal .
That's what we're all faced with and we want to keep
That is -- that's definitely going to inmpact the
renewal retention. The only thing that in my mnd ['m
thinking that won't inpact the renewal rate is the
roll-outs, is what it comes down to. |Is that making
sense?

AUDI ENCE MEMBER: The reason |'m maki ng
that point is it's |like you buy an agency, one agency
buys anot her agency. So now we're down to just the
agency level. Their renewal ratio the follow ng year
is grossly distorted because it doesn't go into their
base. It goes into their renewals, and it
woul d -- they could have over 100-percent renewa
rati o because you don't have appl es and appl es
anynore.

MR. PALMER:. And it's like acquiring a
conpany.

AUDI ENCE MEMBER: So really, the only
way to truly neasure it is, okay, this is how nmany you
had in force a year ago and these are all available
for renewal. How many of them renewed?

MR. PALMER: |'mwondering if the

situation wouldn't go into the overall averages. You

JD REPORTING | NC. (602) 254-1345
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acquired a book of a |large nunber of policies.

AUDI ENCE MEMBER: Then those have to go
into the base.

MR. PALMER:. Wuld that be a handi cap?
| mean --

AUDI ENCE MEMBER: How does that differ
fromrollovers as opposed to --

MR. PALMER. | see your point.

AUDI ENCE MEMBER:. W're trying to dea
in the very specific issues of howto get out, and our
feeling yesterday that that should be left to another
group to sort that out to come up with the true
nunber. It's the concept in short termin relation to
what we have now that --

AUDI ENCE MEMBER: The point I'mtrying
to make is there shouldn't be any benefit to churning.

MR. CONNOR: That's what you're trying
to acconplish. Whatever the fornulation is, that's
what we're trying to get at.

MR, PALMER. W did -- by the way, our

whol e prem se -- nmaybe that's why we got done so
early -- was to keep it sinple.
AUDI ENCE MEMBER: | was told it was you

saw t he weat her was good and that's how it got done

early. But our group didn't figure that one out.

JD REPORTING | NC. (602) 254-1345
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| stand corrected on the figures | gave
you earlier. Just for clarification, for the nunbers
Denny gave us, | think in Cctober the renewa
including roll-offs was 85.7 percent for 1999.
Excluding roll-offs was 82.2. So about 3 and a half
percent were roll-offs. So | had said 84 and 87, and
it's nore like 85 and 82. So it's just a matter of
adj usting the nunbers on our thinking.

MR. PALMER: It's just a concept we
wanted to present here, but the idea is keep it
sinmple, going forward with the nost current nunber we
can get off the prior nonth basically. The bureau's
first inpression was they could do that, and we start
with the new base established. Going into it, you're
doi ng a budget a coupl e nonths not knowi ng exactly,
but we could have sone rolling averages going fromthe
| BHS fl ood comrittee that woul d probably help us.

That's our retention bonus side. |l
nove on to the next part. |If there's any other
guesti ons?

AUDI ENCE MEMBER: Just one qui ck one.
Did you do any thought with doing away with retention
bonus?

MR. PALMER: The idea here is if you're

going to be -- they go hand in glove. W can wite 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 18, 2001 14

heck of a |ot of new business, but if we can't figure

out a way to keep it on the books, other than the

t hree-year policies, M. Bender -- five-year you were
proposing, | forgot. But that puts a little pressure
on us.

But if you think about it, it steers us
all in the right direction to figuring out ways to
keep that consuner happy and keep the policy. Because
on one hand, we have the Reform Act of '94 that keeps
it there for the termof the nortgage. That's a
finite limt of number of policies out there. W need
to figure out a way to attract that preferred risk
type custoner and the one in the Mdwest that has
their home paid off and has no federal |aw requiring
themto keep the policy.

MR. CONNOR: Let ne make one comment.
One of the reasons that we did break the incentive
partly into new growh, as well as retention, is the
fact that obviously we have a variety of conpanies in
this program And there are a nunber of smaller
conpani es particularly that kind of serve niche
markets, and their potential for new growmh isn't as
great as sonme of the |arger conpanies.

And so the real benefit we derive from

t hose conpanies is in service, and service transl ates

JD REPORTING | NC. (602) 254-1345
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into retention. So we thought it would be fair to
conpanies like that to reward something apart from
grow h because the way they operate doesn't
necessarily generate as much new growth as again,
certainly, nationwi de conpanies. But that's part of
t he background to the retention, breaking out sone
reward for retention.

AUDI ENCE MEMBER: M question was j ust
phi | osophi cal

MR. PALMER. And a good one at that.

Then noving into Phase 2 for short term
is the growth bonus, and our concept there was --
basically comes down to this. The 18 percent we
t hought was a little hefty. Rolling that back to a
10- percent increase and change the increnent
proportionately. And we have portrayed that on the
hang-up there

And where you -- basically to nmaxim ze
the additional 1.5 percent against your witten
prem um instead of having to increase your base a
full 18 percent, which is difficult, click it back to

10 percent and keep the increments equal from

1 percent -- one-point increases to 10-point
i ncreases. You can tell there. It goes this way.
you -- in order to earn a .15-percent bonus, you'd

JD REPORTING | NC. (602) 254-1345
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need to increase your base 1 percent.

Is that right, group?

And converse to that, if you are down to
a 10-percent increase, that's where it cal cul ates out
to the 1.50 and you can see it there. W figured the
18 percent was just hanging that carrot out there way
too far and wasn't realistic. And we thought if we
had a goal that we believed was attainable, you could
work a little harder to try to get it, as opposed to
havi ng sonmething out there where we just can't do it
and nuster the resources against it.

MR, CONNOR: Larry, what was your
definition of "new growth"?

MR PALMER: | think it's the -- now |'m
saying nmy personal feeling because | don't think our
group got into that. But my inpression is that it
woul d be the definition that's there now. Genuine new
pol i ci es.

Again, we don't want to encourage just
taking the 4 million policies we got out there and see
how we can nove that around on the chess board. W
want to expand that market venue and attract genui ne
new busi ness and be rewarded for it.

On the other hand, all of us in this

busi ness are very m ndful of our break-even points,

JD REPORTING | NC. (602) 254-1345
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and whether it's a rollover or a genuine new policy,
that hel ps. Having said that, | think the enmphasis
shoul d still be on new policy penetration.

And al so where we -- if | could take a
little shot here, and | don't nmean it as a shot over
the bow, but just an idea. It would probably be a
good idea to know what the popul ati on of potential new
policies really is out there today. W have tal ked
about this in meetings, but | don't know that we've
ever pulled together any reports, new current ones
that would give us ideas. |Is there another 4 nmillion
to get out there? O is there only another million
that we're all going to fight for? | think it kind of
puts things in perspective for us.

And then the last footnote is at the
conpliments of Wally here is short term no new
initiatives without conmpensation. And by that what we
nean is, let us deal with that challenge that we're
tal ki ng about, retention and policy growh, but
don't -- and we realize with the new adm ni strator
there just may be sonmething out there that's going to
put a burden on Wite Your Owmns that's going to cost
us sone noney. But if you're going to do that this
time around, wouldn't it be a shame if we're able to

pick up that extra point and a half or 2 and wi nd up

JD REPORTING | NC. (602) 254-1345
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having to spend it for sonme initiative that we weren't
pl anni ng on?

And so we shoul d probably swirl into the
short-term concept some backup where if we are
required to do some additional initiatives, that we
get reinbursed for them And that's where itens 3, 4
and 5 under the nodels for discussion can be swirled
in for discussion.

| take it you did not want us to go into
the long tern?

MR, CONNOR: | thought it m ght be good
if we just wapped up the short-term di scussion first
and then nove on to the |long-termdi scussion

Let me ask one question about the new
initiatives. Did you talk at all about what
constitutes baseline and what a new initiative is?
How to define it?

MR, PALMER. Well, yeah. W talked
about the initiatives we had on our plate right now,
the PRP rewite, the repetitive |loss issues. And gosh
knows what a new admi ni strator would think would be a
new initiative.

MR, CONNOR: It would be hel pful to us
if you could cone up with sone way, if not defining,

at | east describing, what constitutes a new initiative

JD REPORTING | NC. (602) 254-1345
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interns of howit affects your day-to-day operation.
VWhat ki nds of steps you have to take that -- because
there are certain -- you know, there are certain ad
hoc ki nds of problenms you' re dealing with on a regul ar
basis. And in some cases, a newinitiative nay just
be a bit of ad hoc in terms of the inpact on the

i ndi vi dual conpany. Just nmaybe a little bit bigger ad
hoc as opposed to, quote, a new initiative. So that
woul d hel p us to understand how to define or what we
can really call a new-- it's really the inmpact on a
conpany.

MR. PALMER. And WAlly's point was the
training initiative. And we |looked at it and | think
we tried to be pretty fair. W're saying, Wat's
expected of us under the fee we get paid for this
progran? W know what the A. M Best aggregate and
averages said that components are made up of. But for
the 30.9, some of the dollars or percentage swirled
into that should be going to training anyway. So we
shoul d be doing some minimal -- not mininal, but we
shoul d, fromthe perspective of our own conpani es, be
doing training. |'mbeing paid that for consideration
for earning that fee and producing flood policies.
Yes, sone of that money shoul d be going towards

training, but if it goes above and beyond, then we

JD REPORTING | NC. (602) 254-1345
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need to be conpensated for that.

And | don't know if | should nake this
conment about the conmissions, but | think I'll just
do it. W also recognize that while there's a | ot of
concern about the fee clicking down, the Wite Your
Owmns have to al so be concerned about what they have
done to elevate their expenses in this. And the small
conpani es from our perspective are sensitive about
t hese obscene -- | used the wong termthere. What's
the politically correct termthere?

AUDI ENCE MEMBER: (Cbscene i s okay.

MR. PALMER: Ckay. | can use it now.
Overly excessive comm ssions. But how, on one hand,
do you bal ance trying to defend our fee and then
havi ng commi ssions five points above the A M Best
aggregate and averages? And when you | ook back at the
last five years, you see the conmi ssions in our
i ndustry starting to cone down. W're not doing the
job here if we don't want to | ook at this very
parochi al ly.

Anot her thing is E-commerce. And under
t he econony of scale, we should be able to do nore
with | ess expense. And so if we don't bring this up
somebody from Congress one day will, if not John

Stossel on Fleecing of Anerica. So we have to

JD REPORTING | NC. (602) 254-1345
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| ook -- we have to be able to defend what we're doing.
You know, what's expected for that piece of the fee
we've got and are we using it that way and can we
justify at the same comm ssions saying, Don't |ower
our fee, we can't afford it, w thout |ooking at that
too. | guess when we tal k about our |ong-term goals
is when we'll make comments on that.

| have to ask the group, did | overl ook
anyt hi ng?

I's there any other questions?

AUDI ENCE MEMBER:  Just ki nd of on add-on
to, Ed, your comrent. One of the many things our
group tal ked about -- I think we lasted until 5 -- was
that if the FIA could identify what is inportant to
them whether it be an underwiting issue, a claim
issue, a growth issue, really making the program nore
sound. And in your planning process, |let us know that
those are the key objectives of the FIA for the year
and then base some incentive on what your goals are.

And one of the other points that we
brought up is, give us enough tinme to gear up. |If
your issue is reunderwiting the PRPs, then maybe
i ncentivizing us in doing a good job and | et us know
wel |l in advance so we can add the resources to do it

correctly and be able to plan for it. As opposed to,
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oh, we have this issue, let's throwit in and then we
deal with the ness on the back end.
So | know that we've been -- the
i ncentives have been centered on true growth, and we
all think that that's good, but maybe there's sone
other things that are inportant too.
MR, CONNOR: As a matter of fact,
think that's very consistent with the policy. Wen we
started that incentive, it was, in fact, growh that
was our highest priority. W were getting that
i nposed on us fromabove, and it was, in fact, our
hi ghest priority, and so that's what we incentivized.
At the sanme tinme, as you're saying,
particularly over the last couple of years, there have
arisen other very inmportant priorities that we haven't
treated in the sanme way as we have treated grow h.
And no, | think that's an excellent point.
AUDI ENCE MEMBER: To add to that, when
we di scussed it and we were tal king about it, even
| ater, even after we ended at 5 --
MR, CONNOR: Were you in that group?
AUDI ENCE MEMBER: Yes. If the FIA
defines what it wants in regards to incentives, as
Rhonda nentioned, then we've got ways that we can

gui de the conpanies with instructions as to what we
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nmean with thresholds. Such as, if underwiting is

i mportant, we set certain thresholds for the
underwriting reviews. |If clainms are inmportant, we set
certain thresholds in clainms reviews. W maybe | ook
at what about perfornance for anything that cones
before the standards commttee? What about certain

t hreshol ds for accounting and financial reviews? And
there are all kinds of ways to be able to neasure that
type of perfornmance and what are the kinds of
initiatives that we want to enphasi ze that are over
and above just grow h.

MR. PALMER: Well, you know, there's
ways to quantify that today. First of all, the
standards that are set in the Wite Your Oan
arrangenent. Sophisticated as conputers are, you can
use those to neasure on an average basis howlong it's
taking a Wite Your Oamn conpany to turn a claim
around. The ones that are able to turn them around
qui cker shoul d get a good grade and sone reward for
t hat .

And al so, when you do your audits,
don't know how you woul d neasure this, but the
arrangenent does specify you have so many days on
which to get a policy out the door, to handle and

respond to a witten conplaint, you know.
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And then on the other hand too, it's
getting a little personal when you go into operationa
to do an operational review That was a pl easant
experi ence, by the way. Thanks. But they take a | ook
at -- the insurance departnments require this, and so
should the NFIP. They take a | ook at your conplaint
| og, flood-related specific conplaints. Wre they
underwriting concerns? Wre they clains issues?

And you're always going to get the
person harpi ng about the wet carpet and why you
couldn't be there in four hours and you get a di scount
for that. But, | mean, the serious conplaints.
Communi cation broke down, tineliness, Fair C ains
Practice Act wasn't followed. So there may be a way
you can put together a little checklist.

And nmaybe |'mgetting nmyself in trouble
with ny brethren. My other brother Larry has a
qguestion right now.

AUDI ENCE MEMBER: The only issue | have
is trying totie incentives -- those are specified in
t he arrangenent. W shouldn't get an incentive for
t hat .

Secondly, it would becone way too
subjective and it could be a matter of personalities

as to who's doing the review. \Wereas, if you' ve got
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everybody with established incentives, it's totally

obj ecti ve.

MR. PALMER: Were you on the Pal m Beach
Recount Conmittee on those chads? | can just tel
now.

AUDI ENCE MEMBER: Vel I, | voted four
tines.

AUDI ENCE MEMBER: | would al so agree and

ki nd of echo what Larry is saying. W have m nimuns
and that's a requirenent to be in the program \Wen
we tal k about incentives, | think we need to be
careful that the incentives are focused clearly on
where FI A wants the programto go.

We can't focus our energies on every one
of those things at every given year and be successfu
at noving the programin the direction you want all at
one time. |It's going to take us, you know, give us
the ability to focus our resources on the one and the
two. W have the growth and retention. |s that what
we al ways shoul d be focused on? |If there's any tine
t hough in growth, you want us to focus on a certain
area of growh. But | think you have to be clear in
that so we're not overloaded with too nany incentives.

MR. CONNOR: One of our concerns al ways

i s when you hang incentives on anything, neasurability
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is just so inmportant. |If you've got kind of vague
nmeasures, it's not as though they are inappropriate,
but to the extent they are subject to interpretation
we are going to be constantly haggling.

The concept is good, and | think it's
sonet hing that maybe -- but | think the things that we
do try to incentivize, we have to try to ensure that
they are -- that there's a clear understanding as to
what constitutes achi evenent and acconpli shment and
what doesn't.

MR, PALMER. And | agree with Corise
that those are the expectations under signing a
contract with you folks. And the -- yes, they should
be the minimum | guess you have to | ook at a conpany
that's not neeting the mninum And it is hard.

MR, CONNOR: We have ot her ways of
dealing with that. Well, we don't need to get into
all of that, but there are various ways of dealing
wi th probl ens associated with conpanies. And | think
we' ve been reluctant to -- we regard starting to hang
sone of the allowance on that as a fairly drastic
nmeasure that | don't think we want to get into.

MR, PALMER: And |I'Il get off stage
here, but Frank, in the early days of the program when

they were tal king about the A M Best aggregate and
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averages as a base for calculating the fee, were the

any expectations in the group there that, okay, for

this fee,

here's what we're expecting fromthe Wite

Your Owan comnpani es?

I know in general terns, to market and

policy adm nister. But

bridge to

begi nni ng

maybe we can use this as a

now say, Look, Wite Your Oms, at the

of the fisca

pay you, whatever anount

our expectations.

shoul d be

t hose goa

to new apps and we were stil

year for what we're going to

plus these incentives, here

So we know what to enphasi ze.

AUDI ENCE MEMBER: And | think that

a joint effort

S.

in terms of establishing

Just to cite an exanple, before we nov

on PIF growth, we were

being held to a scale of 10-percent growh while the

FI A had built
weren't on the sane page.

in the goal -setting,

goal for everyone.

Larry.

guesti on.

that still

VR CONNOR:

in a 5-percent

plan. So obviously, we

If we had all been involv

we woul d have had a realistic

That was anot her tine,

AUDI ENCE MEMBER: Larry, | have a

Maybe it's nmore for Ed. The five lines,

27

re

's

ed

ed

is

the lines that are used for the average in

JD REPORTI NG,

I 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 18, 2001 28

Best ?

MR. LEIKIN. Were you going to respond?

MR, REILLY: They were putting their
nane on the policy and that they would do everything
they could to develop a quality insurance product to
t he custoners and producers.

VWhat | tried to say yesterday is in the
'80s, there was an expectation on top managenent, one,
is to be a nmeaningful part of President Reagan's
private sector initiative, and nunmber two, is an
expectation that they were going to be able to work
out some kind of arrangement with the federa
government with relation to other natural hazard
i nsurance probl ens.

So they were | ooking at a big picture.
They wanted a totally defensible position. They nade
no i ssues on start-up course. They really wanted to
denonstrate to the Reagan admi nistration, A property
i nsurance, a federal program is properly held in the
private sector, and number two, that they could enter
a joint venture with the governnment that involved a
hell of a lot of nmoney and keep total financia
control. So | think they were the big issues.

There was no actuarial review on

how -- whet her or not how nuch shortfall or anything
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el se the fornmula gave. But it presented -- | think
they all thought that very good inmage to say to
Congress and the adm nistrati on and many of the
critics, that under this approach, the flood program
woul d be maki ng a reasonabl e contribution towards the
exi sting property insurance infrastructure that would
carry out their responsibilities under the fl ood
program

And that was the original, and no one's
taken a real hard | ook now since some of the --
obvi ously the Reagan adm nistration isn't around
anynore. And nunber two, | think -- well, it's ny
personal opinion, there is kind of disillusionnent
that there are going to be in the foreseeable future
sone acconmodations to the industry's concern on these
ot her natural hazards. So a lot of the incentives
that came into the program you know, what |'m hearing
over and over again is now that sane managenent
saying, W want to be able to justify on a cost basis
our participation in the program And therefore,
you're into all of these things that inmpact costs,
whi ch were never laid out with this detail when the
original fornula was devised.

Did | answer your question?

AUDI ENCE MEMBER: Frank, a comment. |
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think in the early '80s before we got the increase in
cat astrophes, there was a better positioning on the
i ndustry on the P&C side that existed after the years
of late '80s and early '90s which has given rise to
the cost-controlling managenent requirement. We're
much nore cost conscious now than at that point in
tinme.

MR REILLY: And there are a |ot of
other forces, and it seenms reasonable that now on a
| ong-term ongoi ng basis, we should get a better neans
by which the conpanies are in the aggregate, neeting
cost requirenents.

And | think that's what the exercise is.
But it's in tw pieces. It's what could be done to
step in that direction in the short termand conti nue
di scussions on those kind of things that -- and maybe
there's some ways to put nunbers to it and get that
done over the longer term At least it's a
denonstrated evidence that we're noving in the
direction to a goal that's being defined, whichis to
get the best way to reinburse the Wite Your Own over
the course of participating in this.

MR MOSER To start with, you know, we
understand the rationale behind moving froma net to a

direct and taking out that reinsurance conponent in
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the cal cul ation, although we didn't like the fact that
t he amount went down. And there wasn't a person in
our group that disagreed with the fact that the anount
isn't adequate to cover the cost of running our flood
programns.

So we started with, let's start with
where we are today with the direct, but because
running flood is a lot different than other |ines of
i nsurance, we felt there needed to be a baseline
adj ust ment .

Now, if you look at the five lines that
are used to cal cul ate the expense all owance anount,
which, | nmean, we could probably debate it all day as
to which Iines really should be counted. The fact is,
honeowners, which is probably the nost cost-efficient
property line of insurance we wite, drives down the
percentage. |If you take homeowners out of the
cal cul ati ons, you cone up with a percentage that's
probably much closer to what it really costs to run a
flood program

O you could say, well, |ook at other
catastrophes. Earthquake is 33.4. 1s that closer to
flood? Probably. Doesn't happen that often. Can be
catastrophic. So we figured that we needed -- rather

than say, let's go back to what we had -- because
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don't know how you sell that. | don't know how you
convi nce Congress, well, we're going to nove back to
the net only because we shoul d be getting nore, as
opposed to the rationale behind raising it, because
flood is different than everything el se.

Then when you | ook at the various things
that we've been asked to do over the past five years.
As you can see -- well, it's alittle hard to read
It's in red.

Were we runni ng out of ink?

The PRP ineligibles, the AR zones, the
CBRA probl emrs, 120-day loss. And earlier sonebody
made a comrent about claims. We are not -- there's no
benefit to a conpany to delay the paynent of a claim
We're not paid until we -- until we close the claim
So having a claimopen for 120 days is not
intentional. It's normally because there's a problem

But that creates work. It creates
taki ng our eye off the ball as to what we're trying to
do to grow to focus on answering responses |ike, Were
are the files? Wiy is it not closed? Just the |ag
effect. The government stats are always two to three
nmont hs behi nd what the current month is. You could
have already fixed the problem but it's not reflected

yet.
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The Monroe County, repetitive |oss
problems. The fact that we |ost prem um we | ost
revenue to our conpanies, plus we had to do a | ot of
work to nove the policies. And |I've had agents cal
nme and say, Larry, | don't understand, the policies no
| onger say Allstate on them How do | get them back
to Allstate? | said, Once they are offered
mtigation, get themto nmake the changes. The bi ggest
conplaint I'mgetting fromcustomers is it doesn't say
Allstate on the policy. And | said, Wll, you're
still getting conpensated. He said, That's not the
i ssue. The issue is who's servicing the business.

Address corrections, the policy rewite,
special audits, litigation expense, quick claim
reporting. That's probably nost of the things we've
been asked to do over the past five years, and we fee
that when we're asked to do that -- | think it's
nunber 68, the one about reeval uating every policy in
B, Cor X zone, which we're -- npbst people, | think,
are very opposed to that initiative only because of
the fallout caused by the PRP ineligibles.

We see that as a very costly proposal
and if we were told to do this, we would say, Wil
this is what it's going to cost, which is what the

cost benefit is, and we should be compensated for
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this. That shouldn't be just considered part of the
day-to-day operation. And we figured that as a
1-percent contingency.

Profit component. You use the
calculation in Best aggregates. There's no profit in
t hose nunmbers. You know, when you | ook at other |ines
of insurance, you say, well, even if you ran a
br eak-even on underwiting profits, you're going to
make investnent incone. That's not true with fl ood
because we don't hold the noney. The snall portion of
noney that's left fromthe all owance after you pay
your expenses and say, Well, | can invest that, that's
not conparable to the |large amount of dollars
avai |l abl e from homeowners.

Al so, | ooking at the expense of
operating a program considering honeowners, the
average premium for a homeowners policy maybe $600
conpared to 350 for flood. Are the expenses that much
different? So if you said, okay, let's apply the 30
percent to $600 and we'll get $180 for processing
every flood policy. That works out to a 50-percent
expense ratio. Cbviously we'd have a hard tine
selling that, wouldn't we?

But the point is, they are not directly

conparable. And when you | ook at what it costs to
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actually process a policy, forget about the prem um
it's probably rmuch higher than the 30 percent, as one
of our conpani es has detailed stats to show exactly
what it costs. | don't question it. |'mgoing to go
back to my accounting departnent because ours are
probably just as high

We feel that there should be a profit
conponent. Wat is that number? W couldn't agree.
We figured a reasonable profit. And then incentives
shoul d be above and beyond that.

Did I mss anything?

AUDI ENCE MEMBER: |'d just like to
hi ghl i ght a couple things you said. One of the major
di fferences, | think, between the first proposal and
the second is we feel incentives are totally
i ndependent of what we need to carry out the
objectives of the program Just the expense part of
t he conponent.

In other words, we're expected to neet
our objectives and conply with the arrangenent and
satisfy our custoners and do all this training and
advertising and so on and so forth. But if we're not
even getting an anpbunt which nmeets our expenses, and
Larry alluded to the fact that we've provided an

actual nunber based on two years of experience, we'l
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have a third year soon, that is the actual direct
expense -- our actual direct expenses based on

Regul ation 30 which is the accepted way you allocate
expenses and all property |lines of business.

We feel very confortable that those
nunbers are accurate, and | encourage whoever nakes
the decisions to utilize figures that are actua
versus making up formulas. And one of the reasons |
didn't present this is because | have a little bit of
a problemwith comng up with fornulas based on
subj ective information.

And | think Larry raised a good point
about the Best -- the five prograns and the Best
averages. The honeowners line is heavily weighted
because of the volune. The honmeowners line is
typically a couple points |ower than many of the other
lines, which are nmore typical of the manual processing
whi ch occurs in the flood programas a result of
el evation certificate requirenments, zone deternination
expenses, and | can go on and on

But we provi ded sone nunbers, and
can't believe that our nunbers are a whol e | ot
di fferent than what the other conpanies are incurring.
And now t here coul d be some higher, some |ower, but

that's -- | think that needs to be seriously
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consi dered because they are actual figures.

MR, MOSER And actually, if we were to
talk about the interimand long termright now as
wel |, we would say that Iine on the statement that
says flood, if every conpany followed Regul ati on 30,

t hat nunber woul d probably be accurate. So what we
need conpanies to do is make it accurate, and then
it's truly reflective of what it costs to run the
flood programand it's not a hybrid of other lines
that we could argue about. What does the CWP have to
do with flood?

AUDI ENCE MEMBER W didn't nove as far
as you did. We didn't think we could achieve al
those in the short run.

MR MOSER: W want to make them
retroactive. We're going back to fiscal year of 1999.

AUDI ENCE MEMBER:  You didn't define what
your incentives were.

MR, MOSER W are confortabl e today
short termwith the incentives that we have, but the
i ncentives should be above and beyond the cost of
doi ng busi ness.

AUDI ENCE MEMBER: | think we discussed
t he schedul es, and we all agreed that the way the

incentives are currently couched and the way the
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schedul es are structured is flawed.

AUDI ENCE MEMBER: | think that what we
were told was that that incentive piece would need to
be discussed a little beyond this group, but we
essentially agreed with the current fornula subject to
sone mnor nodification, particularly on the retention
si de.

MS. KLEI NE: | hope you-all can hear
| guess overall we spent hours going through the short
term the long term various alternatives. But at the
end of the day, and literally at the end of the day,
with the frustration in the group because we coul d not
agree on really which way to go, is that we cane out
with the fact what we're getting paid today is too
little. And we all agree.

MR CONNOR It's alittle bit like
t her apy.

MS. KLEINE: And really, what we found
ourselves doing is trying to back into a nunber to
raise it. So we were conming up with all these
di fferent conplicated schemes to try to get the nunber
where we think it is, yet we really couldn't agree on
where we thought the nunber should be. So we went
t hrough various short-term scenarios, and | think nost

of you can read through here.
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There's nothing really new, but what we
t hought was, let's use the net versus the direct, and
then let's assist the FIA in evaluating and justifying
why we think the net is the way to go. Because it's
t he biggest nunber. And basically, it's higher
What ever nunber is higher. Because we think we need
that additional dollar ambunt to run the program

And so these were sone itens, and | know
with some of the others, you could use those as well,
toreally justify why we think that nunber is the
correct nunmber. And basically, the | ower average
prem um fl ood versus the average P & C prenium the
flood dollar anpbunt is lower. | nean, it really takes
alot nmore to process a flood policy than anot her
policy.

The program has high costs. The TRPP
versus the state. They are higher than normal |ines.
The zone deterni nation expense, et cetera. Additiona
ad hoc costs. Those things that we're asked to do up
and beyond things that we have been told we've got two
or three nonths to inplement or we get the information
late. We have a change in April, then we have another
change in May and a change in Cctober. W can't work
our systens around those things.

Profit. There's no dollar anpunt built

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 18, 2001 40

in for profit. And then the program changes that

we' ve inplenented actually reduces our prem umthat we
have and the expense allowance to run the program So
basically -- and | would hope we all agree here, we
have to do sonething to justify to the FIA and then

t he highers-to-be why we think we need that extra
money to run the program

We did agree with Larry Pal mer's group
in that we felt Iike the incentives should be based on
the average for the program and that what the
conpani es get paid should not be arbitrary. And
know it wasn't totally arbitrary, but an anpunt
identified up front. But it should be based on how
the programin general, the statistics of the program
and then eval uate those conpani es based on how wel
they do within the program scal e.

And then, | think we nentioned this a
little earlier. W need to understand where the FIA
is going, and we need to understand what those
priorities are. And then let us know so we can gear
up for the programs, so we know what ki nd of expense
al l owance we're going to get, and then we can adj ust
based on where you're going and where the objectives
are.

And | may be getting a little bit off,
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but | guess that's kind of what our group did. But we
al so spent some time on trying to identify what is the
true nmeaning of the incentive. What are you really
trying to change in the behavior of the conpanies?
Where are you really going with it? And once we
identify the purposes of the incentives, then we can
identify what they should be and how t hey shoul d be
neasured. Cearly, it should be attainable and it
shoul dn't be the base anmount or naking up for the
base. A lot of us in the group felt like the

i ncentives have nmade up for that base that was taken
away.

W identified a nunber of incentive
alternatives, | guess, in discussion on howto
concentrate the marketing efforts into various areas.
I"mnot going to go through that.

MR, CONNOR: Just one question. The
ot her groups spoke about either a contingency, or
t hi nk one group tal ked about a mi dpoint on the
busi ness all owance. You're basically saying that you
woul d go back to the net because that's --

MS. KLEINE: O the higher

MR, CONNOR: So you're not | ooking for
any kind of additional noneys for other prograns or

ot her changes that may cone al ong?
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MS. KLEINE: We tal ked about that in the
long term But | want to get back to what Jack has
said, in that we don't know and we're not sure how we
can get at the true cost to run the program Maybe
wi th everybody providing their expense data, maybe
we' |l have that information. But we want to be as
obj ective as possible. W know that you have to
justify where the nunber is coming from and this
seened like a logical place. And quite frankly, it
seened to have worked for 15 years, and then all of
t he sudden, the inpression is nowit's being | owered.

So yeah, | mean, | would prefer to
really look at the programand try to figure out what
the direct cost is. | don't think it's practical, and
again, |1'mspeaking fromny personal standpoint. |
don't think you' re ever going to get to that point
because each conpany has its uniqueness. You have the
direct witers, your captive agents, the independent
agents. You have the niche conpani es and you have
United States conpanies. They all do business in
di fferent ways and have idi osyncraci es about them so
| don't think it's practi cal

AUDI ENCE MEMBER: W't hout the actua
expense nunbers fromthe conpanies, we did try and

| ook at other alternatives. One of the things we
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continued to discuss after 5, Frank and |, was the

i ssue that was brought up that Rhonda menti oned that
our percentage in picking the five |ines as conpared
to our average prem um

Wel |, our average premiumreflects a
shortfall because of the subsidies of the program
whereas the percentages in the industry in Best
doesn't reflect subsidies. Therefore, full actuaria
prem umns.

And that's what was al so nenti oned
earlier; that if you go back and | ook at our policy
base and the percentage of our policies, that the
prem uns are subsidized. Factor that, which Frank did
t he i nfamous cocktail napkin cal cul ations |ast night
as we're sitting there. And then factor out things
such as what part of the prem um does the company not
get a fee on, such as taxes and conmm ssions and so
forth and so on. And you cone down to a factor and
you apply that.

It winds up somewhere between 2 or 2 and
a half percent above the 30.9 where we currently are.
So that would bring it up to 33 or between 33 and 33
and a half if you sinply nade that kind of a focus.

That gets away fromthe ot her approach

we tried to take that was taken over here. W were
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saying all these FIA special projects, if we could
figure out a percentage, 1 percent, three-quarters of
a percent, just to figure there's going to be so many
of those every year. Wiy worry about how many there
are? Wy don't you fix a percentage of the fee and
add it to the base?

I nstead of doing that approach, when we
tried this other one last night, if you recalculate it
taking into account the subsidy, that's when we get at
the higher level that | nentioned. And we believed,
when we were sitting tal king about it further, that
then you woul dn't need to factor in an additional fee
for all the FIA special projects because the higher
percent age based on actual actuarial prem ums woul d
take all that into account. Just another approach

AUDI ENCE MEMBER: Just to -- kind of on
that same note, | think it would be difficult first,
as Ed Pasterick nentioned to Larry, to define what new
initiatives are. W'd have to clearly have that
defined on an annual basis what's expected as nornma
and what's expected as a new initiative.

And let's say it's defined as another
Monroe County. Let's say Placknan's Parish cones up
and they want to do the same thing. Wat's that cost?

What percentage is the FIA then going to give each
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Wite Your Owm conpany for that? And | think it
becomes too subjective to try and do that every tinme
anot her project pops up.

Sure, we'd love to do it, and yes, when
you start seeing the fees com ng down and the project
goi ng up, we start screaming. But | think if you
start identifying exact costs for what it is, you're
goi ng to have screaming from95 different Wite Your
Own conpani es. But nake sure if you do go that way,
docunent it, so when you have this neeting four years
|ater, you can tell people what that nunber is.

MR, LEIKIN: Wrking off of a
theoretical full actuarial premium]| think would be
difficult. |In addition, there is some -- | think it
throws things in odd ways. The m ssing prenium and
where the full actuarial prem umwould be the highest
is probably associated with the policies where your
expenses are perhaps a lot lower. They don't require
the elevation certificates. And your expenses are
really associated with the |lower premiumpolicies, to
a large extent.

But along -- what was suggested here was
that our flood premium in general, is |lower than the
average premiumwe're cal cul ating the industry-w de

expense ratio against. | think that holds sone
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prom se of mmki ng an appropriate adjustnent in | ooking
at what the actual expenses are and the dollars for
the conpanies. W'd have to convert it to sone
percentage, but that is sone hope for making it nore
realistic.

AUDI ENCE MEMBER: What if you had a
m ni mun? In other words, the percent expense
al | owance subject to a mninmumso that these prem uns
are at |east earning at the break-even point so they
are not returning |ess.

MR LEIKIN: I'mnot sure | followit.

AUDI ENCE MEMBER: But | know on ot her
i nes of business where we have percentages and we
have to produce at |least a certain result, we have
either a dollar minimumfor that or a flat fee for
that so that you're at least getting that.

MR, LEIKIN: Per policy.

AUDI ENCE MEMBER: \Whatever policy you're
using it for. That's why | say a mnimmnmght fit
t here.

AUDI ENCE MEMBER: | al so want to mention
t hat our nunber does include all of the costs
associated with these additional initiatives. It's
not outside of that.

So the other thing is, in talking about
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justification to Congress or whoever, our insurance
and expenses, as well as any conpany's, are public
information. So that certainly can be utilized if

Congress needs sone support about what our costs are.

We're confortable with it. It follows, again
regul ation is what we use for all |ines of business.
And 1'Il stop making ny pitch. But that number does

include all fees and additional things that we're
asked to do that's reflected in there.

AUDI ENCE MEMBER: | want to nmake a
conment because | feel real strongly on this one.
Even wi th an expense adjustment, the initiatives can't
go to infinity. Resources are set. You have to nake
your priorities. You have to put your budget
together. You have to plan accordingly.

It sounds |ike you have a systemfor
pl anning that | ooks into multiple years and so forth.
I think that's got to be the guide so that we're al
pulling on the right oar and keeping the boat in the
right direction. You set goals well, use the planning
techni ques accurately, you share that, we communicate
on the specifics so we cone up with the best approach
I think we can make this thing work.

MR, LEIKIN.: And we haven't had as good

a tool of doing that ourselves until really this past
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year. So we should be able to do a better job for you
and with you now that we have |aid out the blueprint
that all the senior managers in FIA have crafted as to
where we see things are going and using that and
establishing the projects for the year. W need to
get that into your processes earlier

AUDI ENCE MEMBER: And | think one of the
thi ngs that we would ask you to recognize is that
essentially you have capped your expenses. And that
there's a saying that nothing is inpossible for the
person that doesn't have to do it or pay for it.

You' ve al ready deci ded what you're going
to pay for this year. And so when you conme up with
additi onal ideas or additional things that need to be
done, you don't have to do any cost analysis as to
what those things, what the ultimte inpact of those
wi Il be because you have fixed expenses for the nopst
part.

MR, TRO TTIER  Qur particul ar group, we
were ready to go at noontine, and after [unch we
deci ded that we should stay because Frank came into
the room And we thought that he was policing us, and
we got into a discussion about Regulation 30. But in
all essence, we feel we should keep it short and sweet

ri ght now.
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We actually took our discussion of
graphs, and this looks like a silent bid auction, and
I"mnot sure which one | want to bid on, but 1'll buy
it without being framed.

Qurs is the 8 and a half by 11 on the
pillar over there. And when we actually took our
various |larger sheets and tried to condense them the
unilateral or the -- the group thoughts were al nost
unilateral in that we just needed nore noney for
participating in this program

And Jimis passing out this 8 and a half
by 11 sheet.

And we had kind of a unique discussion
because we had four conpani es geographically scattered
t hr oughout the country, and Richard Cody and | had a
phi | osophi cal conversation about his selling flood in
Vernmont and Maine as against ny selling flood in the
state of Florida. And there's a real difference. But
there was basically no difference in the fact that we
both need nore dollars to continue on in this program

So the base allowance basically is very
simple. W concluded that we should use the direct
net hod of wei ghted average for the five lines of
busi ness. And not an incentive, but additiona

conpensation added to the base now would be 2 to
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5 percent. W figured there should be sone |atitude
there. And they should be for things like the
conpensation for the inability to realize an
underwriting investment profit or conpensation for
busi ness risk created for other |ines of business and
conpensated for |ost opportunities.

And FI A hel ped us with some of that
| anguage. Conpensation for extraordi nary nandat ed
nmeasures such as, but not linmted to -- this is where
the 2 and 5 cones in -- the PRP reunderwiting, the
address standardi zati on, CBRS nonitoring, the
el evation certificate changes, the rewiting, the ICC
i mpl enentation. And, of course, the upcom ng Mnroe
County reinspection, which is in ny back yard, so
that's going to be interesting and fun from know ng
what's down there

The condo reinspections, that's another
i ssue. Loss of repetitive |oss business. And nap
revi sions and the incentive program we felt that
basi cal |y whether you leave it as is or lower it down,
as Larry's group showed, to the 10 where it first
started, that it should be redefined for different
conpany sizes. And | don't see this on here, but we
brought it up. They should be redefined for conpanies

in different parts of the United States.
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We think that if you took all of the
coastal states out of the United States, that those
states, inland states, should be | ooked at
differently, and the incentives should probably be
different. Because | would imagine in those states we
have | osses coming up fromflooding from excessive
rains that are being paid and probably not as much
prem um vol ume com ng out of those states, and they
shoul d probably be | ooked at differently.

And a suggestion in closing was to use
the categories currently in place for the
Admi ni strative Cup Award and the Quill Award.

So basically, in essence, we seemto be
all on the same wave. Incentives should probably be
changed. Certain additional conpensation should be
exercised with due diligence and dispatch. | think
the cost of doing business in the last five years has
escal ated by far at a very rapid rate. And it's as
expensive to adnminister a program | think, in New
England as it is in the state of Florida.

So with that, I'mlooking forward to a
good heal thy di scussion after the break. And we
enjoyed the program Thank you.

MR. CONNOR: Let's meke it short today,

a 15-m nute break, and then we'll reconvene and start
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on the discussion of the long term

(WHEREUPON, a brief recess was taken
from9:41 to 10:01 a.m)

MR, LEIKIN. If we can get conversations
wi ndi ng down.

I think the groups that we had get
t oget her yesterday and the resulting di scussions that
we've had this morning really, | think, are surpassing
our expectations for this meeting.

I think I've talked with a few people
outside, and certainly the opportunities we've had at
Wite Your Oan conferences or at the |IBHS fl ood
conmittee nmeetings haven't really given us this kind
of opportunity to exchange our thoughts about what the
probl ens are and cone up with sonme concrete
suggesti ons on how we could inmprove things. So
hope -- I'mvery encouraged by this.

W wanted to try and wrap up the
short-term concerns before we nove into the long term
Al t hough, of course, we realize that the discussions
i nevitably kind of go back and forth. To the extent
we can, we wanted to finish and then be able to focus
on sone |longer-term i ssues.

In Iistening to what was going on so far

this morning, | think there are at |east three major
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things that | gathered. First, that regardl ess of
what influences there were in the early days of Wite
Your Own regardi ng conpani es joining the program what
were the incentives for the companies to join and what
were the conpanies trying to get out of their
participation in the program we do have a different
climate now with regard to how everyone is view ng
costs, and there's a different consci ousness about
that. And because of a different time and with regard
to other initiatives on the part of the industry with
regard to other natural hazards and such, that we do
need to |l ook at flood differently than we were | ooking
at it back in the early '80s.

We certainly have required and initiated
an abundance of projects in the |last couple of years.
And our expectations for conpanies to respond, when
you see it all put together, in red, it does nake a
good point. That we need to be aware of and inprove
the way we're -- when | say "we," | mean the FIAis
| ooki ng at how nuch we're expecting of the conpanies
at once.

And, of course, sone of what we
di scussed this norning will lead into our discussion
of long-termissues, and | think we have nuch better

tools now, as | nmentioned earlier, to be able to
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conmuni cate with you earlier about what our concerns
are, what our goals are for the next few years.

We do have sonewhat of a question nmark
of course, with the new admi nistration conming in. But
| think that the FIA executives who worked on the
blueprint, | think we agree that there's a | ot of
solid material in that blueprint that really shoul d
keep us on track on those objectives and not be
steered too far off base on what a new admi nistration
would want to do. | think we -- a lot of thought went
into that, and it does represent the true long-term
direction.

There are, | think, a couple of things
that can be done in the short run to deal with the
short-termissue. Wthout getting into exactly what
the nunbers will be this norning, because we do need
to go back and | ook at this, NFIA and then have sone
further discussions through the IBHS flood commttee,
but we will look at some way of justifying at |east
sone short-term boost in the expense all owance that we
can get into the rul e-nmaking process.

We don't have much tine to spare, but we
will work on how we can have discussions with the --
| eading up to the March neeting of the IBHS fl ood

conmttee. That may be -- correct nme if |I'mwong.
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We need to actually have a proposed rule out in the
regi ster by April?

MR, CONNOR: By April 1st.

MR, LEIKIN: So that neeting cones early
March, so we still have sone tail-end nmeani ngfu
di scussion. W need to work together |eading up to
that. We'll look for sone reasonable justification
whether it's -- we certainly had a | ot of ideas here
on how we can cone at it different ways, whether it's
goi ng part way back to net or if it's |ooking at
actuarial premuns or |ooking at sonme real industry
average of what the prem uns are that the expense
al l owance is being calculated against. W'Il|l work on
some justification.

And | think we have sone opportunity now
to make a significant reduction in what your expenses
have been recently with regard to PRPs. W' ve
been -- | guess we don't have the report to be able to
hand out. W just got it done a little bit before
this nmeeting, but it seens that we can provide sone
relief on the PRP reunderwiting on renewal s that
we' ve gone through. W have gone through a cycle.

W' ve cleaned up a lot of that business. And at the
very |l east, we can work on sonething where the bureau

is providing information to you-all on which policies
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don't qualify for based on the zone change as we do
right nowwth the repetitive loss on the front end
before the renewal. So we're not in a node of
checking it after the renewal and then working on some
md-termcorrection. So if we provide that
information to you, and accept that whether it's --
however accurate it is, of course, there will be sone
appeal process still in there, but we'll accept that
we're using the B as opposed to requiring sonething
nore definitive than that. And we'll provide that to
you, whether it's 90 days ahead of tinme or whatever
before the renewal, and we'll use that as the
information to nake the call. | think -- | hope that
t hat woul d make some meani ngful reduction in what

you' re seeing here in your expenses that have risen in
the | ast year or so. Those are two nmain things |
thi nk we can work on meaningfully in the short term

Bef ore we nove off short-term sol utions,
are there any other --

AUDI ENCE MEMBER: Regardi ng the
retenti on conponent, every group nentioned the fact
that the retention component, the goals are set way
too high and it's really --

MR, LEIKIN: That's a good point. W'l

take a | ook at the retention schene. Wile we have by
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rule the idea of a marketing incentive, it is not part
of the rule nmaking as to what the exact schedule is
for the incentives. So yes, we can work on that.

Ed, do we have a group lined up to start
on the long tern®?

Unl ess there's sonething el se soneone
wants to say on the short term

MR, CONNOR: On your question about the
retention, are you tal king about for the adjustnent
made for the upcom ng arrangenent year?

AUDI ENCE MEMBER: For the year we're in

Unl ess you want to go retroactive to
last year. |If we don't see it as an attainable goa
when the programis running in 82 to 85 and the
incentive starts at 90, very few conmpani es are going
to be above 90. So what |I'masking is that we
consi der an adjustment to that scale, at |east for the
year we're currently in. | mean, it would be
wonderful if you went back in tine, but --

MR, LEIKIN. Larry, let's take that
under advisenment. Certainly we're tal king about what
do we need to do for the next arrangement year

| guess I"'mnot -- we'd have to take a
| ook at what we had envisioned -- was it two years ago

when we canme up with the |atest scheme? And what was
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known at that time with what was going to be happening
with retention.

AUDI ENCE MEMBER: A question arose in
our group, and | don't know whether you nentioned it
inthe first couple of mnutes in the presentation
while | was out. We had nentioned |ast sumrer in
response to a question that came in or suggestion of
maki ng the arrangenent a two-year arrangenent, and we
said we would do that. The question in our group is,
Where is that? 1s that going to be for the upcom ng
arrangenent starting Cctober 1st or sonetine after
t hat ?

MR, LEIKIN. | guess at this point |
don't think we want to open that discussion up right
now. It would seemto ne that if we have concerns of
short-term and | ong-term expense al | owance
consi derations, that this may not be the tine to |ock
us into a two-year arrangenent. Let's |leave it one
year and retain sone flexibility. That would be ny
suggesti on.

There are sonme advant ages, of course, to
maki ng a longer term but as long as we're in these
di scussions and trying to work on sonething that we're
all nore confortable with, | would keep tilting it

towards keeping it at one year
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MR. CONNOR Let's start the short term
on the long term \Why don't the spokespersons cone
f orwar d.

MR. PALMER: The long termis building
on the short-termgoals that we had up before. But
adding onto it, because we realized in the long term
a three- to five-year period may take time to
i mpl enent these.

The first new point to add to the short
termwould be on the growth incentive. And we
recogni ze that the larger conpanies certainly would
have even a challenge if they couldn't get 18 percent.
Qovi ously, 10 percent is a challenge too. |If you have
a 700, 000 policy base book, it's difficult. And to be
nmeani ngful for the |larger conpanies, then we'd have to
figure out what the tiers would be to handicap it.

Just make some type of adjustnent for the growth
i ncentive that nakes sense for |arge, medium and snal
conpani es.

For exanple, and |'mjust throw ng these
out for the sake of discussion. Maybe the larger tier
conpani es could max their bonus out at 2 percent. And
maybe we could quantify that by maybe goi ng back for
the last three or four years of the growmh cycle and

see how that woul d have i npact on the category of
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conpani es a certain size and above and see if it was
att ai nabl e.

And then you nove into the mddle
cat egory, suggest maybe maxi m zi ng the bonus out there
at 5 percent. And still keep in nmnd, this is genuine
new busi ness and not counting rollovers. And then for
the smaller conpanies and the start-up compani es, the
10 percent, because they would be coming in with a
zero base or smaller base, and it would be nore
realistic to neet those goals.

The third point -- again, the first
point is building off the short-termfixes, and then
recategorize or rehandi cap the growth.

And nunber three, and Doris gets credit
for this, is maybe a teambonus for all the Wite Your
Own conpani es where we woul d all benefit a percentage,
if, as a collective group, we all genuinely increased
the policy base. And we would have to make sure that
we' re tal ki ng about dec sheets or contracts or
policies in force, have a clear understandi ng what
that means. But clearly an understandi ng that nakes
sense for the bottomline. Yes, we've increased the
policy base.

It's kind of like each Wite Your Omn

conpany woul d be a nmenber of the board of directors of
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the National Flood Insurance Program and that conpany
woul d share in the bonus pool for the performance of
t he whol e group. So we step out of the parochia
concerns we have and nove into these.

Now, how could that work? Wuldn't it
be nice to know that if in fiscal year 2002, if as a
group the policy base increased genuinely with new
policies 5 percent. W know fromthe statistics that
we have now that it's creeping around 1 or 2 percent,
if I"'mremenbering that correctly, Denny. But so
there woul d be an additional bonus on top of the
i ncentives that could maybe ambunt to a quarter point
or so. That would cone back as a reward for hel ping
t he whol e program al ong. That way we're kind of
tugging in the sane direction, and everybody m ght
feel that pressure for the good of the cause. So
that's point three.

Poi nt four would be an agent training
bonus for the conpanies that are real proactive on
going out and training their agents. Hel ping them not
only wite the business correctly, but also the
training woul d be increasing their perception of the
market and to nmake them maybe a little nore aggressive
to represent the product. Talk about the E&O and

stuff |ike that.
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Poi nt nunmber five on our chart up there,
which is the third one fromthe left, we have a
category that tal ks about incorporate bureau
resources. And that Nunber 5, there is a reference to
the nodels for discussion. And |'mnot too sure.
Maybe we -- we m ght have used the wong number there,
group. Did we nean to put in nodel for discussion
nunmber four?

The point with that is, and this is sone

of Wally's concerns that he expressed very well in the
neeting. He should be up here talking and not ne. |Is
that if there are these additional -- what was the
term-- initiatives or projects that are inmposed upon

us into the termof the arrangenent, that the bureau
woul d be the safety valve to do that work at their
expense or provide the service to us, so it's not an
expense itemout of our already-linited operating
budget .

For exanple, if sonething was in place
today for that concept, that the bureau would -- and
they are already doing this, already providing nore
support on the zone determ nations and the PRP. That
may be of sonme help. But if you read that nodel for
di scussi on nunber four, it's alittle vague, and it

can be interpreted in different ways. But it says, No
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change with the bureau doing sonme of the underwriting,
sl ash, service functions for them the Wite Your
Owmns. For exanple, zone determ nations, prescreening,
PRP, check the zones, et cetera. So there's an idea
to take into consideration.

Now, | interpret that a little nore
broadly. Whuldn't that be great if sone
determ nations coul d be done by the bureau? | can
i magi ne tea thrown into the harbor by the zone
det erm ni ng conpani es that have financed their
operation to see to that. So we don't nmean to rock
the boat there, but on the other hand, they may be the
ones that that service could be provided by. And they
woul d have a bigger clientele and basically sonme type
of contract to do it. So it could be a w n/wn.

Group, did | nake that point? | was a
little confused on that myself, but is that the idea
behind it?

AUDI ENCE MEMBER: The | argeness of the
nunbers in terms of efficiencies, that could be
provi ded by the bureau conpared to what the individua
conpani es could do. So there can be a win/wn
situation for the conpani es and the bureau and al so
t he whol e programto hel p reduce expenses.

MR, PALMER. And it could actually turn
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out to be nore business for the zone determning
conpanies to do a good job. You could parse up the
country to areas that they have the strength in and
utilize the services and they woul d have the
arrangenent with the NFIP to do so.

The sixth point, we touched on this, is,
you know, what is driving the cost up and review ng
the overly excessive conm ssions paid by the Wite
Your Omns. It's hard to reconcile what we're talking
about knowi ng that there are exorbitant comm ssions
being paid sinply to buy existing books of agents
busi ness. And we would be remiss if we didn't put
that up on the radar.

Now, renmenber, we're a small-ish group
of conpanies in our particular group, and | noticed
the ones that followed us pretty much had to be a
cluster of the larger Wite Your Oms. So as | was
listening to themtalk, it was a neat blend of these
i deas though that kind of nade sonme sense.

| guess | have to ask the question of,
why can't the larger Wite Your Owms start benefiting
fromthe econony of scales that the small Wite Your
Oms can't? Sone of us are pushing towards the
br eak-evens on our costs. Fair question to consider

anyway.
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Last poi nt, nunber seven on our chart.
And let ne ask this. Does anybody know if the
aggregate and averages that we're utilizing includes
consi deration for the prem umtaxes?

AUDI ENCE MEMBER: | don't know for
certain that's the one that's been used. | know Best
averages and aggregates had a discrete col um.

MR PALMER It seens to nme that |'ve
al ways worked off the prem se that the expense
al | owance had consideration in there for an average a
percent paid for prem umtaxes.

And | think Bruce Bender made an
excel | ent coment at one of the FISCAA or narketing
conmittee neetings where some conpani es have a
strategi ¢ advantage. Nothing wong with this. This
is just for the nunbers of that conmpany. |If they are
domiciled in a state where a lot of flood business is
witten or any of the southeastern states because they
are domiciled with their property and casualty chart,
in that state they are given a break on the prem um
tax they pay.

For exanple, it costs Redland nore to go
into that state and wite a fl ood policy because the
premumtax is a little higher to us. And where the

conpany that's headquartered there has an advantage on

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 18, 2001 66

nme because they may only pay a fraction of the prem um
tax, and they could fairly use that for their
marketing efforts. That's a polite way of saying

i ncreasing the comi ssions paid.

But the suggestion in our group was --
and we don't nean to penalize anybody, but suppose
that was a pass-through. W just get reinbursed
exactly what the premumtaxes are that we pay. And
that would, first of all, save nmoney. It may be a way
to, if you're going to try to explain this to
Congress, here's an area we found we can reduce this a
little bit and make it a pass-through. It's on the
edge right here. | wouldn't be representing nmy group
fairly if | didn't bring it up and discuss it. But
it's food for thought.

Is there any other type pass-throughs we
can see on that? That is an area out there that can
be | everaged to your advantage dependi ng on where and
how you do busi ness.

MR, LEIKIN: Larry, it's also an expense
category that is not within your control really.

MR. PALMER  But then we've al so had
sone di scussions too where they are tal ki ng about not
making it a requirement to pay prem umtaxes because

hi di ng behind the shield of the federal programlike
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federal crop does. And that is just -- that's

somet hing new on the radar that's come up froma
couple different angles. Jo Ann nay be |looking at it
as a way to justify some reduction of the fee.

And then the | awers now are talking
about that is a tag back to the preenption of this
programthat's hard to explain when we're saying, Look
now, under the new arrangenent and the new policy
form it clearly says if you're going to sue under
Nati onal Flood Insurance Programpolicy, it has to be
in the federal courts. But an attorney on the other
side can argue saying you're still touching the state
governments by paying state prem umtaxes. You can't
do it both ways. You're either totally a federa
program exenpt fromall that stuff even through the
Wite Your Om mechani sm where you're going to stil
pay it. It's a political decision, |I recognize, but
again, food for thought.

Any questions?

Before | get off the stage, | want to
rem nd everybody, after this nmeeting at 1 o'clock is
t he FI SCAA neeting, that's Fl ood I nsurance Servicing
Conpany Association of America. You're all invited.
We'd |l ove to have you there. |If you're a new Wite

Your Oan conpany or existing one that's interested,
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we'd | ove to have you cone there
M. Bender made the arrangenments. It's

in the Sonoran Roomwhich is out the front |obby to

the left of the building. You walk there. It's on
the left there. It starts 1 o'clock until 5. W have
an interesting agenda. W' Il have pass-out itens.

But it's another opportunity to see it fromthe
property and casualty conpani es' perspective.

MR, MOSER: Wel |, as you can see from
our sumary for our long term we broke it into
interimand then future, which is within five years.

On the interimbasis, we see basically
the sane as what we cane up to with short termwas
using the direct with a baseline expense adjustnent.
Then havi ng an adj ustabl e contingency. It would have
to be determ ned based on what we're asked to do. The
profit, the reasonable profit figure, and then an
i ncentive piece.

For long term as | nmentioned for the
short term if every conpany reported the fl ood
expenses in line with Regulation 30, that should
become an accurate nunber. And we would use that with
a contingency for additional things that we're asked
to do. The profit ampunt and an incentive.

One thing we haven't touched on is the
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clains side. One of the nenber conpanies of our

group, which doesn't happen to be here any |onger, has
accurate statistical data to support the fact that the
3.3 is a very outdated nunber, and it really doesn't
work for catastrophe-type |losses. So we really need
an anal ysis done to determ ne what shoul d that nunber
be.

On a short-termbasis, we'd want to
i ncrease the ULAE to nore accurately reflect the claim
handl i ng expenses, especially for the catastrophes.
Let's face it, 90 percent of our |osses are
cat astrophes.

Group, did | mss anything?

Any questions?

AUDI ENCE MEMBER: There is one thing,
just to rem nd everyone, the interimwas just not for
t he upcom ng arrangenment year, but for the year
following that, until such time as the future could be
est abl i shed.

MS. KLEINE: Well, we basically thought
that our short-termobjectives could very well be our
| ong-term obj ectives so that those that we did cone up
with in the short termcould be refined and noved to
long term And what we did was we kind of went

t hrough each of the nodels that were on the sheet that

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 18, 2001 70

was passed out and kind of threw out 2 and 3.

But 1 was one that we had cone up wth,
and this was one where nmaybe the FI A woul d reinburse
us a fixed dollar amunt for every policy that's
processed. But our thought process here was that the
average premumfor flood is | ower than other |ines.
So on a percentage basis, maybe that doesn't make
sense, but it really -- it is nore |ooking at what
does it cost to process a flood policy and then
rei mburse conpani es based on that, using sone
averages, and Kathy was the one in our group that
brought that point up. And I think it's a valid
point, and it may be sonething worth really | ooking
into the details. So when you're |ooking at a
percentage, you're not hurting the snaller conpanies
when you're looking at it on a percentage basis but
really the dollar amount per processed policy. So
think that's sonething that hadn't cone up before.

We really didn't spend a whol e heck of a
lot of time on this because we spent nore of our tine
on the short term But we did talk a little bit about
this baseline activity and thought there was naybe
sone nerit in considering maybe the Wite Your Oawns
havi ng a baseline activity that they are required to

perform And then if they go up and beyond or they
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choose to do trading as opposed to not do training,
t hat we woul d be conpensated based on that dollar
anmount .

And these are ideas that were brought
up, and they are not necessarily -- there was not
necessarily agreement in our group that this is the
way they'd Iike to go. But other itens that were
brought up may be there is neasurable itens, each
conpany rmust do X in underwiting, they nust do X in
clains and must do X in training. And then the FIA
t hen, you know, on a report card type scenario
eval uates the extent that they did, and then the
rei mbursement sonehow is tied to that.

And again, these are long termKkind of
things, but what it does is it does not put all the
enphasis on the growh or the sales in the narketing
but really how well a customer is taking care of their
exi sting business and | ooking toward the | ong-term
future of the flood program And that kind of
i ncorporates these baseline activities. And really
consi deri ng payi ng additional amounts based on
additional activities and the extent the conpany wants
to do that. | think that's really about all |'ve got.

Does anyone el se have anyt hi ng?

AUDI ENCE MEMBER: One interesting
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concept that | thought cane up in the group in the
seven hours of discussion that we had, dealt with
paying a -- maybe you said that and maybe | m ssed
it -- a per policy bounty. That way you get away from
the size of the conpany and their base was so big,
therefore, they are actually, quote, getting
penal i zed. That way you figure out that, okay, a
2-percent incentive on average of a $300 policy is
6 bucks. |'mjust using some exanpl e numbers.
Therefore, you get paid 6 bucks. So whether you're a
new conpany or a conpany that's been around for the
past 20 years or so, you still get 6 bucks a new
policy. And that way you get away from the percentage
problems. So | thought, well, seven hours, we got
sonet hi ng outside the box.

AUDI ENCE MEMBER: Rhonda, | wouldn't say
your group was involved in thought too | ong on that
i ssue yesterday. JimPitts' group finished and he
went and ran four mles, got back, and you guys were
still talking.

AUDI ENCE MEMBER: Did you want to
nmention Medicare?

MsS. KLEINE: From an over al
perspective, and this is nmy own personal opinion and

maybe not so nuch of the group's, but | think that
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there's 100 ways to skin a cat. And | think that it's
beneficial for the FIAto really look at all the
various alternatives, and Medicare reinbursement being
one of them because it is a programthat's working.
I"mnot sure how well. And then figure out how wel
does it fit into the existing programwe' ve got.
The other thing I think is inmportant is

we keep the programsinple so that we really do

under stand what we're going to get paid and so we can

manage our busi ness based on what we believe we're

going to get paid. But | think -- | definitely think
it's worth | ooking into. Wether it pans out, | don't
know.

MR. TRO TTIER: By using the future
direct nodel, the flood line only, times and of course
addi ng an additional -- sone additional compensation
probably 2 percent for the first bullet that's in the
short term which is the conpensation for things |ike
| ost opportunities, especially for those with, say,
| arge advertising budgets in the |arger conpanies.

The incentives, basically have the
incentives for all witers to increase their books
simlar to the current method but add additiona
i ncentives for the target areas, such as increased

witings in the Mdwest, the B, C and X zones. And
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this would address FIA' s goals of increasing spread of
risk and the audits with no material findings. And we
weren't sure what the material findings were fromthe
conpany that the FIA would like to inprove.

We think that the short-term devel oprent
by year end will certainly lead into the long-term
aspects of the thinking so that we kind of kept it in
a narrow margin. And as the year progresses, to
develop the ideas fromthe short term | think they
will just flowinto the long term

MR, CONNOR: Could | ask a question on
the audits? What kind of audits are you talking
about? The financial audits, operation reviews or
all?

AUDI ENCE MEMBER: Whatever you all want.
What ever the FIA wants to do, where they want to
focus. In other words, you put your incentives where
you want them You want us to do those particul ar
things. That's where you put the incentives.

MR. CONNOR:  So in other words, let's
take PRP ineligibles. |If we came out and did an
operational review and we focused on how t he compani es
were handling ineligible PRPs and identify these, and
to the extent that they were done well by a conpany,

because it is a programinitiative there should be
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some consideration for incentive there.

Thank you.

AUDI ENCE MEMBER:  But then on the other
hand, if we had the contingency fund, the conpanies
woul d have the nmoney to nake sure it's done correctly
to begin with, as opposed to how are we going to pay
for this.

AUDI ENCE MEMBER: I ncentives shoul d
al ways be above the base.

AUDI ENCE MEMBER: We don't want to turn
you into big brother either.

MR, CONNOR: | know. So that if we paid
you additi onal nmoneys to do that and | did an
operational review and it wasn't done, what do we do?
Do we take the noney back?

AUDI ENCE MEMBER: Then you don't pay the
i ncentive.

MR. CONNOR: There's a reverse to that
t 0o.

AUDI ENCE MEMBER: You haven't paid the
i ncentive because you haven't done the review.

AUDI ENCE MEMBER:  You haven't received
anything yet. But | have sone issues with that whole
concept because anybody that's had any experience in

the auditing world, you know there's never an audit
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wi t hout sonething being found or else they are not
doing their job. That's just the nature of that type
of occupation. So | would be shocked if you will ever
see an audit where everything is perfect.

AUDI ENCE MEMBER: The thing deals with
material findings. | think materiality is the issue.

AUDI ENCE MEMBER: Isn't that subjective?

AUDI ENCE MEMBER: No, not in terms of an
audi t.

AUDI ENCE MEMBER: What is considered
materi al ?

AUDI ENCE MEMBER:  So the auditor nakes
the determ nation.

AUDI ENCE MEMBER: So it's subjective to
the auditor.

MR, CONNOR: It may be subjective with
the auditor, but it's consistent wherever you go. In
other words, the auditor will determi ne what's
material or what isn't, but that's going to be applied
strai ght across the board.

AUDI ENCE MEMBER: But couldn't you --
why woul d you incent a conpany for doing something
they are supposed to be doing? They are supposed to
be doing it in the first place. The incentive is you

get to stay in the program
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MR. CONNOR:  Yes, sir

AUDI ENCE MEMBER: W weren't neani ng
you, Larry.

MR CONNOR: | didn't nmean to open up
di scussion on this. |I'mjust curious. W'IlIl have
further discussions on this anyway, but you kind of
touched one of my areas.

AUDI ENCE MEMBER:  Just a comment on the
geographi c spread in our group. One of the
di scussions we hit upon, the problemyou run into is
t hose conpanies, that if you decide you want to grow
in the Mdwest and you're set only in Florida, you
don't get to participate in that part of the
i ncentive.

So | guess |'d be wary. 1'm nationw de,
so it really wouldn't affect me. The conpani es that
are based in Puerto Rico, they have no way to grow in
lowa. But if you pick the PRPs as an area to grow,
then that, | think, opens up the door for anybody and
everybody. And one point it mght be you want new
policy growh. And if it's a PRP, it will be counted
doubl e or 50-percent extra. And therefore, it would
be much easier to quantify, neasure.

MR. CONNOR:  Anot her exanpl e of that

woul d be smal | busi ness owners' attendant policies for
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what ever we may want to try to grow

AUDI ENCE MEMBER: One of the things we
al so brought up is if you do it, nake sure it's for an
ext ended period of time, not just, okay, this year's
flavor is PRP, and next year we're going to do
busi ness owners. Because now you've geared up a
canpai gn for PRPs and all of the sudden it stops and
we have to -- so nmmke an admi nistration period or at
least, like, three years so you start getting to reap
the rewards.

MR. LEIKIN:. Three years, no nore
policies in Florida, everywhere else.

Do we have enough fol ks back?

Wl |, again, with the discussions of the
| ong-termissues and potential solutions, | think
we' ve gotten a |l ot of good ideas. As opposed to sone
of what we discussed already for the short term where
we need to quickly cone up with sonething specific,
the I onger-termsolutions really, what is our process
going to be to explore them so we can nake the
adjustrments that will be appropriate for future
arrangenents. And that's why | wanted to get together
quickly with Corise and the FIA folks to tal k about
how we' | | accomplish it

We've cone up with at | east a beginning
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schedul e and a few assignments that would hel p get us
started. First, we'll use the IBHS flood comittee
structure to help us puzzle this out. And along with
a task force that Ed -- the task force has al ready
been involved in looking at retention and such and it
i ncl uded nmenbers beyond just |IBHS nenbers. So the
task force will work on this issue. W're aimng to
have that task force nmeet in the March tine frane
along with the IBHS flood conmittee neeting as the
first neeting to |l ook at the |ong-term expense

al | owance consi derati ons.

In getting ready for that neeting, of
course, we're going to have this transcript of the
proceedi ngs of the last couple of days. W'd also
like to ask each of the spokespersons for the groups,
if they would wite up specifically a report on what
cane out of their group so we can make the nost sense
of this that we can. And we'll nake that avail able
for the IBHS committee and also the task force. |
guess if we have a tine frane on that, we need it by
the March neeting.

M5. MORRI SON:  March 6th is the neeting.

MR LEIKIN. It really needs to be ready
so that it can go out with the package of materials.

MR CONNOR: | would like to get it by
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m d February. Maybe February 14th. Do we have al
spokespersons in here?

Is that a reasonable tinme? That would
be a big help for us.

MR, LEIKIN. Send it to Ed Connor, yes.

One of the issues that | think we need
to do a fair anpbunt nore exploration intois to really
justify where we're going to head with this and to
| ook at what are the activities of the conpanies that
it's reasonable to expect that woul d al ready be
i ncl uded in whatever baseline expense provision we
have.

We know that a certain amount of
reunderwiting gets done, certain amount of systens
changes get done, and those are enbodied in the
statistics we're looking at for expenses. So what are
the reasonable -- what's the reasonable | evel of
activity that can be expected in that baseline versus
where we get into the unique flood expenses or timng
of projects that are beyond the control of nornal
conpany control to meter out how you're using the
resour ces.

To help us do that, of course, that's
part of what the task force should be | ooking into,

but we're also contenplating bringing in a Deloitte &
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Touche type outfit to help us | ook at what those
reasonabl e | evels of activity should be. And that
woul d work -- that contractor would work in tandem
with the task force.

I think that -- am | m ssing sonething
in the near-term schedul e?

Any conmments on the proposed course of
action for dealing with the long tern? Anything
anybody wants to add?

AUDI ENCE MEMBER: And then are you
expecting out of that March 6th nmeeting to then have
that task force come back to you with a fina
recomrendat i on?

MR, LEIKIN. Yes. It's going to take
probably sonme conference calls, and it will be nore
than one neeting. W're not expecting a one-day | ook
at this because, as | said, | think there's sonething
that needs to be prepared to help the task force
revi ew what should be done and nake a recommendati on
We' Il know better about, | imagine, the schedule for
that task force at the March neeting of what's a
reasonabl e expectation for the recommendation to be
coni ng out.

| would like to -- I"'mgoing to walk a

fine line here. | want to say that as far as

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 18, 2001 82

short-termissues, we're definitely going to take a
| ook at how we can justify some boost to recogni ze the
pain that you're suffering. And we are also, as |
said, particularly in the area of PRP, | think we have
sonet hing right nowto help in reducing your current
| evel of expenses.

| don't want to raise -- because we're
tal king about a short term and it's very short term
because we need to go to proposed rul e-naki ng by
April 1st to be able to neet the dates. W're also in
a period here where we have a change in
admi ni stration, and rule naking is not necessarily
sonething that will flow as quickly as when you have
an adm nistration already in and confortable with what
m ght be going on. So we're going to -- we will do
our best to do sonething.

| think it's reasonable to say that it's
unlikely we're tal ki ng about three or four percentage
poi nts because | don't think that's sonething that
woul d get through quickly in the time framne we're
tal king about. But we will take a | ook at what we can
justify within those paranmeters, realizing that we
have a new adm nistration. And aside fromthe fact
that we still need to deal with OVMB and | ooki ng at

what it really nmeans in terns of |levels and
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expendi t ures.

Any further thoughts? W do have
sonme - -

M5. MORRISON: On the short term we had
sai d that between now and March we'd like to -- |BHS
would Iike to fine tune what that is exactly going to
be. So I think you all were going to go back with the
short-term proposal s here today and conme up with what
you think is a realistic inprovenent fromwhere we are
today and send that to the IBHS comittee. And then
we' Il have one of those teleconference calls between
now and March, IBHS will with FIA |ooking at that
proposal for the short term

So in the next, | don't knowif it would
be month or so, we would expect -- | woul d expect
sonet hing probably fromyou all around the short term
and then expect a --

MR LEIKIN. We'Il regroup next week
So the IBHS comrittee will get an opportunity to | ook
at the short-term solution before our March neeting.
Because our hope is, when we nmeet in March, we won't
have to tal k about short term That will have been
deci ded by then. W can focus the efforts and the
task force efforts on the long term

MR, CONNOR: VWhich is why it's inportant
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that February 14th date | gave you in terns of when |
need those reports. To the extent | can get it

sooner -- that would be ny drop-dead date, but if |
could get it sooner, that gives me nore time to put it
all together. And we can work on it and get it out

to -- on the short-termstuff particularly, get it out
to the commttee for review

AUDI ENCE MEMBER: Again, if in addition
to information you' re going to provide goes directly
to this issue of activities and expenses, if sonehow
I BHS can also add to it infornmation regarding
unconpensat ed val ue, this enornmous val ue that the
conpanies bring to the program and to address that.

We recognize it, but if you get that
where others recognize it nore conpletely, | think it
hel ps the whol e process of reviewing efforts. | think
that's sonething that really should be made known as
wi dely as possi bl e.

M5. MORRISON: So in addition to the
expense and establishing the baseline on expenses, it
woul d be what value do we add in the Wite Your Own
progr am

MR LEIKIN. It's really maybe, once
again, an attenpt at expressing the Wite Your Oan

advantage. Wich, at one point, we had a very good
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paper that explained, at that tinme, the view of the
Wite Your Om advantage. And | think a few years
|ater there was an attenpt to get a re-expression of
that, which didn't pan out as well as maybe we woul d
have |iked.

But | think it is inportant that we can
and that you help us in crafting what are all the -- |
think that's a good way of putting together the
val ue- added aspects.

Wel |, once again, | think this exchange
has been one of the best discussions that | think |'ve
participated in with the Wite Your Om program And
I"'mvery pleased that we were able to get so nuch out
on the table. Helping us do that, of course, | want
to particularly thank Frank Reilly for joining us
and --

MR, REILLY: Thanks for inviting me.

MR LEIKIN: | know Frank continues to
have a real interest in how well we're doing and what
we' re doing, and his gui dance continues to be
sonething that is of real benefit to us.

And | want to thank you all for the
energy that you put intoit. And | think we had a
good friendly partnership exchange here, which

really appreciate.
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M5. MORRISON: And | want to also, |
guess at | east on behal f of |IBHS conpanies, if not al
t he conpani es, extend our appreciation for having the
opportunity for the last few days to go through this.
It's probably at least -- we weren't sure what to
expect. | think overall, at the end of the day now,
we realize that this really was a good sessi on.

We especially want to extend
appreciation to Ed Connor because | know he was goi ng
out on a limb putting this together not really know ng
what to expect and if he would be able to survive the
neeting at the end. He's cone to a few of our |BHS
neetings and cone out of it a little bit bruised,
think, after some of our discussions. But he
continues to hang in there with us, and we appreciate
that as well.

MR, LEIKIN: | also want to express the
FI A's appreciation for what Ed did in putting the
neeting together and in bearing the brunt of -- and Ed
Pasterick and all the other division directors and Jo
and Don and the CSC folks. There was a |lot of effort
put into this to make sure this nmeeting went well and
was productive.

I think I"'mgoing to hold off on that

stuff. We'Ill get that material out to folks in
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anot her venue rather than getting us |launched into
some further detailed discussion at this point.

Any | ast comments for the good of the
cause before we go, | don't know, explain to FI SCAA or
sonet hi ng?

MR. PALMER: Not explain, just sit down
and have a nice neeting.

AUDI ENCE MEMBER: W I | the transcripts
be supplied out to everybody or be on the website
or --

MR, LEIKIN. What we planned on -- the
transcripts for the, say, the E-comerce neeting and
others, do we just put it on the web site?

AUDI ENCE MEMBER: It woul d save on
postage and printing.

MR, CONNOR: The thought that | had, and
I think we did this with the other neeting, we can
send it electronically because it's going to be hard
copy and electronic. | can e-mail it to everybody.

AUDI ENCE MEMBER: | think this is too

sensitive to put it on the website to the genera

publi c.
MR, CONNOR: | prefer to e-mail it out.
AUDI ENCE MEMBER: W al so have sone
private website we could post it on, and I'l|l e-nmmi
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you the link to it.

MR. LEIKIN: The transcripts, if you've
waded t hrough transcripts, that's a tough way to
di scern. That's why |'m anxious to get these reports.
That coul d be an addendumto where the spokespersons
fromthe groups have made sense of the final

M5. MORRI SON: | would recommend that
t he spokespeopl e take these back with themto use.

MR LEIKIN.  We'Il work on an
appropriate time where we can get it all out to you.
Maybe -- mid February is not that far away anyway.

MR, LEIKIN: Thank you all

(WHEREUPQN, the proceedi ngs concl uded at

11: 26 a. m)
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