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PROCEEDI NG
conmenced at 8:40 o'clock a.m on January 17, 2001, at
the La Posada Resort, 4949 East Lincoln Drive,
Scottsdal e, Arizona, before M CHAELA HERMAN DAVI S, a
Certified Court Reporter, in and for the County of

Mari copa, State of Arizona.

APPEARANCES

MR, HOMRD LEI KI' N

DEPUTY ADM NI STRATOR

FEDERAL | NSURANCE ADM NI STRATI ON
VR. EDWARD PASTERI CK

MR, EDWARD L. CONNOR

| NDUSTRY RELATI ONS

FEDERAL EMERGENCY MANAGEMENT AGENCY
FEDERAL | NSURANCE ADM NI STRATI ON

RECESSES TAKEN

(None.)
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Scottsdal e, Arizona
January 17, 2001
8:40 o'clock a.m

MR, LEIKIN: First of all, good norning.

| wanted to nmake one announcenent this
norni ng so that you know what's happening wth our
various casts of characters in the FIA and ot her
pl aces.

O course, you know we're likely to have
a few changes, of course, with the transition, but
within FIA, we have a couple of changes that we nade.

Most of you probably know Rol and Hol | and
who has been the division director for operations.
Roland is still with the FIA but he is off on a
one-year sabbatical -type activity with the Brookings
Institution. It's a programwhere he will be working
on the H Il at sone point very soon. They will be
identifying a particular office, either conmttee or
menber, who he'll be working with. And it's also a
trai ning opportunity.

And so with his | eaving a vacancy for
the year, we've shifted some fol ks around.
Ed Pasterick has graciously agreed, w thout kicking
and screaming, to be the acting division director for

the operations division in FIA

JD REPORTING | NC. (602) 254-1345
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And then for the finance and
admi ni stration division, Ed Connor is going to be the
acting division director. Doesn't nean Ed is giving
up his liaison role with the conmttees and such, but
we' ve just added to his burden. That's the way we do
things. W just -- no one gets rid of any
responsibility.

One of the things we thought we'd do
this nmorning, just to be sure that everyone knows
everyone, is to have people stand up and tell us who
you are and who you're with and naybe what conmmittees
you' re on.

(Audi ence nenber introductions.)

MR, PASTERICK: | guess ny job today is
to guide us through sone di scussion of how we're going
to conpensate, how the programis going to conpensate
t he conpani es and what may be the best fornula of
conpensati on.

And may |, just to give a little bit of
background, there has been some turbul ence surroundi ng
the conpensation formula, and | think it's probably
brought us -- just along with the fact that we've been
around for 17 years, and maybe it's tine to | ook at
our conpensation fornula and to wei gh some possible

alternatives based on all comments that we've had.
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Di scussi on, conpl aints, whatever you want to call it.
Just as a -- the conpensation formula,
t he expense al |l owance, | guess we'll -- the Wite Your

Own expense al |l owance has been basically the same. At
least, it's the sane concept for the 17, 18 years of
the programw th sone either mnor fiddling, or ngjor
fiddling, depending on where you sit, in terms of the
exact percentage. Depending on who you're talking to,
t he conpanies are either getting rich or getting poor
But the formula has served us -- | think the fornmula
has served us wel |

The nost inmportant aspect, |'ve always
felt, about the Wite Your Owm expense all owance is
that it's based on objective data. Now, whether that
data accurately reflects true costs or not -- and Lynn
and | were talking before the neeting as to how
reliable those nunmbers are. They are the best
nunbers, at |east the best nunbers avail able, and they
have all owed us -- they have been very defensible
nunbers over the years.

And while you have to report up within
your conpani es on costs, we have to report up to a
nunber of different players on expenses. And to be
able to base our conpensation to the conpanies on the

Best data has served us very well in this program

JD REPORTING | NC. (602) 254-1345
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And | have to say, that, as Frank was
sayi ng yesterday, we have had very rare occasi ons when
we' ve really been chall enged on those nunbers. And
when we have been, there hasn't been any -- once we've
expl ai ned what the basis is for our conpensation,
thi nk we've been able to defend themvery well

The | ast eight or nine years, just to
trace a little bit of history, we used the Best net
nunber, which includes the cost of reinsurance, up
until, well, the last two years. 1'll get into that
issue in just a mnute because | know that's a sore
point with sone folks. VWen -- and that nunber
varied fromyear to year dependi ng on what the Best
nunber was.

When El ai ne McReynol ds becane
adm ni strator, the Best nunber was 32.6 percent. Wth
that coincided a great deal of concern about whet her
the program was sufficiently marketing itself.

In the aftermath, particularly of the
1993 M dwest fl oods where we had very, very poor
penetration, for various reasons, sone understandabl e.
In many cases people didn't have nortgages. It's
besi de the point as to why. But it becane a
very -- it became a point of sone concern that not

enough people had flood insurance, and despite the

JD REPORTING | NC. (602) 254-1345
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fact that they were in flood-prone areas, we're stil
having to turn to disaster assistance for relief.

El ai ne came in with a real concern about
mar ket i ng, and we devel oped a concept of tying a
portion of the expense allowance to some -- to the
achi evenent of sone narketing notes. W went about
that in a way that the conpani es, understandably, were
not very happy about because we took 32.6, and we just
renoved 2 percent, dropped it to 30.6. And the
conpani es had to earn back, in effect, the 2 percent
by achi eving certain narketing goals.

That -- again, we never -- we didn't
change the 32.6 fromyear to year because, as | said,
El ai ne was just -- just didn't believe they were
particularly accurate nunbers. At the sane tine, she
didn't have better nunbers, so we just stayed with the
32. 6.

After a few years and the conpani es
raising their real concern because we called it an
i ncentive, and, of course, fromthe conpanies
standpoint, it was a penalty; that by renoving
2 percent, all we were really doing was penalizing the
conpani es for not achieving certain marketing goals as
opposed to incentivizing it.

So gradually -- and I won't go into al

JD REPORTING | NC. (602) 254-1345
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the various pernutations. Wat we tried to do was to
build a true incentive into the program and that is,
to start with the Best nunbers as the baseline for the
program And then we are currently at a -- we are
currently at 2 percent above that that the conpanies
can earn by, again, acconplishing certain nmarketing
goal s.

The ot her, of course, change, that
occurred over the last couple of years has been
because the Best is now publishing or has been
publ i shing both the net expense nunber as well as the
direct. And our program doesn't require purchase of
reinsurance. |t became difficult for us.

And | guess |I'll have to put it this
way. Once those nunbers get out there, it becones a
little difficult for us not to give sone -- if we're
going to defend the validity of the Best nunbers, then
it seens as though we had to recognize the fact that
the Best direct may well reflect nore accurately the
expense ratios or the expense allowance and the
expenses of the program

And so we went to the direct number,
whi ch varies fromthe net nunber fromyear to year
But we've now al so gone back to adjusting the

al | owance based on the change in Best nunbers over the

JD REPORTING | NC. (602) 254-1345
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years.

So that's where we are. And at the
nonent, our primary negotiation is really what to
i ncentivize for the 2 percent above the base. Do we
incentivize growth or retention? And | think we'l
need sone input, and we'll have di scussions as to what
we believe as a programwe shoul d incentivize.

Just as an exanpl e, one of our concerns
is the whol e area of geographic distribution of our
policy base. Qur policy base is very much
concentrated in a nunber of large states. And one of
the vulnerabilities of the program-- you know, this
is really us in Washi ngton who have to answer the
guestions fromthe Hill and every place el se when we
have a fl ood and how cone people don't have enough
i nsur ance.

Because if tonorrow a flood hits Tol edo,
Ghio, | will guarantee you that a | ot of people are
not going to have fl ood insurance in Tol edo, Onhio
because it hasn't flooded in Toledo, Chio. |If a flood
hits Tanpa, we're not going to have a probl em

But it seens as though every year or two
we get a mmjor flooding event, and we can cite them
over the '90s. The M dwest, of course, was the site

of the two biggest ones. Fargo, North Dakota was very
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much underinsured in terns of flood insurance when
that flood hit up there. And it's not as though Fargo
has not been aware of it. And it's not as though it's
the first time. O Gand Forks. [It's not as though
it's the first time they have ever been flooded. But
in many cases, | guess, they thought they have had
their flood for the |l ast 400 years, and so they are
okay now.

But in any case, | think the idea of
possi bly incentivizing things |ike geographica
di stribution may be sonething we want to put on the
table. But that's not the point of our exercise
t oday.

W' ve cone to a point where | think that
maybe | can say you've gotten through to us a little
bit. That nmaybe the Best nunbers aren't accurately
reflecting what the true costs of the program are.

On the other hand, just to defend
oursel ves, we've kind of resisted maki ng any changes
in that because we haven't had a basis for it.

And as | said, we're well served by
bei ng abl e to base our numbers on sone objective data,
but | think maybe what we need to do fromhere is to
start to identify some alternative ways that can be

based on legitinmate data to explore sone alternative

JD REPORTING | NC. (602) 254-1345
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formul as of conpensation.

O, at the outside, as Frank said to e
yest erday, you ought to get out of the expense
busi ness. And, of course, that's always a
consideration, is to separate the whol e expense
portion of the program and the pure prenium portion of
t he program and just give us the prem um and the
conpani es conpete. And by the way, | think
that's -- that may be one of the alternatives we
shoul d at | east give sone discussion to today.

We've got -- we've put together a few
possi bl e nmodels that we'd like to break up into some
wor ki ng groups today. To -- these aren't necessarily
the only ones, and we may not even decide to di scuss
sone of these, but what we thought we would do is to
lay out three or four or five possible alternative
nodel s to where we are now. Actually, | suppose,
where we are now bei ng one of the nodels for
conpensation. And just to break out in groups and
tal k about the pros and cons of each of them And
cone back | ater today and then tonorrow norning and
maybe tal k about where we proceed.

In terns of time franes, any adjustnent
of the expense allowance is -- at this point is

i npossible to effect until the arrangenment year that

JD REPORTING | NC. (602) 254-1345
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begi ns in 2002, October 2002, because we have to go
t hrough the proposed rule process. And it's basically
t he governnent bureaucracy.

So what we're tal king about here is if

we cone up with sonme adjustnments, it will happen next
Cctober. For this year, we're -- we will -- | think
we haven't published a proposed rule, but we will be

di scussing possibility in adjusting the incentive
portion of the program W still have tine to do
that, and | think it's sonething worthwhile pursuing.

Let me just wal k through the nodel s that
we laid out. And by the way, if any of you spent sone
time last night and were bored and decided to cone up
with some other alternatives, we're open to those
today too. So I'mgoing to open the floor to any
ot her suggestions apart fromthe five that we have
here, actually six that |1've listed on nine, that you
may have that you nay want to have us consi der over
the next day and a half or next day.

The first, of course, is essentially
really proposals to -- probably we should tal k about
nunber two first, because nunber 2 is really our
current fornmula. And that is, to use the Best direct
nunbers and then fiddle with the incentives.

Now, when | say "fiddle with the

JD REPORTING | NC. (602) 254-1345
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incentives," | don't nmean the actual nunbers. |
suspect a 2-percent incentive is probably a legitimte
enough incentive. | think it does provide sone
addi ti onal compensation that | think is valuable to

t he conpani es, but what we attach that to is sonething
that | think maybe we need to discuss.

And | think fromhere, | know Ed put
together a small working group -- what was it, |ast
year or the year before? -- and tal ked about how we
may structure that. And | think that's sonething we
nm ght want to do again.

Yes, Rhonda.

AUDI ENCE MEMBER: W I | you be able to
provide us with data as to how the incentive piece was
broken up by conpany? And | guess what |'m saying is,
how successful it was within the conmpanies. Because
thi nk that would be hel pful in us understandi ng what
direction you're going. Are you going in a direction
because very few acconplished it? O you're going in
a direction because lots acconplished it?

MR, PASTERICK: We're not particularly
concer ned about who acconplished it or didn't
acconplish it. You know, our growth has not been
great over the last couple of years, and that's a

factor of weather. It's -- we understand that there's
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only so nuch sonetinmes that can be done to just get
peopl e to buy flood insurance, and so many ot her
factors feed into it.

We haven't been as nmuch concerned about
whet her conpani es have achieved it or how nany have or
haven't, as nuch as the fact that we're not at al
sure fromour standpoint that just pure growth, no
matter where it is or of what nature it is, is the
i deal goal for the program But we coul d provide
t hose nunbers.

I"mnot talking that part, but what I'm

saying is our concern has not been based on how nuch

conpany -- how many conpani es have been neeting goals.
Actual ly, across the board, | think they have done
fairly well. And, |I think, in general, you know, for

the purpose that we assign to it, it's worked.
think it's worked fairly well. So we're not really
guestioning the incentive concept as much as we're
guestioning should we be trying to acconplish
di fferent kinds of goals through those incentives in
ternms of narketing.

And | have to say that | keep comi ng
back to the sanme thing because | just think that the
area that we're nost concerned about has to do with

geogr aphi cal distribution. Areas |like the M dwest,
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areas |ike the Southwest, excluding Texas. | just
thi nk we don't have very good penetration in those
areas. And | have to say that it's difficult for us
to know what's the best way of making that happen
But maybe if we attach sonme incentive dollars to that,
we can get sone focus on that fromthe conpanies.

So again, it's not really any
unhappi ness with the incentive concept as much as it
is what are we trying -- of course, Howard, every tine
we tal k about growh, Howard from his actuarial seat,
we' re concerned about whether we're getting, you know,
do we get all -- a policy is not necessarily a policy
in this program you know, depending on the nature of
t he busi ness you bring in.

Now, | don't think we're in a position
where we're going to start to attach any
particular -- but |I don't know this -- but, you know,
whet her we' |l distinguish prefirmversus postfirm
But a prefirmpolicy that we're already subsidizing is
new busi ness, but it's not necessarily good business.
At the sanme tinme, we can't turn it away. And to an
extent, we pay -- we benefit fromthat politically.

I think we need to keep understanding
that even if we're | osing noney by paying clains on

properties that are poorly constructed or old or

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 17, 2001 16

what ever, we derive sone benefit politically fromthe
fact that they are coming to us for conpensation and
not going to federal disaster assistance. So, you
know, we can't ignore that kind of public policy
objective of the program At the sane tine, nmaybe we
need to break down the nature of the business.

Anot her area is comercial. You know,
so much of our business is residential, single-famly
residential for that matter, but condos, of course,
are a big part too. But, you know, commercial, snal
busi ness, you know, things |ike that.

Anyway, that would kind of be the
conponents of nunmber 2 where, again, we wouldn't -- we
woul d not change the base allowance. W would just
keep writing with the Best direct nunber.

Nunber one would be actually, in effect,
probably goi ng back to the Best net number. And
again, leaving the incentives pretty much the way they
are now.

Now, we may, as we di scuss these,
conbi ne some of these maybe in our discussion groups
because sone of these are kind of different variations
of the sane concept. And nmaybe it's not worth
breaking out in separate groups to discuss them

But there -- it's really probably 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 17, 2001 17

qguestion of wi thout having necessarily better data,
acknow edgi ng, because of sone di scussions we've had,
that the costs to the conpanies of the programis not
accurately reflected in the expense allowance. And to
maybe add -- when we put on here an additional anount,
a point or two, I'mnot sure we would pick an
arbitrary nunber, but maybe just go back to the Best
net nunber rather than a direct number. Wich
general ly, | think, has worked out to be about a
poi nt, between a point or two difference the | ast
coupl e of years.

And again, that doesn't really require
any nore discussion. Again, what that would do is
ki nd of accept the conpani es' experience and conments
and concern and basically say, W believe you. Not
that -- again, this is not a question of not believing
the conpanies. |It's a question of hanging our hat on
sonet hing that we can go to sonebody else with.

VWhen we have our di scussions here,
don't want to say it doesn't nmatter what we concl ude,
but we have to also be able to defend that outside of
this room

AUDI ENCE MEMBER: Ed, excuse ne. W do
you defend this to? Wat comittees of Congress?

MR, PASTERI CK: The banking committee is

JD REPORTING | NC. (602) 254-1345
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the authorizing commttee. And, of course, we have to
go in front of appropriations, and then if GOA deci des
they want to | ook at a program

From a positive standpoint, we've been
notified by the Congressi onal Research Service that
the National Flood Insurance Programis going to be
one of the -- | forget the termthey use, the feature
programor -- what's the termthat they used?

MR, LEIKIN: They indicated their
intention to raise it as a major issue for the next
House on a series of issue papers. W haven't heard
again fromthem but | don't know if it got dropped.

MR, PASTERI CK: And they told us that
and we have interpreted that as basically a positive
t hi ng because there are sonme issues that we're dealing
with that, you know, hit the radar screen over the
| ast couple of years, primarily repetitive |oss and
the inordinate cost of a small nunber of properties,
of how we're going to deal with that. That's going to
be one issue. | suspect things |ike the borrow ng
aut hority and exposure.

You know, we had a neeting with OVB and
told them what our exposure was of, what, 480 billion
dollars and -- |I'mnot sure about the 480, but the

billionis right. And it takes them by surprise.
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nean, it's like this quiet small programwth this
huge exposure out there. And so, you know, | think
they just want to nmake sure. They take a look at it,
and any tinme you look at it |ike that, any nunmber of
i ssues are apt to conme up.

And so sonmewhere along the Iine, we'l
explain to them how we distribute this product, and
we'll tell themthat we have this arrangement with
approxi mately 90-some i nsurance comnpani es and the
conpani es retain 30-sone percent of the prem um for
that -- for their services. And they will say, Were
did that number come fron? 1Isn't that a |ot of noney?
Because, you know, none of this is ever put in any
kind of context. They are all absolute nunbers. They
don't put it in a context of sone |arger perspective.

So |'m not suggesting -- and by the way,
one of the policies, so to speak, that we have al ways
benefited fromis that we have tried to anticipate
very much the kinds of things that this programis
subject to in terns of questioning, and so we've
brought down our own scrutiny on ourselves. W want
to be sure that we can answer the questions to
oursel ves because then when sonebody el se asks, we're
not scurrying around trying to cone up with defensible

posi tions.
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So, those are just a couple of the kind
of -- and we have our owmn |G It's an inspector
general. Again, it's not so much al ways grounded in
any concern, but when the inspector general cones out
with their work plan every year and they | ook through
t he agency and they say, What can we | ook at every
year? You know, which particular area they feel they
shoul d take a | ook at and see if it's working
properly.

And agai n, appropriations. Every year
when we go up for appropriations, you never know which
menber of the appropriations staff, for exanple, had
some constituent in the last nonth or so that felt
t hey got robbed on a claim conplained to that
particul ar menber. And so that hearing becones the
opportunity to ask, What the hell are you peopl e doing
down there? You know, that kind of thing.

AUDI ENCE MEMBER: As of Cctober 31st, it
was 551 billion.

MR, PASTERICK: kay. |It's the second
bi ggest to Social Security.

AUDI ENCE MEMBER: |s that the P&L or
aggr egat e exposure?

MR LEIKIN: Aggregate exposure.

AUDI ENCE MEMBER: So it really isn't

JD REPORTING | NC. (602) 254-1345
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t hat exposure.

MR. LEIKIN: The P&L

AUDI ENCE MEMBER: And that's against 1.5
in premuma year.

MR PASTERICK: And the third nodel that
we've laid out here is the possibility of nmaybe having
t he conpani es develop a three- to five-year plan
busi ness plan, that would cal cul ate what their
expenses woul d be and, in effect, get into negotiation
with us as to what their expenses mght be. 1t would
be certainly of much nore burden because we'd be
negoti ati ng conmpany by conpany, in effect. But, |
think it's something that maybe we coul d spend sone
time wondering if it could work.

What that would do, of course, is to
take into account the different factors that affect
the various size operations, various -- the generic
di fferences, so to speak, between different
operations. | think it could well be a nore accurate

reflection of the true cost of the program

I"mnot going to get -- | think on al
of these, | don't want -- | guess | have to be
careful. | don't want to get into the pros and cons
of either of these. | think it's sonething for the

group here to talk through when we break out into the

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 17, 2001 22

break-out sessions. But, you know, | think it's

somet hing maybe to throw on the table. If for no

ot her reason than to say we considered it, and for a
variety of reasons, we're not sure it's workable, or
we think maybe this is the way to go. But | think
it's worth at |least throwi ng out there and having us
di scuss it and aski ng oursel ves whether it could work,
and if not, why not. And if so, why it can

And the fourth is really nore a matter
of trying to address -- when we tal k about the
adequacy of the expense all owance for the conpanies,
the factors that often -- actually that pretty
consistently cone up as the reason why it's not
adequate has to do with some of the activities that we
asked the conpani es to undertake over and above the
day-to-day selling and servicing of insurance
pol i ci es.

And we mentioned things |ike the PRPs,
the various kinds of activities that are costly. And
your contention is that, you know, the expense
all owance is fine for a certain, you know, for the
day-to-day kind of business. But when you ask us to
do this and then you ask us to do that, that gets to
be expensive. And that's not really reflected in

t here.
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And really, 4 and 5 are kind of related
in that sense. And in the one case, it wuld be a
matter of |eaving the expense all owance right where it
is, but then when we cone up to certain activities
that we are asking the conpanies to acconplish, that
maybe we can have nany of those done through bureaus,
t hrough bureau service. Either our bureau, or we can
contract it out to ISOor -- I"'mnot -- | won't get
into how we m ght nake that happen

But, you know, the bureau, of course,
al ready provides a nunber of services that the
conpani es benefit from Maybe we could take a harder
| ook at sone way of relieving the conpani es of having
to acconmplish those activities on their own, and we
could do it through the bureau. So, in effect, we
woul d be providing sone bureau services at no cost to
t he conpanies. So anyway, that -- that would be one
way of handling it.

The ot her way, of course, would be to
establish some kind of a baseline for nornal
day-to-day operations and then be able to attach a
certain conpensation to some special activities that
need to be done for the benefit of the program for
ei ther underwiting accuracy or for sone other

nmtigation.
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And you know, of course, as Howard was
sayi ng yesterday, we've got an inportant mitigation
responsibility in this programthat we can't ignore,
and sonetines the only way to nmake that happen is
t hrough the insurance program

Now, believe ne, we resisted, we fought
t he Monroe County thing. |It's not sonmething we kind
of stepped forward and, you know what, we can really
hel p you out here. W fought that tooth and nail, but
when you get into that political climte of, boy, al
of the nonconpliant properties down in Monroe County
and, you know, you're insuring themand they can't get
into the property and the only way we are going to be
able to do it is don't renew them

Theoretically, it sounds |ike a neat
i dea to get sonething acconplished, but the people
that think it sounds like a neat idea don't realize
the ram fications and the inplications that has for
the conpanies. So we're -- we are, in fact, your
friend in court on those issues, but sometinmes we
don't always win those battles.

So in any case, what nodel nunber 5
woul d do is maybe to devel op sonme kind of compensation
fee or conpensati on package or some way of attaching a

degree of conpensation for a -- certain |levels of
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activities that may go above the baseline. And | do
think that's worth -- we would have to identify what
those activities are. W'd have to figure out how we
woul d conpensate them whether it be through sone
percentage or whether it be through some pure dollar
per policy kind of nunmber. I'mnot -- that's for the
group to tal k about.

The last alternative that | narked down
did have to do with this notion of -- let me just step
back. One of the things that's been inportant to us,
as Frank was saying, as long as it was al ways
identified as the federal program that there be
viewed to be a certain equity, equitable treatnent of
pol i cyhol ders so that everybody is, in effect, paying
the sane prem um for the sane coverage, no natter who
they go to and who they get their flood insurance
from

Maybe we have come to a point where
that -- where we are -- the programis sufficiently
institutionalized, sufficiently out there anong the
public, and it will allow for the kind of variations
in premumthat will reflect different expense ratios
and the like fromconpany to conpany.

| don't know -- | have to say that |'m

not sure how nuch, and naybe |I'm not necessarily in
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the office to hear the complaints, but I'mnot sure
how much we still hear about the fact that so-and-so
is paying less for flood insurance than | am or things
like that. I'mnot sure if that's a -- if that's
still as prevalent a conplaint as it once was.

And so maybe it is tine to just talk
about some -- and this is where, of course, | amthe
big picture person. Wen we get down into the
nunbers, | don't know how it would work, but the idea,
of course, would be that we wouldn't have to worry
about the expenses. You would worry about the
expenses. You collect the premum You give us the
pure premumthat we need to pay |osses from And
what ever the expense component is would be up to you
to determine and to conpete in the sane way that you
do with other lines.

I think it's worth tal ki ng about to see
if it can apply to this program

AUDI ENCE MEMBER: | know that this was
brought up in, I think, the neeting in Chicago that we
were all at, but have you all |ooked into the way that
t he rei mbursement is perforned on the Medicare
products? You know, |I'mnot fanmliar with it, but I
know that it's based on sone expense and overhead

costs. And then there's, | think, some kind of profit
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margin built in. |1 don't understand it, but | know
t hat our conpany does partici pate.

MR. PASTERI CK: Anybody el se here
fam liar with the Medicare concept?

Because that's one -- that's a possible
thing to ook at. Maybe it is a possible nodel for
us. But | have to say that we have -- no, we haven't
done that.

AUDI ENCE MEMBER: Ed, | think the
conpani es may have been under the inpression that
today's nmeeting would i npact the expense allowance in
Cct ober of this year. Now, are you saying that it is
not, the discussions today?

MR. PASTERICK: To the extent that we

can tal k about the incentive portion, we hadn't

i ntended to spend nuch time on that. W may -- we
may -- we still have tine this year to consider some
adjustrment for this Cctober. | will say that.

For exanple, there may be tine, but I'm
not sure, if we cone -- if we cone to adjust the net
versus direct. But | think we need to tal k about what
woul d be the basis for that, because the rule hasn't
yet gone to proposed rule, and we m ght
be -- dependi ng on how nuch of an adjustment. | guess

I"mjust trying to deal in realistic time franes.
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Dependi ng on -- for exanple, if we took
one of the nore radical kinds of steps, like just
all owi ng the conpanies to conpete on expenses, there
is sinply not a way that we can make that happen by
Cct ober .

However, if we believe that there are
some adjustnents that can be made within sone
realistic paraneters that don't require a great dea
of discussion, great deal of analysis and the Iike, we
probably still have time to nake that happen by
Cct ober .

| think it's -- it depends on what this
group cones out with as maybe the nost feasible way of
dealing with the expense allowance. A radica
departure is just inevitably going to take nore tine.
An adjustnment of, let's say, relatively m nor
proportions -- and maybe that's where we are. Maybe
we are strictly at a point where we don't need radica
adjustment to the expense all owance but just need to
make sone mnor adjustments to it that would be
sufficiently significant to the conmpanies. W m ght
be able to make that happen by Cctober.

Howar d, do you have any thoughts on
t hat ?

MR, LEIKIN. | guess | would not like to
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see the opportunity we have here today and tonorrow
nmorning to linmt ourselves to some quick fix as
opposed to really taking a | ook at what an appropriate
nodel for conpensation should be.

We have a couple of, | guess, short and
| onger-term concerns, but we should use this
opportunity to take a |l ook at that |onger term

MR, PASTERI CK: And maybe we can
consi der some mnor quick fix in Cctober with the
anticipation that maybe we need a better fix over the
long term

MR, LEIKIN: Wthout getting into that
longer term it's still a vulnerable figure for anyone
conm ng in, any new administration conmng in and asking
guestions and having to answer other questions from
various congressional conmittees and such. And
ot hers.

AUDI ENCE MEMBER:  Weél |, | understand
that we need to look long termin anything that we
tal k about, but I think there's a problemthat needs
fixing; that our conpany's position is that we're here
to do what nmkes sense. Everybody wants the sane
t hi ng.

And |'mjust maybe a little confused as

to the intent of this neeting because when we tal ked
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about neetings as quickly as possible, the idea was to
get the expense allowance in line with what conpanies
expenses are today, as they have increased
significantly for a |l ot of reasons as the years have
gone by. And whether we tal k about narketing

i ncentives or whatever, a conpany needs to neet their
expenses, and then worry about incentives and
everything else after that. |If they are to -- | don't
want to say continue, that's an individual decision.

W need to be accountable to our senior
managenent for the bottomline. And nmany of us have
been asked to do that. And, | guess, | thought maybe
we were here to | ook at, even on the short term some
things that we could do to get the expenses in line
wi th what true expenses are.

MR, PASTERI CK: And maybe we can do
t hat .

You have to understand that when we
first -- when this -- | think we probably had gotten
into a pattern of naybe having a neeting every year
about this tinme, prinmarily to talk about the incentive
portion of the program The original intent of this
neeting was not to be this size group or this nunber
of days, but just to get a small group together to

tal k about the incentive portion of the program
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In the neantine, the adequacy of the
expense al |l owance has conme up for mmjor comrent from
t he conpanies, and |I think we've becone -- we becane
concerned that maybe we do need to take a harder | ook
at it.

Now, we're not coming in with any
preconcei ved notion as to what the fix to that is, but
we felt that maybe it's sufficient, it's of sufficient
concern that maybe we need to entertain a whol e nunber
of alternatives that aren't necessarily, as we say,
qui ck fixes but will serve the program

Agai n, we have a formula now that has
served the programfor 17 or 18 years, for better or
for worse. At sone point maybe we need to step back
and say, Wat kind of a fornula is going to serve us
for the next 17, 18 years?

Now, there may be sone adjustnents that
we can rmake to kind of buy us time until we identify a
| onger-termthing, and hopefully that is something
that can cone out of this group. But because of the
regul atory process, when you nmake major shifts in the
program it just takes that much | onger

Now, all of that said, as | say, wi thout
coming into this neeting with any preconcei ved notions

as to what is the best fornmula, maybe this group wll
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decide that the best formula is the fornula we have
nowwith a little tinkering here and a little
adjustrment there. Lynn Barr thinks that's the case.
She says, Let's keep it sinple. And so we nay be, in
fact, doing exactly what you want to see cone out of
it.

VWhat we didn't, however, want to do is
to close off the possibility that maybe we' ve reached
another tinme; that maybe we've cone to a point in the
program where we need to rel ook at how we're
conpensati ng and on what basis we're conpensati ng.

And so it was not a question of saying this is what we
have to do, but we certainly didn't want to cl ose that
of f.

Because | think we are at -- | don't
want to use dramatic terns |like "watershed." W are
not at a watershed. And let nme also tell you that one
of the reasons we wanted to do this in January is we

have an admi nistrator who is very receptive to this.

And 1'Il just tell you flat out. |If Elaine
McReynol ds -- and this is not to criticize Elaine or
conpliment her. That's just where she was. |[|f El aine

McReynol ds were our admnistrator, we wouldn't be
having this meeting. O if we would be having this

neeting, it would be nuch nore contentious, and the
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potential mght well be a ot nobre unsettling.

So | think the other -- Jo Ann has been
concerned about this, and | think she's been open to
revisiting this in a way maybe that we haven't done
before. So part of it is that. That's
probably -- that's probably maybe an ambi val ent
answer. |'mnot saying we're not going to come up
with the best fix possible, it's going to be a quick
fix. | don't want to go into this saying that because
it's quick, it's best.

AUDI ENCE MEMBER: | think we do need to
use this time in our groups to sit down and think
outside the box. There's no bad idea. Everybody cone
up with a good idea and cone back and let's see what
we end up with. And it nay be that, yes, it is a
long-termsolution, and it's not going to be done
imMmediately. But I'"'mwith Jack as well. If it |ooks
like it can be done and we do have sone tinme unti
April and it can get in there, | think you'll get
100- percent agreement to get that in

MR, PASTERICK: And we're open to that.
We're not closing that off as a possibility at all

AUDI ENCE MEMBER: And if it's not, and
the long-termsolution is where we're going to go,

won't call it a quick fix, but adjustnents, for
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exanple. The retention is 90 percent base, yet we're
showi ng the average conpany is 84 with a 3-percent
rollover. So we're not close to anybody getting a
retention bonus. So we need to make adjustments for
the --

MR PASTERICK: In terms of the
i ncentive portion, we certainly intend to | ook at that
and find out what it is. Wuether we're -- first of
all, whether we're rewarding the right things and
setting realistic goals or if we're setting
unreal i stic goals.

AUDI ENCE MEMBER: And those marketing
i ncentives don't go into the register; correct?

MR. PASTERI CK:  No.

AUDI ENCE MEMBER: So we have a little
extra time, if needed, to work on them

MR. PASTERI CK: Let ne make that clear
What goes into the federal register has to go through
t he proposed rule part. The proposed rul e exercise
and all that is the base all owance, the Best nunber,
and a provision that says that a conpany can earn a
maxi mum of two additional percentage points based on
t he achi evenent of certain narketing goals.

VWhat the goals are, what we incentivize,

what we reward, how you get that 2 percent is not in
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the register. And so we've got, you know, we're not
constrained by having to finalize that in any
particular tine. W can wait until you sign the
arrangenent to do that.

AUDI ENCE MEMBER: To assist with the
di scussion on the list, you had mentioned the pure
prem um and then conpete on expenses. To deal with
Bruce and Jack's issue, maybe we shoul d add anot her
one, for lack of a better nanme, actual expenses plus
profit. W touched on that a little bit yesterday.

And a third one that we also started to
touch on yesterday was to possibly add a category,
either a broad category that we could break down for
expense rei mbursenent for either ad hoc or new FI A
requi renents that cone up each year. They may not be
repetitive. They nay be unique. Wether it's either
t he Monroe County issue, a nmajor new effort in
el evations, we have things that cone up each year that
t he conpani es have rai sed concerns about having to
absorb operating costs for.

Maybe anot her nodel would be to take the
current nodel and add anot her category of unique FlIA
driven --

MR. PASTERI CK: Maybe it's phrased bad,

but that's really what we contenpl ated as nunber 5.
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Just exactly what you described. Maybe that's not
com ng acr oss.

AUDI ENCE MEMBER: | don't read 5 that
way at all.

MR, PASTERI CK: Joe just described the
way nunber 5 ought to read. That was really the idea
that --

AUDI ENCE MEMBER: We had di scussed in
the office before that 5 might be a menu-driven
approach where they would sinply pick above a baseline
a certain nunmber of other activities that we would
have on the menu, such as certain nmarketing
activities, training, education, et cetera, et cetera.
And we woul d assign a cost element to each one of
those, and then sinply add up the totals of what the
conpani es had selected on their own. Wat | just
nmentioned is different fromthat.

MR, PASTERICK: Okay. So 5 A and B
And | understand now the distinction you're naking.

What Joe is really saying is that there
woul d be a base |evel of service that the baseline
expense al |l owance would reflect, and then there would
be additional activities on which we would attach
certain, for exanple training, that we would attach

certain additional conpensation to, but that the
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conpani es woul dn't have to choose to take on, if they
deci ded not to.

So that would be 5 A.  And then, of
course, 5 B would be, in fact, basically where we are
now, but sonme way of recognizing the additional costs
associated with these kinds of -- let's just call them
speci al projects that we pass on to the conpanies.

AUDI ENCE MEMBER: One nodel that m ght
be considered to be added to that is that perhaps
that -- because otherwi se, we'd have to plan a year in
advance. You mght be able to set up a pool
percent age pool, say 2 percent of the entire program
could be allocated to the conpani es based on action
pl ans that have been devel oped.

So maybe one year the particular
addi tional action plans only create utilization of
t hat special pool of 1 percent or half a percent
or 2 or up to a certain anbunt. However, the plans
that are created coul d not exceed what's kept in that
pool so that you could do nornmal planning, but you
woul d draw fromthat pool based on the work that is
schedul ed for that coming year. So you'll be draw ng
fromthe pool, either part of it or none of it, if
there is nothing specific being created.

MR, PASTERI CK: You're tal king about the
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speci al project kinds of things that wouldn't set
asi de a certain expense portion?

AUDI ENCE MEMBER: And you use that based
upon what ever action plans are unique.

MR PASTERICK: And then there would be
sone basis for the conmpany wi thdrawi ng fromthat poo
dependi ng on what they did to acconplish --

AUDI ENCE MEMBER: | have a question on
one of the things that Joe mentioned. He mentioned
actual expenses plus profit. And nmy question was, did
you have in mnd with that sonething simlar to the
Fl ori da honeowners JUA. The conpani es would subnmit a
bi d based on what their expenses would be to handl e
that, including their profit. And actually, if |
renmenber correctly, there was a nunber -- you could
have different paynents to different conpanies, but
they -- | think they established a threshold where
they woul dn't go over, sonmething |ike that.

| didn't know if that's what you were
tal ki ng about, something |ike that.

AUDI ENCE MEMBER: There are a nunber of
ways to do it. I'mjust throwi ng out the concept.
It's not necessarily ny idea, and it's conme up before.
And as long as we're throwi ng the concepts out --

MR PASTERICK: O course, that's
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certainly a variation or fallout of the three- to
five-year business plan that we would, in fact, be
conpensating conpani es individually based on their
act ual expenses.

The concept of actual expenses, of
course, has been difficult for us because in this
arena of antitrust and everything el se, we're very
reluctant to talk about that. So what we need
to -- we need to be able to derive -- and we've
col l ected sone nunbers that we can -- we can keep
anonynous in ternms -- see, there's really two ways of
dealing with actual expenses. |f we gather
everybody's actual expenses and make t hem anonynous
and just know that this is what it's costing the
conpani es, then you either conme up with sone way of
categori zing certain conpani es and say this group
needs to conmpensate at this level or you end up with
sone kind of averaging. You know, and that's -- |
think that's, in fact, one of the things we want to
di scuss today in our groupings.

And so anyway, Larry, you had a
guesti on.

AUDI ENCE MEMBER: | just want to make
sure | understand. No matter what we're tal king about

t oday regardi ng conpensation to the conpani es, the
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cost to the consumer remains the same. W' re not
fiddling with the rates?

MR PASTERICK: We're not -- well, one
of the -- one of the alternatives would, in fact,
affect the cost to the consunmer. But that's
sonething -- and that would be where we -- you
woul dn't submit -- you wouldn't submit any of the
expense dollars to us. You would establish what your
expenses are and add that to the pure prem umthat we
woul d set the rate for for clainms and | oss adj ust ment
expenses and all that. And then you would set your
expense figure.

That woul d i npact -- that would result
in a variation, a difference in costs to the consumer
dependi ng on what conpany -- again, |'mnot suggesting
that's the way we're going, but that is, in fact, one
of the alternatives that we've kind of thrown on the
table. That's kind of what Frank is tal ki ng about.

AUDI ENCE MEMBER: | just think you ought
to take it up with the nmanagerment. It was a long tine
ago that we visited the idea that because of the
federal nature of the program every consumer woul d
pay the sane. But that's not the way you have a
normal insurance program Everybody doesn't pay the

sanme for the sanme insurance product. 1Is there a way
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to feed that in? Are the conpanies feeling that maybe
this is atinme to take a look at that? |If so, then
you can work on nechani sns which all ow the

conpani es -- and, you know, the name of the gane seens
to be et the narketplace settle what the costs should
be.

["mjust saying it's an option, but I
think it's a nore long-termoption. | think it is an
avenue to take a look at, and with the help of sone
peopl e in your business who know t he conponents t hat
go into the expense figures, that go into the
i nsurance expenses to say, you know, that doesn't
account for special treatnent of repetitive |oss
stuff, and, you know, we got rid of those.

But here we have to now give extra
services for this. W have to give extra services
with respect to trying to take care of elevation
certificate problens. We nmy be able to develop a
means of justifying some kind of a contingency | oading
for the, quote, federal nature of the programto neet
sone public policy goals, which is a little judicious.

MR. PASTERI CK: W could just add that
to the portion of the premium and then the other
expenses -- the other expenses would be individually

det erm ned by conpani es.

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 17, 2001 42

AUDI ENCE MEMBER: It will probably be
best answered in the break-out groups.

AUDI ENCE MEMBER: | just had anot her
observation. The insurance expense exhibit is trying
to capture that. There's a wide range. | think the
one thing everyone in this roomwoul d probably agree
on is the average is not their conpany. They either
wer e under conpensat ed or nmaybe some peopl e who were
overconpensated. Wuld it require a significant
change if you just used individual conpanies' Best
nunbers?

AUDI ENCE MEMBER: Then you're penali zi ng
conpani es that are cost-effective.

AUDI ENCE MEMBER: | don't know t hat
that's necessarily true. |'msaying it costs us noney
to wite product in Florida. There are conpani es that
we conpete against that have expenses sinmilar to ours
and those that have expenses greater and | ess than
ours.

VWhat we're trying to do is take
sonething with a fixed price in various distribution
systems and fit it all together. And it's never going
to work. That's kind of ny feeling. | wanted to say
it out there.

AUDI ENCE MEMBER: Just whatever realm
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you consi der, whatever alternative.

One of the things that we have, | think,
collectively enjoyed fromthe outset is this hands-off
| ook at cost and expense. |In other words, over these
| ast 15, 17 years, we have not had, and we've enjoyed
the ability to not have the federal government in one
formor another try to |l ook behind and try to | ook at
costs. And | think that served us extraordinarily
well. And part of that is a reluctance on our part
because it's a difficult thing to do.

But it's also been classically a
reluctance on the conpany's part to say, Here, our
books are open to you for this particular line. If we
ook to adjust it, the nethodol ogy, consider that as
potential. Can we avoid it? Perhaps. | don't know.
But | think it has to be considered as you | ook at the
alternatives; that although these many years we have
not had any requirenent to get into that issue.

AUDI ENCE MEMBER: I n several of these
alternatives, we've tal ked about possibly going to a
conpetitive situation between conmpanies. Have you
| ooked at the legal ramifications of the possibility
of this becom ng now state regul ated because of
varying prices?

MR, PASTERICK: W would certainly be
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putting at |east a portion of what we're doing in the

state arena. | don't think there's any question. |
shouldn't say | don't think there's any question. 1'm
not a lawer. But there's -- right now we have been

able to stay above state regul ati on because of the way
the programis structured.

To the extent that we're dealing in
expenses that vary from conpany to company in severa
states and different conpanies operating within the
sane state with different expense nunbers, the states
are obviously going to be concerned about that.

AUDI ENCE MEMBER: That woul d be a nmj or
di sadvantage to the program

MR PASTERICK: | don't want to cut off
di scussion, and I'mnot -- but | want you to start
t hi nking. You know, we had the sinmple notion that we
woul d have three or four of these things and break up
in groups and you discuss this.

I'd like you to start thinking about
sone | ogical way that we can break up into three or
four groups and maybe even -- because | think we've
cone to realize that sonme of these are probably
i deal |y grouped together. There's no reason to break
out separate groups to tal k about, for exanple, 1 and

2 separately. 1 and 2 tend to be pretty much the sane
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animal with a little bit of different coloration
Start thinking of sone |ogical way to break them out.

The other -- and maybe this is one of
the ways that -- maybe this is one of the breakdown
points or break-outs. Not breakdown. Except nervous
br eakdown.

One of the break-out points is to have
one group tal k about what kinds of adjustnents are
feasible to be made for this coming arrangenent year
And the sanme group actually could also tal k about sone
| onger-termkinds of alternatives too.

But then to have other groups talk
about -- not worry so nmuch about what we do this year
because we did not rule out something for this year
as | said before, we just didn't want to close off the
possibility of coming up with a significantly
di fferent conpensation strategy. But to have the
ot her groups tal k about sonme possible |onger term
ki nds of ways that we can construct, whether it
be -- whether it be to recognize the individua
conpany costs.

And maybe |'mthinking out loud to try
to think how we could break up the groups. But to
talk of some way of determ ning actual costs and go

conpany by conpany. Maybe there is a way of grouping
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conpanies. | don't know.

We have bi g conpani es and snal |
conpani es. There are econom es of scal e presunably,
but there are overhead considerations. There are a
ot of factors that feed into these things.

So anyway, | guess |I'mtrying to think

t hrough what mi ght be a possible way to break this

out. When | cane up here, | thought we had a plan
but I don't want to be tied to -- the break-outs,
according to these questions -- and | m ght suggest,

and again, this is just a suggestion, that what | am
seeing is there's a lot of other ways to do this other
than the four or five that are |isted on the sheet.
And maybe the best way to approach it is have the
groups or main groups and let's brainstorm Let's not
throw out any broad idea, but let's get a big |list and
then sort through the rest. And then let's | ook at
the I ong-term sol ution and do the sane thing.

AUDI ENCE MEMBER: I n ny experience, |
found that sometines a stupid idea up front |eads
sonebody to think of sonething and sonebody el se kind
of builds on it and pretty soon you have a good idea.

MR, PASTERI CK: What you're suggesting
is maybe to break up in three or four groups, but

don't distinguish? Have all the groups essentially
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the sanme?

How does that sound?

AUDI ENCE MEMBER: In fact, | was raising
nmy hand. You have about 50 people. Four groups of 12
or 13, and then at the end have a spokesman just cone
up and just present what their ideas are. And then
fromthere, you can see what the consensus is for
groups.

MR. CONNOR: The only thing |I can say
is, and I think we're on the sane page on this, is on
the short term the short term should be the
arrangenent year comng up. And that addresses what
Jack is tal king about. Long termwould be beyond,
2003 and beyond.

So when you do your brainstormng, and
each group would have to do this, each group would
| ook at short term being, Wat do we do for this
upcom ng arrangenment year? Do we tweak here and
there? What do we do now? W nove into | ooking at
some of the other alternatives that we need to | ook at
as we go into the future. | think that's probably the
way to do it. And then as soneone suggested, have a
spokesperson present it.

We got a lot of time to do this. W

have all day to do this, and I think we can do it in
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that period of tine.

AUDI ENCE MEMBER: Can the short and | ong
termend up the being the sane?

MR, PASTERICK: It sure could.

AUDI ENCE MEMBER: I n any of this
pl anni ng process, the paraneters in which we have to
wor k, for exanple, Item Nunber 1 says potentially
adding one or two points. |Is that feasible? And we
need to know if we can add one. Can we add five?

Ten? What's the pure prem un?

MR, PASTERICK: Let ne just say, as |'ve
sai d over and over, whatever we come up with, we have
to be able to defend, you know.

AUDI ENCE MEMBER  What can you def end?

MR PASTERICK: We can defend, well, we
have sone fairly solid data to substantiate. W can
defend -- and Ed's been gathering sone expense nunbers
fromthe various conpanies, and it looks like that it
wi Il support one or two. | think we can defend it.

But it has to be based on -- see,
because, as | keep saying, for better or for worse it
has served us, and maybe now it's penalizing us.

Those Best numbers are out there, and it's sonething
that we can hang our hat on now.

If what you're saying is we can't keep
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hangi ng our hat on those nunbers because they are not
accurately reflecting our costs, then we need

sonet hing we can at | east hang our hat on. W'l
defend it, believe ne, but we have too nuch -- we
can't -- and | don't want to oversinplify, but we
can't say, The conpanies told us they need about five
nore percent and we kind of bought into that. Boy,
we're dead if we do that.

AUDI ENCE MEMBER  Can you defend your
need for a profit?

MR, PASTERI CK: Probably. [|'mtalking
off the top of ny head. W didn't build in profit
before. And | talked to -- one of the people we
wanted to get here was Dick Roth, but Dick is not
traveling as much these days. And, you know, Dick
recalls a day when there -- and as Frank recalls,
there wasn't a profit built in there. Part of it
was -- the benefit to the compani es was vi ewed as
other than financial profit. Conpanies to be able to
provide full service. It was to keep the federa
government out of the property insurance business as
much as possi bl e.

There were a nunber of benefits that
were seen. But | think it is recognized that you're

not in the social work business, and that one of the
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ways that we acconplish -- by using market forces,

thi nk we've cone around to the point. As a matter of
fact, | want to think that the flood program has been
a | eader somewhat in using market forces to acconplish
certain public kinds of objectives. W've got to
recogni ze that those market forces, in fact, operate
on the basis of making a profit.

AUDI ENCE MEMBER: Based upon tonmorrow s
situation, ny question would be, where would the
preferred idea on the preferred concept go after
tonorrow s reporting, after the |long discussion that
we will have on it today? So the question is, where
will it go?

However, let ne preface that by saying,
based upon the fact that | guess just this sheet, and
' m speaki ng for our conpany individually and not for
anybody el se in this audience here, | received this
last night. | checked with our conmpany president to
see if we had received anything prior to this neeting
because probably | didn't get the word, which is not
unusual . But |, for one, as a conpany person
certainly amnot ready, based on receiving this |ast
ni ght, to nake any unilateral suggestions w thout any
background and wi thout any help fromthe people

that -- ny coll eagues at the conpany.
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So | don't know how nmany others here are
in the same boat that | find myself. |[|'mnot sure why
the material derived here, which is a lot of work, if
you're going to nake a contribution to the neeting
today, why it wasn't sent to us prior to yesterday.

So | guess with that, where would this
preferred idea or preferred concept go tonmorrow if
it's reported by conmittee to you, sir?

MR, PASTERICK: Well, if | can break
down, again, between the kind of short termand | ong
term

The short term | think we have sone
sense of the territory, of where we are. And | think
we can make -- we can have sone di scussions or
proposals that | think we can give consideration to
and have sone discussions with the conpanies and cone
up with sonething in the inmediate future.

In the long term | don't think we ever
anticipated that we would cone out of this with any
one single answer.

What | think this group -- what | would
like to see come out of this group is to identify two
or three possible long-termstrategi es that we should
do further exploration. And that would be where we

woul d have -- we would certainly need nore data to be
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brought into it, but that we could then, through the
flood comittee, start working on some |longer-term
strategy on. If, in fact, it looks |like sone feasible
long-term strategies that we can then go on, filter
down into sone serious decision with go, no-go kinds
of points.

But that's not -- that wasn't what we
anticipated for today. And you're right, we didn't
send these out ahead of time because partly -- not
because we didn't want to. That wasn't really the
point. But because partly | think we wanted to use
this as an opportunity to brainstorm

We don't want to pass up this
opportunity to take a | ook at the expense all owance
and conpensation in a way that we haven't done since
1983. O '82 or whenever. This is really the nost
conprehensive or in-depth | ook that we've prepared to
take at this in 17, 18 years.

And in terms of a long-termstrategy, we
had not anticipated we were going to cone up with any
final answer in two days. At the sane tine, | amvery
sensitive to Jack's point; that if there's any
adjustrments we can make for this year, to at |east
deal with sone of the issues for this comng

arrangenent here, we coul d.
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MR, LEIKIN. | just wanted to add that
part of what we want to get out of this meeting here
is to hear fromyou what the concerns are with various
approaches. Not to nake any final decision on this,
but to know where we need to head over the next year

MR. PASTERICK: And by the way, in the
br eak-out groups, when you get to the long-term
strategies, it's probably unrealistic for us to | ook
into eight or ten possible long-term strategies.

It would be very helpful if at the end
of this whole process, the group kind of -- there was
some consensus that there were two or three or maybe
four possible strategies that we ought to explore
further. Then we can break those down in some way and
maybe do sone staffing of how those m ght work.

Realistically, that's probably as many
as there are out there, but | don't know that we've
got -- it could becone an academ c exercise if we
throw out too nmany possibilities.

So | think part of your -- | guess part
of the charge for the groups would be to have sone
prioritization of the longer-termstrategies. Wich
ones should we be spending nore tinme on? There's no
use going down a road to explore some particul ar

strategy that realistically maybe we figure there's
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not nmuch there.

AUDI ENCE MEMBER:  Maybe in order to
address Rhonda and Bruce and the other concerns, that
if we did prepare the two lists, the short term and
I ong term and the however-nany categories, whether
it's five, six, seven, just to get them down there.
And then try and establish, assign sone sort of a
priority to whatever |ist each group devel ops.

Because of the concerns raised by sone
of the people this nmorning, if that winds up being the
best we can acconplish, with two good lists with the
pros and cons of each one, concerns of the comnpanies
of each one and what you all believe should be the
priorities, then we can have those lists fornmalized so
that then the fol ks who are here can take them back to
t heir conpani es and di scuss themw th your senior
executives as to the pros and cons. Wich may differ
fromthe pros and cons that cone out of this neeting
because your corporate executives may have very
different ideas on some of these.

And al so, as Rhonda said, it nay
trigger, by | ooking at sonme of the ones you all cone
up with, it may trigger sone better alternative than
if that's the approach that's taken. And then the

comments conme back fromthe conpanies to us where we
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can then try and reshape, to the extent that we my
need to, depending upon the coments that woul d be
sent back later, a couple weeks, what have you. And

t hen make whatever that revised |list would be the

subj ect of discussions with the flood commttee and so
forth and so on.

And that's another approach to it which
woul d address your concerns that you've got to discuss
t hese things back in your home offices with your
executives.

AUDI ENCE MEMBER:  You know, in addition
to that, one of the quick ways in which you can
prioritize this and you end up with a list of ten
long-termgoals. Use the collective wisdomof the
group, and you go up to the board and check out the
three that are npst inmportant to you. And then at the
end, you see who voted the nost for each ones using
the collective wi sdomof the group. That doesn't
prevent you from goi ng back, but it uses the
col l ective thought process here in terns of what are
the three nost inportant.

MR. PASTERI CK: And as you know, if we
don't filter it down quite as precisely today and
tomorrow as we would like to, we're going to be

working with the flood commttee. And they nmay be
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able to filter it down and refine it and to kind of
get some sense of what we ought to explore.

Maybe we want to break it into four
How do we break it up?

At this point, and again, initially we
were going to discuss different things in the
di fferent groups, but now that we're discussing
basi cal | y having the sane discussions, it's not as
critical as to give --

AUDI ENCE MEMBER: | think there should
be an even mi x of conpanies, but | think the conpany
peopl e shoul d be spread out.

MR. PASTERICK: Let's go back to Jims
row because there's a |l ot of people bunched in back.
So this is Goup Number 1 fromWally back to Kevin and
JimPitts here.

Behind himis G oup Number 2.

Group Nunber 3 -- this is easy. G oup
Nunber 3 will go up to Dee's row. Dee is on the end.
Dee and Joe.

And Group Nunber 4 is behind there.

That breaks it up. And as | say, you're
all distributed fairly equally.

AUDI ENCE MEMBER: | think there night be

a need to have an FI A person in each group.

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 17, 2001 57

MR, PASTERICK: That's in general. You
know, that's a general breakdown. |f you want to make
sone adjustnents, we're big people. W can handle
that. This is not second grade.

Gat her back here at 3.

(WHEREUPQN, the proceedi ngs adj ourned at

3:45 p.m)
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