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GULF-STATE RESIDENTS were able to 
exhale last year as the major storms 
that wreaked havoc during 2005 
mostly avoided the U.S. coastline. 
While the hurricane predictions for 
2007 aren’t out yet, Mother Nature 
isn’t sitting around quietly waiting for 
hurricane season to begin.

Tornadoes touched down in Florida 
on Christmas Day, destroying over 
100 homes and causing millions of 
dollars in damage. Barely a month 
later, twisters left 20 people dead and 
hundreds more homeless. The cost 
to homeowners and their insurance 
companies has yet to be tallied.

All of this destruction, and the 
likelihood of more to come, continues 
to shake the windstorm insurance 
market in Texas and elsewhere 18 
months after Hurricanes Katrina and 
Rita. Few commercial companies are 
writing windstorm policies for Tier 
1 properties along the Gulf Coast,  
leaving most public entities and private
buyers to search for coverage in the
excess and surplus lines marketplace.

The situation in Texas remains 
complicated by the fact that the 
state’s chartered windstorm insurance 
provider, the Texas Windstorm 
Insurance Association (TWIA), is limited
in both its ability to predict storm 
activity and the rates it can charge. 
If losses were to exceed the amount 
in total reserves, companies in the 
windstorm pool would be assessed 
the difference. They could then use 
tax credits to recoup the assessment 
amount, which means that the State of 
Texas—and state taxpayers—would 
ultimately pay for any excess losses.

Because of the potential exposures, 
and the fact that TWIA is largely 
operating under outdated legislative 
mandates from the 1970s, the Texas 
Legislature is currently looking at the 
system. According to TWIA General 
Manager and CEO Jim Oliver, the 
legislature is contemplating changes in 
three key areas:

• Funding, including the appropriate
mechanism for funding TWIA if 
the pool runs out of money

• How rates are set, and whether
TWIA should be allowed to use 
more modern actuarial methods 
for predicting risk and setting rates

• The composition of TWIA’s board
of directors, and whether more 
independent directors should 
be appointed

“The legislature will tackle the funding 
issue,” says Oliver. “Everyone agrees 
that this is essential, though no one has 
yet agreed on how to pay for it.” He 
notes that the windstorm pool currently 
has $43.5 billion in exposures. “A 
Category 4 or Category 5 hurricane 
in Galveston could cause an estimated 
$5-$8 billion in losses. Funding is 
critical, because we don’t have that 
kind of money sitting around.”

Changes to TWIA Provisions
While the legislature ponders the 
big questions, TWIA’s board has 
implemented two key changes to 
the association’s insurance policies. 
First, the maximum policy limits for 
commercial and government buildings 
and their contents went up for 2007, 
from $3 million to over $3.2 million. 
Second, as of May 1 TWIA will 
eliminate fl at or aggregate deductibles
in favor of percentage deductibles. The
percentages will be 1, 2, or 5 percent
per item. This means that if a public 
entity insures four buildings and the 
contents of one warehouse, a 1-, 2- or 
5-percent deductible will be applied 
to each item. If two buildings sustain 
damage, each one would need to meet 
the deductible threshold.

In a related development, the TWIA 
board of directors rejected a request 
to provide higher excess limits or 
commercial and government properties.

Meanwhile, TWIA’s board has not 
taken up the issue of raising the 

maximum limits on business interruption 
insurance—and it’s not likely to do so 
anytime soon, says Oliver. TWIA is 
one of a few of insurers to offer any 
windstorm-related business interruption 
policy. TWIA’s policies cover up to 
$1,000 a day, with a $100,000 
maximum policy limit. The association 
currently has only about $351 million in 
business interruption coverage in force.

New Market Stability
While the Texas Windstorm Insurance 
Association is the primary provider 
of windstorm insurance in the state, 
it’s not the only one. Now one private 
fi rm, Boulder, Colorado-based ICAT 
(International Catastrophis Insurance 
Managers,LLC), has formed a Lloyd’s 
syndicate (#4242) to support its 
underwriting of catastrophe-exposed 
properties throughout the United States.

According to Jim Squires, ICAT’s vice 
president of sales and marketing for 
the Gulf Coast, the company aligned 
with Lloyd’s to bring stability to its 
own operations and the broader 
marketplace. “This is a good 
development for us—and also for 
Texas,” he says. “This gives us a stable 
platform from which to operate for 
many years.”

The new London Syndicate is indeed 
good news for Texas. Although ICAT 
has operated in Texas for several 
years, the fi rm has had to change its 
issuing carrier three times since 2000.
The new relationship should end 
that uncertainty.

While the new developments from ICAT 
are good news for Texas, the reality 
is that the primary insurance carrier, 
especially in Tier 1 coastal areas, will 
continue to be the Texas Windstorm 
Insurance Association.

‘All of this destruction, and the 
likelihood of more to come, continues to 
shake the windstorm insurance market 

in Texas and elsewhere 18 months after 
Hurricanes Katrina and Rita.’
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