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ANY WAY you slice the data, 2004 
and 2005 were great years for storm 
trackers and hard on everyone else 
who lives in a hurricane or tornado 
zone. From the Atlantic seaboard 
to the Gulf Coast, a high number 
of named hurricanes blew in and 
left destruction in their wake. What 
damage the hurricanes didn’t do, the 
tornadoes often fi nished off—or they 
whirled through other communities 
with a reminder that, at the end of 
the day, Mother Nature’s in charge.

Predictions for 2006 and upcoming 
years are for more of the same. 
A team led by Colorado State 
University professor William Gray, 
a longtime hurricane watcher, 
predicted in December 2005 that 
the 2006 season would include nine 
hurricanes (up from an average of 
5.9), fi ve of which would be major 
storms with sustained winds over 
110 miles per hour. Tornadoes, 
meanwhile, are already wreaking 
havoc. Twisters in North Texas, for 
example, killed three, injured 10 and 
destroyed homes in early May.

All of this destruction has shaken    
the insurance market, which paid
out billions for storm-related claims 
in 2004 and 2005 alone. This 
means that whether you are a 
homeowner, a business owner 
or a public entity, fi nding 
affordable windstorm insurance is 
becoming increasingly diffi cult.

“You’re seeing a perfect storm in the 
marketplace,” says Sam Ramsey, 
Vice President of Large Commercial 
Account Underwriting at International 
Catastrophe Insurance Managers. 
“The 2004-2005 storms generated 
signifi cant losses for insurance and 
reinsurance companies. In addition, 
several other issues and events are 
emerging, including changes in 
catastrophe models, predictions 
of a higher frequency of major 
storms, rating agency pressures, 
and responses from regulators to 
industry issues.” The result? Many 
companies have signifi cantly reduced 
limits or are no longer writing 
catastrophic policies, so demand is 
outstripping supply. Those companies 

still in business are being forced 
to signifi cantly increase rates and 
restrict terms to account for the 
changing dynamics. The insurance 
market in Texas mirrors much of 
the Gulf Coast. Few commercial 
companies are writing windstorm 
policies for Tier One properties, 
leaving most public entities and 
private buyers to search for 
coverage in the excess and surplus 
lines marketplace.

The situation in Texas is complicated 
by the fact that the state’s own 
chartered windstorm insurance 
provider, the Texas Windstorm 
Insurance Association (TWIA), is 
limited as to how it can predict storm 
activity and the rates it can charge. 
TWIA’s mandate is to provide wind 
and hail insurance for Gulf Coast 
property owners who may not be 
able to purchase coverage in the 
traditional marketplace. Its mandate 
covers the state’s 14 coastal counties 
and a small portion of Harris County 
bordering Galveston Bay.

Funding for the association comes 
from three sources:

• A catastrophic reserve fund 
(funded by profi ts from 
years past);

• Reinsurance (catastrophic 
coverage purchased from a 
number of different companies);

• Assessments (from property and 
casualty companies in Texas that 
are members of the pool).

If losses exceed the amount in total 
reserves, then the companies in the 
pool are assessed the difference. 
They can then use tax credits to 
recoup the assessed amount. Which 
means that the state of Texas—and 
state taxpayers—ultimately pay for 
any excess losses.

According to TWIA General 
Manager and CEO Jim Oliver, the 
association’s exposure has grown 
10 to 12 percent annually over the 
past fi ve years. While Hurricane Rita 
losses totaled an affordable $160 
million, Oliver notes, “The storm 
gave us pause. If Hurricane Rita had 

hit Galveston instead of Houston, 
it would have pushed our current 
funding mechanisms to the limit.” 
TWIA, meanwhile, is limited by 
state law to using an outdated rating 
system to determine how much it 
can charge for windstorm insurance. 
“We’re currently buying reinsurance 
in a market that works with models 
to project storm activity,” explains 
Oliver. “The legislation won’t allow 
us to use models, so our funding is 
inadequate to meet the needs of a 
major storm.” And because the TWIA 
cannot use models, its rates don’t 
appropriately refl ect its exposure—
especially in Tier One areas.

The state has taken note. Lt. Governor 
David Dewhurst and House Speaker 
Tom Craddick have formed a House-
Senate subcommittee to look into 
long-term funding issues next year. 
According to Oliver, TWIA would 
like to see changes to the rating 
mechanisms and would would like 
the legislature to give the association 
the ability to issue bonds to increase 
its funding.

More broadly, the question comes 
down to this: who should pay for 
windstorm coverage in Tier One 
areas, and at what price? Sam 
Ramsey points out, “There has to 
be a recognition of the costs.” He 
observes that prior to 2004, rates 
for windstorm coverage and other 
catastrophic policies were too 
inexpensive. “Going forward, the 
cost must refl ect the risk,” he says.

While the catastrophic insurance 
market may be in a reactionary 
mode right now, Ramsey predicts 
that it will start to stabilize long 
term—albeit at much higher rates for 
policyholders in high-risk areas. At 
the same time, he suggests the market 
will start to reward customers who 
make smart choices. “If I owned a 
business or a property on the water,” 
says Ramsey, “it would be in my best 
interest to design it to the right code 
and build it properly. This would not 
only provide benefi  t in the purchase 
of windstorm insurance, but it would 
increase the likelihood that my 
business would survive.”
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ASSESSING THE WINDSTORM INSURANCE MARKET
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TWIA Rate Change: An 8% increase for both new and renewal business will become effective on September 1, 2006.


