
Putting Florida’s Insurance on a Safer Course 

 

by Phil Heidenreich 

 

With the hurricane season now underway, Florida’s insurance market is teetering 
on the brink of insolvency due to changes in insurance laws that have seen the nation’s 
large insurers leave the state, including State Farm, Allstate, Nationwide, USAA and 
others.   Now, the state-run Citizens Insurance Property Corporation has moved from 
“insurer of last resort” to “insurer of first resort,” the largest insurer in the state with the 
riskiest portfolio.  Should a major hurricane hit, or even a series of smaller hurricanes, the 
potential liabilities Citizens faces threaten the state’s finances and raise the specter of 
new costs for consumers, who will be assessed new “surcharges” on their insurance 
policies—including not just homeowners insurance, but automobile and other insurance 
polices as well. 

In 2008, prior to the departure of the largest private insurer, State Farm – which 
held over one million policies – Citizens’ High-Risk Accounts (HRA’s) already 
represented over 50 percent of their exposure to loss (see Table 1).  This percentage has 
sharply increased with the addition of State Farm’s policies in 2009, yet Citizens’ rates 

remain artificially low.  The 
coastal areas making up the 
high-risk zone (see Figure 1) 
account for nearly 80 
percent—a total of almost $2 
trillion—of Florida’s overall 
exposure.1  The state 
Hurricane Catastrophe (CAT) 
Fund is supposed to cover the 
balance should the insurance 
companies not be able to 
cover their claims.  However, 
the CAT fund—with possible 
exposure of up to $28 
billion—is, by the state’s 
own estimates $18 billion 
short of what would be 
required.2 

 
 

Source:  Citizens Property Insurance Corp. 
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Figure 1: 
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So what happens if this year’s 
hurricane season is more active in 
Florida—a state that has been hit by 
nine of the ten most damaging 
hurricanes?  Citizens has the ability to 
tack on surcharges—up to 45 percent of 
the premium—of 15 percent on each of 
their three policies.  The surcharge is 
set up in a three tier format to cover the 
deficit (see Figure 2).  These charges 
may be continued for up to a year after 
they are imposed.  If tier one does not 
make up the difference, 6 percent of the 
premium or deficit (whichever is more) 
can be assessed on all insurance writers 
in the state—which is passed on to 
consumers.  Finally, an ‘emergency 
assessment’ of an additional 10 percent 

can be levied against all insurance 
consumers for as long as the deficit 
remains, but even these “hurricane taxes” would be unlikely to collect the difference.  In 
the case of a large hurricane striking the financially strapped state, there is a significant 
probability that their fiscal situation would lead them to ask the federal government for a 
‘bailout’ to survive—something that may be difficult given the current state of federal 
finances. 

 
Florida suffers from the lack of a healthy insurance market because the state 

government insists on mandating low premiums on some of the riskiest properties in the 
nation.  All Floridians are forced to subsidize the increasingly expensive and hurricane-
exposed properties of those living in high-risk areas; furthermore, artificially low rates 
continue to entice people to move to these dangerous locations.  With Florida’s economic 
prosperity on the line and hurricane season underway, reform of the insurance market is 
imperative. 

 
HB 1171, a consumer choice bill, is currently in front of Gov. Crist awaiting 

passage.  The proposed bill would encourage insurance companies to re-enter the market 
in Florida by allowing them to offer policies at actuarily sound rates.  In exchange, these 
policies would be exempt from any surcharge after a hurricane.  The legislation simply 
offers consumers another choice – they can keep their existing insurance if they are 
content (and face the threat of surcharges) or purchase a policy that eliminates any 
surcharges.  At the same time, the legislation will encourage more entry and competition 
in the insurance market while bringing sorely needed capital into the state.  Through 
competition in the market, prices of property insurance will be driven down, and a 
financially stable insurance market can emerge.  

 

 

Figure 2: 

Source:  Citizens Property Insurance Corp. 
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This important legislation marks a sensible step toward much-needed reform of 
the insurance market in Florida.  It has been passed by the Florida House and Senate; 
Gov. Crist should now sign HB 1171 into law.  
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