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Section 2210.0025, Insurance Code, requires the Board of Directors (Board) of the Texas 
Windstorm Insurance Association (TWIA or Association) to submit to the Commissioner of 
Insurance (Commissioner), the Senate Committee on Business and Commerce, the House 
Committee on Insurance and the Sunset Advisory Commission a written report relating to 
the operations of the Association during the preceding biennium. The report must include: 

(1) Any proposed changes in the law relating to regulation of the Association and 
a statement of the reasons for the changes; and 

(2) Any information regarding Association operations or procedures that is 
requested by the department to be addressed in the report. 

The Board, at its August 7, 2012, quarterly meeting directed the Legislative/External 
Affairs Committee (Committee) to develop potential recommendations regarding Item 1 
above	  for	  the	  Board’s	  consideration. The legislative proposals developed by the Committee 
were recommended to the Board on December 4, 2012. The recommendations approved by 
the Board at its December 4 meeting are included in this biennial report to the Legislature. 
This report also includes a summary of the improvement activities undertaken by TWIA in 
response to the passage of House Bill 3 by the 82nd Legislature, 1st Called Special Session 
(HB 3) and in response to Administrative Oversight by the Texas Department of Insurance 
(TDI).  

The	  Board’s	  report	  to	  the	  Legislature	  also	  contains	  two	  studies	  required	  by	  HB	  3	  regarding	  
1) use of a single adjuster program and 2) the feasibility of TWIA writing policies directly.  
These reports are independent of the	  Board’s	  recommendations,	  were	  not	  reviewed	  by	  the	  
Board in the development of this report and in accordance with HB 3, are included, without 
comment, as	  an	  addition	  to	  the	  Board’s	  report. 
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The Board of Directors of the Texas Windstorm Insurance Association has prepared this 
report in accordance with Section 2210.0025 of the Texas Insurance Code. This report 
contains an update on Association operations and procedures, including implementation of 
HB 3, and recommendations for changes in statute related to the Association. 

 

TWIA operates as an insurer of last resort for property owners in the first tier of Texas 
coastal counties who cannot obtain insurance in the private market. It operates under 
provisions of the Texas Insurance Code and the Texas Administrative Code and is regulated 
by the Texas Department of Insurance. The TWIA Board is appointed by the Commissioner 
of Insurance. TWIA grew very rapidly in 2006 and 2007 as the private market withdrew 
from the Texas coast. In 2008, the combination of Hurricanes Dolly and Ike resulted in over 
100,000 claims and an estimated $2.8 billion in losses. Concerns over claims handling led 
to TWIA being placed under Administrative Oversight by TDI and the passage of HB 3 in 
2011. 

 

HB 3 required numerous changes to TWIA operations. Among the improvements are new 
residential and commercial policy forms, more transparency via additional information on 
the TWIA website and live broadcast of TWIA meetings, the funding of an ombudsman 
program, and the implementation of new claims handling procedures. A detailed 
implementation plan can be found in Appendix D. 

 

TWIA has made other substantial changes to its operations to address regulatory concerns 
and to operate in a more efficient and cost-effective manner. A formal Operations 
Improvement Plan (Appendix B) was created specifically to address items identified by 
TDI. All items are complete or nearing completion. New management is in place, with a 
broader range of experience and a focus on accountability. Comprehensive TWIA policies 
and procedures have been implemented to provide better operational and financial 
controls and to provide better communication to all stakeholders. TWIA controllable 
expenses were below budget in 2011 and are projected to be below budget again in 2012. 
TWIA expenses compare favorably both to the insurance industry as a whole and to other 
state residual market plans. 
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In particular, the TWIA claims department has seen significant improvements. The new 
claims management has developed a detailed catastrophe plan; improved communications 
with policyholders, adjusters, and agents; and has ensured faster and more accurate claims 
handling using more modern technology and quality control measures. Litigated claims 
continue to make up a substantial portion of claims expenditures. A review of all legal 
expenses is ongoing, and an independent firm has been hired to oversee litigation activity 
related to Hurricane Ike. These changes have resulted in a measurable improvement in 
customer service. TWIA has conducted policyholder surveys after recent events with very 
positive results. Excerpts from survey responses can be found in Appendix E. 

 

The State Auditor's Office completed an audit of TWIA in 2012. The final report recognized 
that TWIA has improved its claims processing and has controls in place to produce 
accurate financial statements, ensure accountability of Association funds, and adequately 
support and authorize non-claims-related expenditures. TWIA developed a detailed 
implementation plan (Appendix C) to address the audit recommendations, with most now 
complete. 

 

To continue the improvement of the operation of the Association, the TWIA Board of 
Directors has recommended several changes to existing statute that could benefit TWIA 
policyholders and the state of Texas. One of the primary issues addressed by the 
recommendations, described in detail in Appendix A, is TWIA funding. In 2012 TWIA can 
fund to a 60-year event. This level of funding may be reduced in 2013 if no changes are 
made. The Texas Public Finance Authority has recently questioned the ability to issue any 
Class 1 bonds in 2013, a potential reduction in funding from the $500 million issued in 
2012. Other recommendations address TWIA's role as the market of last resort and how it 
can better serve that purpose, the enforcement and enhancement of building codes to 
protect property along the coast, and depopulation to improve the overall health of the 
insurance market in the state of Texas. 
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In the wake of Hurricane Celia in 1971, TWIA was established by the Texas Legislature to 
provide adequate wind and hail coverage to Texas residents of the 14 coastal counties and 
portions of Harris County who were unable to secure this coverage in the private market. 
TWIA operates under the provisions of Chapter 2210 of the Texas Insurance Code and a 
Plan of Operation adopted by TDI. Chapter 2210 describes	  TWIA’s	  mission	  as	  follows. 

     “The	  association	  is	  intended	  to	  serve	  as	  a	  residual insurer of last resort for windstorm 
       and hail insurance in the seacoast territory. The association shall: 
 

(1)  function in such a manner as to not be a direct competitor in the 
 private market; and 

(2)  provide windstorm and hail insurance coverage to those who 
 are unable to obtain that coverage in the private market.    

 

By statute, the TWIA Board is appointed by and accountable to the Commissioner. All 
property insurance companies licensed in Texas are required to be members of the 
Association and to participate in the funding assessments authorized by Chapter 2210.  

Chapter	   2210	   and	  TWIA’s	   Plan	   of	  Operation	   specify many	   aspects	   of	   TWIA’s	   operations,	  
including: the parameters of coverage sold by the Association; territory in which TWIA is 
authorized to sell insurance; who is eligible to purchase insurance from TWIA; claim 
dispute resolution procedures; and the funding resources available to pay the claims TWIA 
incurs. While conducting its business within these legal and regulatory specifications, TWIA 
operations are still somewhat similar to other insurance carriers in that the Association 
underwrites and sells a contract of insurance through licensed insurance agents, collects 
premiums, pays claims and has employees who perform other important business support 
functions, such as accounting, information technology and human relations. However, 
unlike private companies, TWIA operates as a market of last resort – a state-created safety 
net – to offer insurance in high-risk areas where some traditional market carriers may have 
withdrawn. As a safety net, TWIA cannot turn away potential customers – even if the 
Association’s	  capacity to pay claims or to serve its consumers will be exceeded. 



TWIA Board of Directors 
Biennial Report - Legislative Recommendations 
December 2012 Page 8 
 

For most of its history, TWIA was a small organization that fulfilled its mission with limited 
staff resources. The Association exhibited modest annual growth until recently. 

 

As recently as 2001, the Association wrote 77,000 policies. Four years later, in the 
aftermath of Hurricane Katrina, as some private insurance carriers began to more carefully 
evaluate their aggregate exposure to hurricane losses, the policy count increased 
significantly, reaching 216,000 policies just prior to Hurricane Ike. The annual growth rate 
since Ike has been more modest, averaging 4.5%. 

The operational model and supporting organizational structure remained largely 
unchanged until after Hurricane Ike, during which the available resources of TWIA were 
severely tested as the claim volume went from a modest 10 to 15 claims per day to nearly 
93,000 in a twelve-month period. With approximately 80,000 of those claims filed within 
the first 30 days, internal and external staffing resources were strained. At	  the	  time	  of	  Ike’s	  
landfall, existing policies and procedures simply were inadequate to respond to a 
catastrophe of this magnitude. 

Compounding the difficulty of responding to such a large number of claims, TWIA began 
receiving litigation related to Hurricane Ike claims in 2009. By the date of this report, more 
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than 7,000 lawsuits have been filed against TWIA by Ike claimants. Ultimately, the 
combination of Ike losses and subsequent litigation outstripped the financing that TWIA 
had in place at the	   storm’s	   landfall. Prior to changes in the funding structure, TWIA had 
funded Ike losses to approximately $2.1 billion through a combination of cash on hand, 
monies held in the Catastrophe Reserve Trust Fund, member company assessments, and 
reinsurance. However, TWIA currently estimates that Ike losses and litigation ultimately 
will cost the Association more than $2.5 billion. Paying for the losses and litigation 
expenses over and above the $2.1 billion TWIA had funded in 2008 has inhibited the 
Association’s	   ability	   to	   accumulate	   reserves	   for	   the	   next	   major	   storm event in the 
Catastrophe Reserve Trust Fund. As a result, TWIA estimates that its current $3.1 billion 
ability to pay claims is sufficient to fund a 1:60 year event, whereas a 1:100 year storm 
could result in TWIA losses exceeding $4.5 billion. 
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As the claim litigation escalated towards the end of 2009 and into 2010, TDI began to 
examine	  TWIA’s	   operations	   in	  depth.	  Their	   examination	   identified	   a	   lack	  of	   controls	   and	  
deficiencies in claims handling, communication, and other areas that needed to be 
addressed. 

The culmination of these events led to placing TWIA under Administrative Oversight of TDI 
on February 28, 2011, and to passage of HB 3. In response to the demand of both 
Administrative Oversight and HB 3, TWIA has made significant strides in improving its 
management, operations, and claims handling. For example, TWIA developed an 
Operations	   Improvement	   Plan	   to	   address	   the	   issues	   raised	   by	   TDI’s	   examination.	  
Additional action plans were developed to address the requirements of HB 3, as well as the 
observations and recommendations of other external audits, and to increase management 
controls, accountability, and operational effectiveness. TWIA has installed a new 
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management team possessing greater variety and depth of industry experience and a 
broader range of skills to achieve these objectives.  

As the result of these extensive changes, TWIA is a dramatically different, and much 
improved, organization than that which existed at the time of Hurricane Ike and therefore 
far better prepared for similar events in the future. 

In order to continue the improvement of the operational effectiveness of TWIA, the Board 
also charged its Legislative and External Affairs Subcommittee to develop a set of 
recommendations for consideration by the Legislature. The balance of this Report provides 
an outline of the improvements made by TWIA over the last two years in response to HB 3 
and Administrative Oversight, and a list of the legislative recommendations adopted by the 
TWIA Board. 
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Below is a summary of the legislative recommendations. Additional detail for each 
recommendation may be found in Appendix A. These recommendations are respectfully 
submitted to the Legislature for its consideration.  

 

Recommendations 
1 In order to increase TWIA liquidity, consider removing the current restriction of the 

use of commercial paper through the comptroller, which currently confines its use 
only in the event that TWIA is unable to sell the full amount of Class 1 Public 
Securities. 
 

2 Consider clarifying the language of Sec. 2210.6136, Alternative Source of Payment, 
specifically as to how and when the Class 2 bonds would drop down and be repaid in 
the event all or some of the Class 1 public securities cannot be sold. 
 

3 Consider a policy surcharge in lieu of premium as revenue source for Class 1 public 
securities in order to save TWIA policyholders money and improve the potential to sell 
the full amount of Class 1 Public Securities. 
 

4 Consider whether it would be more cost effective and cost efficient, under the current 
public security structure, to use the member assessment share of Class 2 and Class 3 
public securities repayment revenue streams to pay claims instead of using that 
revenue source to repay bonds, so as to improve TWIA liquidity and reduce the size of 
post-event bond issues. 
 

5 Consider adopting additional, non-premium, non-reinsurance hurricane loss funding 
mechanisms -- i.e. in addition to Class 1, Class2 and Class 3 public securities -- to 
improve TWIA finances to the point where the Association can pay claims in at least a 
1/100 year event. 
 

6 Consider changing the role of the Texas Public Finance Authority in the issuance of 
TWIA bonds to improve speed to market and allow post event bonds to be approved 
by the TWIA Board after an event or, alternatively allow TWIA to go directly to the 
market. 
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Recommendations 
7 To prevent gaming of the system by insureds who purchase a TWIA policy and then 

cancel it immediately after the hurricane season in order to avoid paying the 
appropriate premium, consider adopting a surcharge of 75% of the current year's 
premium for any TWIA policyholder who has mid-term cancelled the prior policy for 
any reason other than permissible exceptions under statute. 
 

8 Consider requiring TDI to regularly report to the Legislature on the progress of TWIA 
towards meeting the criteria for removing them from Administrative Oversight. 

9 Consider ideas for depopulation, including extending HB3 claim protections granted to 
TWIA to any voluntary carriers writing wind coverage in TWIA territory, particularly 
as an incentive for writing policies currently insured by TWIA. 
 

10 Consider requiring consumers to accept any voluntary market coverage offer, 
provided that a surplus lines carrier must have at least a minimum A7 rating from A.M. 
Best, and the offer includes comparable coverage and a premium within statutorily set 
parameters (e.g., no more than a certain percentage higher than the comparable TWIA 
premium). 
 

11 Consider restructuring TWIA board of directors to broaden non-insurance stakeholder 
representation. 

12 Consider providing additional guidance to TWIA regarding: (i) whether the concept of 
“adequate	   windstorm	   and	   hail	   insurance”	   is	   intended	   to	   consider	   affordability,	  
availability, or a balancing of both; and (ii) what steps TWIA should take to satisfy the 
mandate to avoid direct competition in the private market. 
 

13 Consider requiring mandatory use of windstorm resistance building standards in 
coastal counties and authorizing sufficient means for the counties to enforce these 
building codes. 
 

14 Consider extending the current WPI8 waiver program for residential property with an 
insurance replacement cost value of less than $400,000 for 3-5 years at existing 
surcharge in order to give homeowners additional time to make any required 
improvements. 
 

15 Consider requiring WPI-8 in all circumstances of new construction, reconstruction, or 
repair. 

16 Consider extending the permissible claim settlement time frames for adjusting 
commercial and governmental losses, especially large commercial losses with multiple 
buildings or locations. 
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HB 3 as enacted by the 82nd Legislature, 1st Called Special Session, became effective on 
September 28, 2011. TWIA continues to implement HB 3 on an ongoing basis. Some of the 
accomplishments to date are as follows: 
 

 Revised commercial and dwelling policies including eight revised endorsements and 
one new endorsement. The forms were approved October 21, 2011 and TWIA began 
issuing the new residential and commercial policies and endorsements for new and 
renewal business on and after November 27, 2011.  
 

 Created a new HB 3 section on the TWIA website. The HB 3 tab provides 
information to policyholders, agents, and other stakeholders regarding changes to 
TWIA and the claims process. Some of the information added to the website is a 
summary of key provisions of HB 3, a flow chart of the claims process, a summary of 
the timelines for filing and process claims, a description of the claims dispute 
processes provided in HB 3 and information regarding the alternative eligibility. 

 
 Developed rules to implement HB 3 provisions regarding minimum retained 

premium and declination. The rules were approved by TDI and became effective on 
January 8, 2012. 

 
 Began funding the Ombudsman program: Coastal Outreach and Assistance Services 

Team (COAST) 
 

 Began broadcasting TWIA Board meetings online on October 28, 2011. 
 

 Began issuing the bi-monthly reports to the Board on November 30, 2011. The 
report informs the Board how effectively TWIA has met the objectives established 
by Section 2210.107, as amended by HB 3. 

 
 Developed a comprehensive catastrophe plan that provides methods and 

procedures to ensure prompt and fair claims customer service to insureds when a 
significant wind event strikes the TWIA coverage area. The report provides 
guidelines for claim management, outlines roles and responsibilities for staff, 
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provides contact information for internal and external resources, and outlines 
procedures that will be activated when a catastrophe occurs.  
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Since 2009, TWIA has undergone more than 10 audits and examinations with varying areas 
of concentration, including, three examinations by TDI, two by Deloitte & Touche, LLP and 
audits performed	   by	   Robert	   E.	   Nolan,	   KPMG,	   the	   State	   Auditor’s	   Office,	   and	   Alvarez	   &	  
Marsal. The Association has diligently developed and implemented corrective measures, 
created action plans to address the findings and recommendations of each review, and 
continues to implement and monitor the progress of each plan. Management has also 
identified areas of improvement outside of audit observations and continuously improves 
processes and procedures necessary to bring TWIA into compliance with statutory 
guidelines and industry best practices. 
 

 
 

The new management team has successfully implemented initiatives to address legislative 
changes, improve operational efficiency, create cultural transformation within the 
Association, and to increase management controls and accountability. TWIA now has 
extensive controls and detailed financial and operational metrics in place to measure and 
evaluate the performance of every level of the Association from the organization as a whole 
to individual departments and each individual within them. There are documented 
procedures and practices in place in all operational areas, and TWIA has greatly increased 
the level of transparency and communications at all levels within the Association and with 
outside stakeholders. The management team has begun a continuous process of changing 
the culture from task-based behavior to outcome-focused accountability. 
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In 2008, there were four members of senior management whose only insurance carrier 
experience was with TWIA. Today, not only does TWIA have significantly greater insurance 
carrier experience within its senior management ranks but also a greater portion of that 
experience is with larger carriers outside of TWIA. Management has a combined total of 
nearly 215 years of insurance carrier experience and only 44 of those years are with TWIA. 
This bodes well for the future of the Association as it has not only greater depth of 
experience but also a far greater breadth of experience in terms of skills and sophistication. 

  

Strengthen the 
Management Team 

86% of the 
Management  
Team has been 
replaced with 
individuals with 
greater depth and 
breadth of experience 

Increase transparency 
and communications 
at all levels within the 
Association and with 
outside stakeholders 

Monthly Board 
Reports, Video 
Broadcast of Board & 
Committee Meetings, 
Customer Surveys, 
Communications 
Strategy 

…management	  does	  not	  
have the experience, 
competence or 
trustworthiness… 
-Administrative Oversight Letter 
February 28, 2011 
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TWIA prepared a comprehensive Operations Improvement Plan. The Plan details actions 
and target dates to address the observations contained in the TDI Examination including 
those identified as Essential Elements necessary to conclude Administrative Oversight and 
those identified in Attachment A ("Other Elements") as needed to bring the Association into 
compliance. The Plan is dynamic with new elements being added as new opportunities for 
operational improvement are identified. 

The Operations Improvement Plan consists of two sections: the Essential Elements, 
necessary improvements required to release TWIA from Administrative Oversight and the 
Other Elements, which represents the	  remainder	  of	  TDI’s	  audit	  findings	  regarding	  general	  
compliance issues and areas of general improvement. 
 
The Essential Elements include 58 action items to address the 23 Essential Elements 
outlined by TDI. Only two of these Essential Elements remain to be fully implemented as 
discussed below.  
 
In August 2012, TWIA completed a retrospective legal bill review. One of two outstanding 
Essential Elements is the implementation of a process for the review of the Association 
legal expenses. TWIA initiated a limited staff review of legal bills in August 2011. The 
resulting savings of more than $200,000 supported additional efforts to formalize the 
review process. With the assistance of TDI and after an extensive Request for Proposal 
process TWIA selected Legal Cost Control to do both a retrospective review of prior legal 
bills and to implement a review of new legal bills as submitted. Legal Cost Control has 
completed a retrospective review of past legal bills and the potential overbilling by the six 
largest firms was approximately $408,000, which is slightly more than the cost of the 
review. While disappointed that the audit did not produce more potential adjustments, 
TWIA is committed to the ongoing review of legal bills to ensure compliance with its billing 
guidelines and other procedures discussed more fully in the claims section. Presently, the 
management team is evaluating possible alternatives, including other vendors and 
software and insourcing options for making the process more effective and efficient. 
 
The final outstanding Essential Element is development of criteria to evaluate performance 
of outside counsel. The expected deadline for completion of the final item is December 31, 
2012. 
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The	  State	  Auditor’s	  Office	   concluded	   in	   their	  August	   1,	   2012	   final	   report	   that	   “the	  Texas	  
Windstorm Insurance Association (Association) has improved its processing of claims. The 
Association also has controls to help produce accurate financial information, ensure 
accountability for Association funds, and adequately support and authorize non-claims-
related	  expenditures.”	  A	  summary	  of	  each	  department’s	  resulting initiatives follows: 

 All Claims Department initiatives to address SAO observations are underway and 
will be complete by November 30, 2012.  

 The Finance Department initiatives are underway and will be complete by year-end.  

 All Legal & Compliance initiatives are complete.  

 Information and Technology Department initiatives combine the SAO findings and 
the detailed KPMG audit from earlier this year. All security-related initiatives are 
complete and the remaining initiatives are included in the roll out of the long-
planned system improvements to be complete by the end of 2013.  
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The	   State	   Auditor’s	   Office	   concluded	   in	   their	   August	   1,	   2012	   final	   report	   that	   the	  
Association has improved its processing of claims and pointed out that the 
Association has far greater capabilities to effectively manage the challenges of future 
hurricane seasons and can provide prompt and effective responses to changing 
legislative and regulatory requirements. 

 
 

 

TWIA has failed to 
adequately address 
issues identified 
through the recent 
financial examination 
and subsequent 
financial analysis 
indicating a lack of 
adequate controls 
over accounting, 
personnel, and 
material decisions 
affecting day-to-day 
operations, as well as 
communications with 
staff, the board of 
directors, and the 
Department. 
 
…Administrative Oversight 
Letter February 28, 2011 
 

Operations Improvement 
Plan to implement and 
maintain necessary 
procedures and controls 
including metrics 
developed in concert with 
TDI to address each of these 
issues. 

Action items are 99% 
complete. TWIA now has 
detailed controls and 
procedures in place for all 
areas identified by TDI in 
their examination and 
analysis along with metrics 
to continuously monitor 
compliance and 
performance. 
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The current claims department has been completely transformed with new management, 
new staff, new metrics, and new tools. There are now detailed policies, procedures, and 
performance standards, and associated metrics in place. Each month, the claims 
department produces detailed reports using these metrics to evaluate performance in 
several areas ranging from compliance with policies and procedures, customer service, 
productivity, performance of vendors, and litigation.  

TWIA has developed a dynamic and scalable catastrophe plan to identify the roles and 
responsibilities of every business unit and establish the operational guidelines and 
directives for claim handling activities. TWIA has increased the avenues for communication 
with policyholders and agents with an outsourced call center providing 24/7 availability 
after an event, web-based portals for policyholders and agents, and a program to follow up 
with claimants on the status of their claim every seven days. 

TWIA has also increased the quality and efficiency of its claims adjusting processes with a 
formal adjuster RFP, standardized contracts, and training for adjusters. TWIA currently has 
14 adjusting firms with approved contracts and 2,500 trained adjusters available. The 
addition of a quality assurance department and the implementation of real-time 
reports/analytics ensure the continued quality of claims adjustment and compliance with 
all applicable regulations. 

In fall 2011, an external market research firm completed a customer satisfaction survey 
regarding policyholder experiences after a January 2011 hail event near Robstown, TX. 
Satisfaction scores were high for most all metrics and ranged from 3.2-3.7 (out of 4.0). All 
measures of Courteousness, Response Times, and Helpfulness were 3.5 or higher.  

In May 2012, the Claims Department implemented the use of Quick Response (QR) codes 
on claim closing letters allowing policyholders to access a customer survey by scanning the 
code with their smart phone. Customer survey responses remain very favorable averaging 
4.4 out of 5.0. Appendix E contains actual customer responses to the claims satisfaction 
survey.  

Additionally, TWIA has implemented a number of processes and procedures in an effort to 
curtail legal expenses and develop a viable litigation management program. TWIA has 
taken a number of litigation functions in-house resulting in greater control and reduced 
expenses, including eDiscovery, local counsel assignment, and matter management. TWIA 
has redrafted contracts with all outside counsel currently in use and more specifically 
identified the expectations and billing requirements in these contracts. In 2011, TWIA 
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drafted and implemented the TWIA Legal Billing Guidelines policy outlining in detail 
invoice submission requirements, bases of hourly fees, and reimbursement of expenses. 
Outside counsel is required to provide written acknowledgment of receipt and adherence 
to the policy as well as acceptance of payment and right to audit by TWIA/TFPA. Evaluation 
of	  outside	  counsels’	  performance will be based on productivity going forward.  
 
TWIA claims management has put in place practices to help ensure prompt and fair 
resolution of new claims. There remains a significant litigation portfolio primarily 
associated with Hurricane Ike and based upon past practices that no longer exist and by 
individuals who are no longer with the Association. 

In August 2012, the Commissioner directed TWIA to hire Alvarez & Marsal (A&M), an 
independent third party, to review and oversee litigation activity arising out of losses 
occurring prior to January 1, 2012. A&M is now reviewing all settlements and the handling 
of those claims while TWIA continues to be responsible for completing the claims process. 
While TWIA had discharged its prior litigation management firm, TDI has directed that a 
new firm be hired to serve in that capacity. As shown in the graphs that follow, the current 
claims management team has improved on the results of prior management and 
substantially decreased the legal costs of TWIA. 
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The	   State	   Auditor’s	   Office	   concluded	   in	   their	   August	   1,	   2012	   final	   report	   that	   “The	  
Association also has controls to help produce accurate financial information, ensure 
accountability for Association funds, and adequately support and authorize non-claims-
related expenditures. In addition, the Association's accounting practices for reporting 
selected financial transactions comply with the National Association of Insurance 
Commissioners' standards." 

Under the current management team, TWIA has consistently performed below budget for 
controllable expenses in nearly every area. The principal adverse variances are in the 
Professional Services area, which is over budget due to unbudgeted expenses associated 
with Alvarez & Marsal (A&M), Merlinos & Associates and some legal expenses incurred at 
the direction of TDI and costs associated with the Bond Anticipation Note (BAN). Looking 
at 2013, TWIA is planning for gross operating expenses to decrease by $8 Million and Net 
Operating Expense to remain fairly flat in spite of projected growth in policy count. 

TEXAS WINDSTORM INSURANCE ASSOCIATION 
All Expense Summary and Analysis ($000's) 
  for the 12 months ended December 31 

Description 
Forecast 
2012 

Budget 
2012 

Variance 
2012 

Budget 
2013 

Total Personnel Costs 20,229  20,429  (200) 19,478  

Total Professional Services 13,571  10,592  2,980  9,945  

Total HW/SW & Licensing 2,519  4,131  (1,612) 3,115  

Total Rental & Maintenance 1,780  1,605  176  1,100  

Total Travel Expenses 207  420  (213) 150  

Total Postage, Tele & Express 1,345  1,504  (159) 1,344  

Total Capital Mgmt. Expenses* 1,708  1,505  203  800  

Total Other Operating Exp. 2,243  1,706  538  2,366  

Gross Operating Expenses 43,602  41,890  1,712  38,299  

Net Operating Expense 23,410  31,414  (8,004) 25,084  

* Includes BAN issuance costs and excludes BAN interest costs as follows:  

BAN Issuance Costs 1,393 600 793  800 

BAN Interest Costs 3,958 0 3,958  8,542 
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Based upon expenses as a percentage of policyholder premiums, TWIA compares favorably with the industry in general as 
well as with other similar markets.  
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This section includes the detailed supporting documentation and analyses of the 
recommended options.  

 
In order to increase TWIA liquidity, consider removing the current restriction of the 
use of commercial paper through the comptroller, which currently confines its use 
only in the event that TWIA is unable sell the full amount of Class 1 public securities. 

The commercial paper program was developed in 2009 to provide quick access to funds to 
pay claims in the event of a catastrophic event. Pursuant to HB 4409 adopted in 2009, the 
Comptroller was authorized to provide liquidity for obligations pursuant to the public 
securities program established for TWIA. TWIA worked with the Comptroller of Public 
Accounts and the Texas Public Finance Authority to establish a $300 million commercial 
paper program available for use by TWIA.  

In 2011, the	  statute	  was	  changed	  and	  the	  Comptroller’s	  authority	  to	  provide	  liquidity	  was	  
limited	  to	  public	  securities	  issued	  pursuant	  to	  the	  “drop	  down”	  provisions	  of	  statute. Those 
provisions become effective only when TWIA is unable to issue the full amount of Class 1 
public securities. By eliminating this restriction, TWIA would have another option to 
improve its liquidity and thus enhance the Association’s	  ability	  to	  pay claims timely during 
the time required after a storm to prepare and sell post-event public securities. 

Amending the statute would enable TWIA to establish a commercial paper program that 
would provide TWIA quick access to cash to use for paying claims consistent with the 
legislation enacted in 2009 that cannot be accomplished under the current statute. 

The additional liquidity provided by a commercial paper program makes it less likely that 
TWIA and its policyholders would experience a shortage of funds to pay claims pending the 
receipt of funds from the issuance of public securities. 

 

 
Consider clarifying the language of Sec. 2210.6136, Alternative Source of Payment, 
specifically as to how and when the Class 2 bonds would drop down and be repaid in 
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the event all or some of the Class 1 public securities cannot be sold. 

Section 2210.6136 of the Insurance Code, titled Alternative Sources of Payment, was added 
to the TWIA statutes in 2011 by HB 3. The	   section,	   also	   known	   as	   the	   “drop	   down	  
provision”,	   addresses	   the	   process	   the	   Commissioner	  may	   use	   to	   approve the issuance of 
Class 2 public securities in the event the Commissioner finds that the total principal 
amount of Class 1 public securities ($1 Billion) cannot be issued.  

As written, the statute may be read to require an amount of Class 2 bonds equal to any 
shortfall in Class 1 bond sales, not to exceed $500 million, to be issued using the Class 1 
repayment revenue stream (TWIA premiums). The problem caused by this reading of the 
statute is that, if the premium revenue stream pledged to repay Class 1 bonds is not 
sufficient to convince investors to purchase the full $1 billion of Class 1 public securities, 
then promising repayment of a portion of Class 2 bonds using the same TWIA premium 
revenue stream is unlikely to attract sufficient investor interest to support issuance of the 
full amount of Class 2 public securities ($1 billion).  

Another possible reading of the statute would permit, in the event of a shortfall in the sale 
of Class 1 bonds, the sale of Class 2 public securities by pledging the revenues specified in 
the statute for Class 2 public securities. Class 2 bonds are repaid from two sources of 
revenue: 70% by revenues generated by a policyholder surcharge placed on all property 
and auto policies issued in the catastrophe area and 30% by assessments levied on TWIA 
member insurance companies). However, under this alternative interpretation of the 
statute, the Class 2 revenue sources (policy surcharges and insurance company 
assessments) ultimately would be reimbursed using TWIA premiums for a portion of the 
Class 2 bonds equal to the shortfall in the sale of Class 1 bond sales (not to exceed $500M). 
This reading of the statute has its own set of problems, including the logistics and expense 
of reimbursing every policyholder that paid a Class 2 surcharge. The statute is complicated 
and susceptible to different readings. Investors willing to loan $1 billion to TWIA require a 
high degree of certainty that the sources of repayment will not be delayed or compromised 
by a legal challenge. Therefore, a legislative clarification that eliminates the potential 
confusion regarding the operation of the statute should	   enhance	   TWIA’s	   ability	   to	   sell	  
public securities. . 

Clarification should provide assurance to policyholders, potential buyers of the public 
securities and other stakeholders of exactly what will happen if the full amount of Class 1 
public securities cannot be issued. 

A comparison with other states’	  residual	  markets with the ability to issue bonds shows that 
their revenue sources for bond repayment are other than premium, primarily policyholder 
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surcharges and carrier assessments, both of which are viewed more favorably by 
bondholders and potential investors. As a result, they have no need of similar drop down 
provisions to successfully market their bonds. 

 

 
Consider a policy surcharge in lieu of premium as revenue source for Class 1 public 
securities in order to save TWIA policyholders money and improve the potential to 
sell the full amount of Class 1 public securities. 

Section 2210.612 specifies that TWIA shall pay Class 1 public securities from its net 
premium and other revenue. TWIA premiums are not a dedicated source of revenue for 
bond repayment. TWIA also is obligated to pay operating expenses and claims from its 
premiums and other revenue. The lack of a dedicated revenue stream for Class 1 public 
securities has not been well received by investors and rating agencies. 

A dedicated revenue stream, in the form of a non-premium policy surcharge on all TWIA 
policies, could result in a better rating for any Class 1 public securities issued and could 
result in a greater amount of Class 1 public securities being issuable. 

A policy surcharge would also provide greater transparency of the costs associated with 
the Class 1 public securities. 

In addition, perhaps most importantly, a dedicated policy surcharge would produce 
substantial savings for TWIA policyholders. When TWIA writes a policy and collects the 
premium, it incurs some obligations that are a fixed percentage of premium, in particular, 
commissions paid to insurance agents and premium taxes paid to the State of Texas. Thus, 
in order for TWIA to generate a dollar to repay its debt obligations, TWIA must charge 
more than $1 to account for the commission and tax payments. It is estimated that TWIA 
would need to charge policyholders $1.21 of premium for every $1 dollar needed to repay 
bondholders. However, if the statute were amended to repay Class 1 public securities using 
a non-premium policy surcharge that is exempt from agent commissions and premium 
taxes, then TWIA would only need to collect $1 of surcharge for every $1 needed to repay 
bonds – a savings to policyholders of more than 17%.  

A comparison with other states’	  residual	  markets reveals that TWIA is the only plan to fund 
bond repayment with premiums. Plans that have the ability to issue bonds typically 
support the issuance with either policyholder surcharges or industry assessments (or a 
combination thereof), which are viewed by bondholders and investors as more secure 
payment streams. 
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Consider whether it would be more cost effective and cost efficient, under the 
current public security structure, to use the member assessment share of the Class 2 
and Class 3 public securities repayment revenue streams to pay claims instead of 
using that revenue source to repay bonds, so as to improve TWIA liquidity and 
reduce the size of post-event bond issues. 

Sections 2210.613 and 2210.6135 specify that Class 2 and Class 3 public securities be paid 
by member assessments in part and in whole, respectively. Specifically, $300 million of the 
$1 billion of Class 2 public securities are repaid by member company assessments and the 
full $500 million of Class 3 public securities are repaid by member company assessments. 
Rather than issuing securities and incur the delay and financing costs associated with 
issuing post-event bonds, TWIA could issue fewer bonds simply use the member 
assessment portion of Class 2 and Class 3 funding to pay losses. This would greatly enhance 
TWIA liquidity, reduce the size of post-event public security issuances, and eliminate the 
interest and other debt-carrying costs associated with $800 million of public securities. 

Under existing timeframes for levying and collecting member assessments versus the time 
needed to issue public securities, TWIA could potentially receive funds necessary to pay 
claims much sooner if the Legislature adopted this approach. 

Paying assessments also would allow member insurers to remove the liability associated 
with these assessments from their books in the first year, rather than carrying it for up to 
10 years as the bonds are repaid. 

 

 
Consider adopting additional non-premium, non-reinsurance hurricane loss funding 
mechanisms – i.e., in addition to Class 1, Class2 and Class 3 public securities to 
improve TWIA finances to the point where the Association can pay claims in at least 
a 1/100 year event. 

Chapter 2210 provides up to $2.5 billion of public securities funding for a given 
catastrophe year, in addition to TWIA premiums and other revenues, amounts in the 
Catastrophe Reserve Trust Fund, and any reinsurance purchased. For 2012, this 
combination of sources provides funding equivalent to a 60-year event. The statute is silent 
as to how any losses above this level would be funded. By comparison, most states would 
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not allow a private insurer to sell property insurance in their state if the company had no 
plan for how to pay claims in a 1 in 100-year storm. 

Increasing the total funding TWIA is authorized to raise in order to pay losses would 
remove some of the current uncertainty surrounding what would happen if losses 
exceeded available funding. The silence of the existing statute creates uncertainty for 
TWIA, its policyholders, and for the insurance market throughout the State of Texas. 

TWIA takes seriously the promise that is embodied in the contract of insurance it sells to 
seacoast consumers. The TWIA Board and management strive to do everything in their 
power to pay all claims fairly and fully when due. However, the current funding structure 
places	   limits	   on	   TWIA’s	   capability	   to	   raise	   funds	   after	   an	   event,	   and	   this	   naturally	   has	  
raised concerns about how the promises will be fulfilled in the event of a major storm. 

TWIA policyholders also would like greater certainty when it comes to TWIA funding. With 
so much invested in their homes and communities, seacoast homeowners and business 
owners want to know that the protection they purchased will deliver in their time of need. 

Private insurers also would like greater certainty about the cost of doing business in Texas. 
TWIA assessments affect private carriers that write anywhere in the State of Texas, not just 
the	   seacoast,	   since	   an	   insurer’s	   participation	   in	   TWIA	   assessments	   is	   dictated	   by	   its	  
statewide market share. In	   fact,	   due	   to	   the	   impact	   of	   TWIA’s	   voluntary	   writings	   credit	  
system, $1 of premium written by a voluntary insurer outside of the seacoast region 
actually generates a larger share of TWIA assessments than $1 of premium written in a 
coastal county. With such a large portion of a 1 in 100-year storm currently not addressed 
by	  TWIA’s	  authorizing	  statute,	  the	  private	  market	  is	  uncertain	  about	  their	  ultimate	  share	  of	  
TWIA losses. Creating	  greater	  certainty	  about	  the	  private	  market’s	  share	  of	  a	  major storm 
loss also could help property insurers better manage their catastrophe risk in Texas, 
potentially making it easier for some carriers to make a decision to participate in any 
future TWIA depopulation program. 

A	   review	   of	   other	   states’	   residual	   markets reveals that other states statutory funding 
mechanisms do not cap the amount of deficit funding available to their plans. For example, 
Florida’s	   property	   residual	  market	   can	   sell	   as	  many	   bonds	   as	   it	   needs	   to	   pay	   its	   deficit	  
without any explicit limit (however, the Florida plan does have some practical limits to its 
deficit financing, such as limits on the amount of the policy surcharges it is allowed to 
charge as a bond repayment revenue stream, bond market appetite, interest rates, etc.). 

One potential	  method	  for	  increasing	  TWIA’s	  available	  financing	  is	  to	  authorize	  the	  sale	  of	  
Class 4 public securities to fund any TWIA deficit not alleviated by the use of Class 1, 2 and 
3 funding sources. The Legislature would have to determine suitable revenue source to 
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fund	   such	   bonds,	   but	   a	   number	   of	   other	   states’	   residual	   markets	   use	   statewide	   policy	  
surcharges to fund such a less probable but rather large contingency.  

 

 
Consider changing the role of the Texas Public Finance Authority (TPFA) in the 
issuance of TWIA bonds to improve speed to market and allow post event bonds to 
be approved by the TWIA Board after an event or, alternatively allow TWIA to go 
directly to the market. 

Currently, a TWIA issuance of public securities must be approved by three state-created 
boards (TWIA Board, TPFA Board, and the Texas Bond Review Board) as well as the 
Commissioner and the Attorney General. The practical impact of this multiple layers of 
review is that the TWIA Board cannot carefully consider the level of need for post-event 
bonds after a storm, as the TPFA has advised the TWIA Board that it would take many 
months after the TWIA Board's bonding decision for the remaining steps to be taken. 
Because of this situation, the TPFA in 2012 asked the TWIA Board to pre-approve the 
issuance of all $2.5 billion of Class 1, Class 2, and Class 3 public securities prior to the 
hurricane season even beginning. Such pre-approval does not occur in other states where 
their property insurance residual markets use bond financing for funding catastrophe 
losses. Other	  states’	  residual	  markets	  retain	  their	  own	  investment	  advisors	  and	  go	  directly	  
to the bond market with their offerings with only the approval of their insurance 
commissioner. Florida’s	   residual	  market,	   for	  example,	  uses	   this	  approach	  and	  has	  had	  an	  
investment grade bond rating for many years. 

Such an approach could improve the timeliness of bond sales in a catastrophe situation. 
Furthermore, accountability for the successful sale of the bonds would be more 
transparent. In addition, since TWIA securities are not backed by the full faith and credit of 
the State of Texas, it may send the right signal to the markets to not have them sold by the 
same officials responsible for bonds that are backed by the full faith and credit of the State.  

 

 
To prevent gaming of the system by insureds who purchase a TWIA policy and then 
cancel it immediately after the hurricane season in order to avoid paying the 
appropriate premium, consider adopting a surcharge of 75% of the current year's 
premium for anyone who has cancelled the prior policy for any reason other than 
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permissible exceptions under statute. 

Because TWIA sells only a wind & hail policy, the vast majority of the risk it assumes occurs 
during the hurricane season. So, although the TWIA policy is a 12-month policy, the amount 
of premium charged is based on losses that occur during the 6-month storm season. By 
cancelling their policy and receiving a return premium, policyholders end up paying less 
than their fair share for the risk assumed by TWIA. The proposed change would not 
prohibit such cancellations, as there are legitimate reasons for mid-term cancellation, such 
as the sale of the insured property. However, under this change, a consumer who cancelled 
their policy mid-term and then returned to TWIA to insure the same property would 
receive a surcharge in order to (1) make up for the underpayment in the previous year, and 
(2) discourage a repeat of this practice.  

 

 
Consider requiring TDI to regularly report to the Legislature the progress of TWIA 
towards meeting the criteria for removing them from Administrative Oversight. 

TWIA has made substantial improvements since the passage of HB 3 and the 
implementation of Administrative Oversight. Regular reporting to the Legislature on the 
steps TWIA needs to take to successfully meet the criteria for ending Administrative 
Oversight will add transparency to the process and keep the Legislature informed of 
TWIA's progress. 

 

 
Consider ideas for depopulation including extending HB3 claim protections granted 
to TWIA to any voluntary carrier writing wind coverage in TWIA territory, 
particularly as an incentive for taking policies out of TWIA. 

As graphically displayed in the chart in the Overview of TWIA section of this report (see 
Policies In-Force chart on page 8), the number of policies written by TWIA has grown 
significantly over the last decade. Without intervention, TWIA is likely to continue to grow 
for the foreseeable future, as the seacoast region population itself is projected to increase 
substantially in the coming years. 

A review of depopulation efforts for other plans show that a number of initiatives have 
been tried with varying degrees of success. The two plans with the largest impact from 
depopulation efforts are Florida Citizens Property Insurance Corporation and Louisiana 
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Citizens Property Insurance Corporation.  

Florida Citizens’ ability to readily deliver large blocks of policyholders to start-up and other 
growing insurance companies continues to attract companies, and Citizens recently 
announced that 150,000 policies were taken out pursuant to depopulation programs 
during the month of October 2012. This was accomplished by allowing Citizens to enter 
into reinsurance loss portfolio transfers, essentially reinsurance contracts under which the 
private insurer takes over full responsibility for all losses under a block of Citizens policies. 
Under the contract, the private insurer also agrees to offer each of the policyholders a 
private market policy at their next TWIA policy renewal date. When first entering into the 
portfolio transfer agreement, Citizens transfers the unearned premium on the block of 
policies to the private insurer that has assumed the risk. Citizens does not charge the 
assuming insurer a ceding commission, an amount typically paid by an assuming insurer to 
cover	   the	   costs	   of	   producing	   and	   issuing	   the	   policies	   (including	   agents’	   commissions). 
Therefore, the financial incentive for an insurer to remove policies from Citizens in this 
fashion is that the insurer gets to instantly have a large portfolio of policies without having 
to pay for the initial costs of building the book of business. If private companies are 
permitted to take blocks of policies out of TWIA in this fashion, the Legislature could 
consider requiring them to write the policies for a minimum of five years; a shorter period 
could be permitted if the Commissioner deems it necessary for the financial health of the 
insurer.  

Florida Citizens also has taken steps to reinforce its role as a market of last resort. Some of 
the initiatives Florida Citizens has undertaken include more than 30 changes to the 
insurance policy Citizens sells to make it less competitive with the private market as well as 
making homes with values of $1 million or more ineligible for Citizens’ coverage. Among 
the coverage changes Florida Citizens adopted were the elimination of coverage for screen 
enclosures, carports, in-ground	  pools,	  masonry	  fences,	  builders’	  risk, business interruption, 
and extra expense coverage. Citizens also eliminated a number of options to purchase 
higher limits of coverage, such as increased limits for mold damage and for condominium 
owners’	  loss	  assessments. 

In September of 2012, Citizens moved to adopt a new depopulation program providing an 
aggregate of $350 Million in surplus loans to carriers that agree to take out policyholders 
for a 10-year period. Under this plan, Citizens hopes to remove as many as 300,000 
policyholders. This depopulation plan is still under review by state officials, so it remains to 
be seen if it will be adopted and, if so, how successful this latest depopulation program will 
be in Florida.  

Louisiana Citizens has taken steps to reduce its policy count to its pre-Hurricane Katrina 
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policy total of 125,000. By 2008, its policy count spiked to 174,000 even with incentives for 
new insurers to enter the state and to encourage them to bid to take over Citizens policies. 
In June of 2010, the Louisiana Legislature relaxed the take out policy rules to allow carriers 
to remove fewer policies than minimum take-out specified in the original depopulation 
program. The bill also allowed carriers to be more selective in which risks they chose to 
remove from Louisiana Citizens. Additional legislation revised	   Citizen’s	   rate	   structure	   to	  
ensure the plan remains non-competitive with the private market by requiring its rates to 
be 10 per cent higher than the actuarially sound rate or the highest rates charged by 
private insurers with at least a 2% market share. The bill also required territorial rating by 
zip code. These rating initiatives made it easier for private market companies to charge an 
adequate premium and not lose business to Citizens. Because of these legislative steps, 
Louisiana Citizens had successfully reduced its policy down to 105,000 policies by the end 
of 2011. 

One depopulation incentive that should not cost the state or TWIA any money would be the 
extension of HB 3 claim protections to private insurers willing to take policies out of TWIA. 
House Bill 3 developed a new claims process for TWIA, including limitations on when claim 
issues may be brought to suit and the extent of damages that may be awarded in any 
lawsuit against TWIA (the specific limitations and penalties that may be raised in litigation 
against TWIA are found in Section 2210.576). However, these lawsuit limits do not apply to 
private market insurers. Therefore, insurers potentially willing to write large numbers of 
existing TWIA policyholders could find themselves facing the same onslaught of litigation 
that caused the Legislature to pass HB 3 in 2011.  

Limiting the exposure to insurers by removing the threat of treble damages being awarded 
by a court of law could provide an incentive to insurers that may consider writing policies 
in the catastrophe area. 

The requirement that appraisal must be used on accepted claim disputes with limited 
judicial review should also be beneficial to insurers as it would eliminate an entire category 
of claim disputes from litigation exposure. 

Allowing more freedom to insurers in the policy forms used in the catastrophe should be a 
positive incentive that would encourage companies to write risks in the catastrophe area. 

 

 
Consider requiring consumers to accept any voluntary market coverage offer, 
including an offer from a surplus lines carrier provided the surplus lines carrier 
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must have at least a minimum A7 rating from A.M. Best Company, provided the offer 
includes comparable coverage and a premium that falls within statutorily set 
parameters 

Pursuant to Chapter 2210, TWIA is required to make insurance coverage available only to 
applicants who are unable to obtain wind and hail insurance in the private market. Chapter 
2210 also directs TWIA to function in a manner as not to be a direct competitor in the 
private market. To obtain insurance from TWIA pursuant to Section 2210.202, each 
applicant for TWIA coverage in the catastrophe area must make a diligent effort to obtain 
property insurance through the voluntary market. However,	   these	   “diligent	  efforts”	  need	  
only be evidenced by one declination from an insurer writing property insurance, including 
windstorm and hail coverage, in the first tier coastal counties. A single declination of 
coverage is easy to obtain in the coastal region, so policies are readily put into TWIA for 
competitive reasons – i.e., for the cheaper premiums offered by TWIA – even if private 
market insurers were willing to write a particular policy. Obviously, to the extent 
consumers are choosing TWIA for reasons of price, the practice thwarts efforts to reduce 
TWIA's exposure.  

To remedy this situation, the Legislature should consider requiring applicants for TWIA 
insurance to accept any offer from a voluntary insurer that includes substantially 
equivalent coverage. Mandatory acceptance of any substantially equivalent offer by an 
authorized insurer to an applicant would help reduce	  TWIA’s	  policy	   count,	  exposure	  and	  
associated costs. Implementation of mandatory acceptance of voluntary offers also would 
assist TWIA in negotiating depopulation plans with private carriers. 

Mandatory acceptance would allow insurers to charge a rate the insurer believes to be 
adequate for the risk, and the consumer is guaranteed coverage from a private carrier 
subject to payment of the premium. However, if the Legislature is concerned about the size 
of premium increases that consumers might experience under a mandatory acceptance 
rule, lawmakers could consider making mandatory acceptance apply only if the offer is 
within a statutorily set parameter, such as no more than 50% higher	  than	  TWIA’s	  quoted	  
premium. While this would mitigate the concern about premium increases, such a 
threshold also would make the mandatory acceptance rule less effective in areas where 
TWIA rates are estimated to be more than 50% inadequate, such as Galveston. 

 

 
Consider restructuring TWIA Board to broaden non-insurance stakeholder 
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representation 

Section 2210.102 establishes the composition of the TWIA Board. The Board is composed 
of nine members all appointed by the Commissioner. 

•	   Four members must be representatives of the insurance industry nominated in the 
process described below. 

•	  Four	  members	  must,	  as	  of	  the	  date	  of	  the	  appointment,	  reside	  in	  first	  tier	  coastal	  counties. 
At least one of the members must be a property and casualty agent who is licensed and is 
not a captive agent. The persons appointed must be from different counties.  

•	  One	  member	  must	  be	  a	   representative	  of	  an	  area	  of	   this	  state	   that	   is	  not	   located	   in	  the	  
seacoast territory with demonstrated expertise in insurance and actuarial principles. 

•	  One	  nonvoting	  member	  is	  appointed	  by	  the	  Commissioner to advise the board regarding 
issues relating to the inspection process.  

Pursuant to the statute, all Board members must have demonstrated experience in 
insurance, general business, or actuarial principles sufficient to make the success of the 
Association probable. 

Insurer representatives on the Board are nominated by the Board soliciting nominations 
from the insurer members. The nominee slate is submitted to the Commissioner and must 
include at least three more names than the number of vacancies. The Commissioner 
appoints replacement insurance industry representatives from the nominee slate. 

The current statute relating to the board composition was adopted in HB 4409 and 
additional changes for the filling of certain vacancies were established in HB 3. 

Broadening representation, especially by TWIA policyholders, would allow for more 
representation by those directly impacted by the decisions of TWIA and would provide 
assurance to coastal residents that their interests are included in discussions of rates, 
adequate funding, and TWIA operations while recognizing the importance of TWIA as a 
collective effort to fund future hurricane losses for the long-term benefit of Texas seacoast 
residents.  

 

 
Consider providing additional guidance to TWIA regarding: (i) whether the concept 
of	   “adequate	   windstorm	   and	   hail	   insurance”	   is	   intended	   to	   consider	   affordability,	  
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availability, or a balancing of both; and (ii) what steps TWIA should take to satisfy 
the mandate to avoid direct competition in the private market. 

In	  2009,	  HB	  4409	  amended	  the	  purposes	  clause	  of	  TWIA’s	  enabling	  statute	  to	  affirmatively	  
state, “The	  legislature	  finds	  that	  the	  provision	  of	  adequate	  windstorm and hail insurance is 
necessary	  to	  the	  economic	  welfare	  of	  this	  state…”	  The	  2009	  legislation	  also	  provided	  that,	  
“The	  association shall function in such a manner as to not be a direct competitor in the 
private	  market…”	  Additional	  guidance	   could	  be	  provided to TWIA regarding: (i) whether 
the	   concept	   of	   “adequate	   windstorm	   and	   hail	   insurance”	   is	   intended	   to	   consider	  
affordability, availability, or a balancing of both; and (ii) what steps TWIA should take to 
satisfy the mandate to avoid direct competition in the private market.  

As	  noted	  under	  Recommendation	  9,	  Florida’s	  property	  residual	  market	  has	  taken	  a	  number	  
of steps recently to reinforce its role as a market of last resort and to become less 
competitive with the voluntary market. Some of the initiatives Florida Citizens has 
undertaken include more than 30 changes to the insurance policy Citizens sells to make it 
less competitive with the private market as well as making homes with values of $1 million 
or	   more	   ineligible	   for	   Citizens’	   coverage. Among the coverage changes Florida Citizens 
adopted were the elimination of coverage for screen enclosures, carports, in-ground pools, 
masonry	  fences,	  builders’	  risk,	  business	  interruption, and extra expense coverage. Citizens 
also eliminated a number of options to purchase higher limits of coverage, such as 
increased	  limits	  for	  mold	  damage	  and	  for	  condominium	  owners’	  loss	  assessments.  

Is	   it	   the	  Legislature’s	   intent	   that	  TWIA	  take	  similar	  steps	  to	  make	  the	  Association and its 
product less competitive with private insurers? Should TWIA be taking steps to make its 
pricing less attractive, to position the Association as	  a	  true	  “market	  of	  last	  resort”? Should 
TWIA adopt territorial rating and other changes to make it less competitive, or should the 
Association be more concerned with the affordability of insurance? Obviously, something 
significant needs to be done to reverse the growth of TWIA and the accompanying potential 
for large hurricane losses. Balancing the important public policy question of market of last 
resort versus insurance affordability is a key area of discussion where TWIA could benefit 
from further direction from the Legislature. 

 

 
Consider requiring mandatory use of windstorm resistance standards in coastal 
counties and authorizing sufficient means for the counties to enforce these codes 

Underlying all of these legislative recommendations is the concern that TWIA could 
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experience large losses that outstrip its ability to fund them under the current statute. 
However, few of the other recommendations attack the underlying problem at its most 
fundamental level – reducing	  the	  seacoast’s	  vulnerability	  to	  loss. While recognizing that the 
IRC code is required in all cities in Texas as a minimum standard, building to IBHS 
"fortified" building standards would reduce losses, save properties and, by doing so, help 
homeowners and communities resume their lives much quicker after storm events. 

By reducing the magnitude of property losses in storms, enhanced building codes not only 
would reduce TWIA’s	  probable	  maximum	   losses,	  but	  private market insurers also would 
have greater interest in insuring structures when the code is mandatory and they can rely 
on more resilient structures. When Miami-Dade and Broward Counties in Florida adopted 
some of the strongest wind resistance standards in the country in 1994, homes built in 
compliance with that code became much easier to insure than homes built before 1994.  

If IBHS fortified building standards are adopted, lawmakers could consider requiring TWIA 
to offer premium discounts for structures built in compliance with the new code. 

In addition, when new codes are adopted all areas of the state impacted by the new codes,  
not just cities, should receive ample resources and authority to enforce the codes and to 
contract with nearby towns, where needed, for code enforcement services. 

 

 
Consider extending current WPI-8 waiver program for residential property with an 
insurance replacement cost value of less than $400,000 for 3-5 years at existing 
surcharge in order to give homeowners additional time to make any required 
improvements 

Extending the waiver program would provide TWIA policyholders more time to plan and 
save for any improvements needed to obtain a WPI8 or qualify for the Alternative 
Eligibility Program.  

If the waiver program were extended, TWIA would communicate with impacted 
policyholders to make them aware of the new deadline and encourage them to begin 
planning	   now	   for	   the	   necessary	   work	   on	   their	   home’s	   roof,	   siding, or exterior opening 
protection. By extending the deadline and giving homeowners an extended period to plan 
and save for the needed improvements, it is hoped that such a change would ease the 
financial burden on owners of homes valued at less than $400,000.  
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Consider requiring WPI-8 in all circumstances of new construction, reconstruction, 
or repair 

If WPI-8 certifications were required for all new construction, reconstruction, and repairs 
in the coastal area, homeowners would be assured that new structures built after the 
effective date will all qualify for TWIA coverage in the event that private market insurance 
is unavailable. 

Loss potential would be mitigated due to better structures in the aggregate and consumers 
would be better protected from future wind losses. 

Standard markets also will have greater interest in insuring structures when the WPI-8 
requirements are mandatory and they can rely on more resilient structures. 

 

 
Consider extending permissible claim settlement timeframes for commercial and 
governmental lines losses, especially large commercial losses with multiple 
buildings or locations in catastrophe situations 

HB 3 created new Subchapter L-1, Chapter 2210 which establishes specific deadlines for 
the filing of a claim, processing of claims, and payment of the claim, specific to TWIA. 
Except for the extensions of these deadlines by the Commissioner pursuant to Section 
2210.581, these deadlines are rigid and do not allow for unique situations that may occur 
for complex or multi-location claims. The current statute allows for 30 days to request 
pertinent documentation from the insured. Once the requested information has been 
received, the Association then has 60 days to evaluate and issue a claims decision based on 
the information at hand. If the claim decision requires payment, that payment must be 
issued within 10 days of the decision.  

The	  current	  law	  addresses	  all	  claims	  and	  related	  deadlines	  as	  “one	  size	  fits	  all”.	  The	  current	  
statute does not recognize the uniqueness and complexity of large, multiple building, and 
multiple location property losses.  

Frequently, commercial policy losses involve government entities, condominium, 
townhome, or apartment complexes, and housing authorities insuring numerous or even 



 

TWIA Board of Directors 
Biennial Report - Legislative Recommendations 
December 2012 Page 44 
 

hundreds of individual structures spread over several locations.  

In addition, there are single residential policies insuring multiple rental property locations 
spread over multiple cities and/or counties.  

In addition, some types of commercial structures, such as hospitals, are significantly more 
complex and generally require more field resources and time to investigate and evaluate 
the level of damage and required repair processes.  

TWIA believes the time constraints of the statute can hamper its ability to complete a 
thorough investigation and evaluation of these large and complex losses.  

Where there are single or multiple large catastrophe events TWIA must compete for 
limited resources, particularly qualified structural engineers and building construction 
consultants, which also add to the time to properly investigate and evaluate large and 
complex losses. For certain types of losses, TWIA recommends the following legislative 
changes:  

 Allow for the extension of existing HB-3 deadlines for commercial buildings, 
residential policies that insure five or more real properties, and for any structure 
with four or more stories.  

 Based on the current 60-day requirement found in Section 2210.573(d) requiring 
the payment of a claim, there should be provisions that allow a one-time extension 
of up to 30 additional days to request necessary information from the policyholder 
where the claim involves a large or complex risk of the types described above. 

 Allow a one-time extension of 30 days with good cause to issue a claims decision.  

 There would be no changes to the current payment timeframe in Section 2210.5731 

These changes would allow time for proper investigation of the claim for the benefit of the 
policyholder, especially in high claim volume situations. 

The increased timeframes would provide more time to hire the services of experts and 
adjusters during periods of peak demand and would allow additional time for commercial 
policyholders and their insurer to resolve outstanding issues. 
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The following exhibit summarizes the initiatives of the Operations Improvement Plan.  

 
 

 Revised Claims Manual to serve as Master Claims Document 

 Designed a claims infrastructure to support catastrophic and non-catastrophic seasons 

 Evaluated and determined the appropriate structure to address litigation and vendor 
management issues in Claims 

 Issued RFP for selection of approved vendor forms to improve the process of claim 
assignment and increase organizational transparency 

 Developed a claims assignment policy and procedure for assigning claim files to 
adjusting firms 

 Developed a Claim Training Plan, which includes scheduled dates for adjuster 
workshops and internal claims examiner training 

 Developed a Claims Examiner Orientation Plan to orient new claims employees and 
contractors to departmental policies and procedures 

 Implemented a Claim Assignment Count spreadsheet as a control to monitor current 
assignment workload and performance of individual adjusting firms 

 Revised existing storm reports to capture and provide detailed claims monitoring data 
on a daily basis so adjustments can be made when necessary 

 Implemented a weekly Claims Conference to discuss high and unusual loss exposures to 
cross-functional management, identify and communicate emerging trends, approve 
strategic direction of sensitive claims, address potential coverage reformation issues 
and to inform management of upcoming trials and recommendations.  

 Created monthly reports on vendor performance to provide greater transparency and 
accountability regarding the work of the firms.  

 Developed a scalable Catastrophe Plan updated continuously to improve responsiveness 
and customer service to policyholders during a catastrophe 

 Developed an organizational model with a permanent managerial and staff presence 
supplemented by a variable workforce when the need arises 

 Created and filled positions for Litigation Manager and Vendor Management  
 Drafted quality review standards and created a quality analyst team to audit claim files 
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and measure vendor and examiner performance  

 Created compliance standards for TIC 541/542 and HB3 file handling 

 Drafted a Claim File Supervision Plan to address responsibilities of team leaders and 
supervisors 

 Created reinspector position(s) to oversee the quality of work by field adjusters, 
“complete	  ride-alongs”	  with	  field adjusters, as well as underwriting inspections and 
assignments from Compliance 

 Revised the adjusters fee schedule to remove supervision fees, fuel surcharge, software 
allowance, etc.  

 Created a position for a Sr. Claims Manager of Quality Control and Training to oversee 
the quality analyst team and field adjuster training 

 Created and filled an SIU Manager position to coordinate with Compliance regarding 
investigations of questionable and fraudulent activity  

 Created a more robust Ethics & Conflict of Interest policy which all board members, 
employees, and contractors submit annual certifications. 

 Implemented a Whistleblower Program to provide anonymous reporting of 
questionable or fraudulent activity 

 

 
 

 Evaluated the need for additional staff and hired employees and contracts with P&C 
statutory accounting and annual statement preparation experience 

 Developed a training plan for professional development of accounting staff to ensure 
staff possess adequate knowledge of statutory accounting principles and annual 
statement preparation 

 Reorganized the Accounting department into functional units to increase effectiveness 
and ensure there are checks and balances in the process to produce quarterly and 
annual statements 

 Provided monthly financial statements to TDI and the board of directors to evidence 
compliance with reporting requirements 

 Retained the services of a tax attorney to work with IRS on the 2009 tax refund 

 Pursued and presented options to the board to address the need to reduce counterparty 
risk associated with	  TWIA’s	  investments	  lacking	  diversification 
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 Developed a program to educate litigation examiners on how to review legal invoices, 
recognize overbilling and excessive billing and to comply with requirements of hiring 
necessary third party vendors for litigation files.  

 Implemented a review process that included additional approval by VP of Legal for 
attorney bills in excess of $5,000 

 Considered options to control litigation-related costs 
 Retained an outside vendor to complete a retroactive and prospective review of all legal 

fee bills 
 

 
 

 Hired management experience with more complicated issues, such as issuing debt, 
reinsurance accounting and statutory accounting 

 Hired an additional staff attorney 

 Replaced an vacant Underwriting Manager position necessitated by retirement with a 
promising internal candidate 

 Drafted a purchasing policy to address controls and procedures for prior approval of 
purchases; to define a major purchase; to require General Manager approval of major 
purchases; and, to define emergency contracting procedures.  

 Hired Director of Human Resources 
 

 
 

 Implemented contract approval process requiring General Manager, Legal and TDI 
review prior to execution 

 Implemented invoice review procedures and forms to ensure invoices presented for 
payment include a copy of the contract, service order or written agreement  

 Created a central repository for all company contracts and vital records 

 Created a job description for possible future position of Internal Auditor 

 Created a written procedure for tracking incoming electronic mail 
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SAO Recommendation TWIA Action Estimated or 
Actual Date of 
Completion 

Status 

Monitor its assignments of claims to 
claims examiners with potential 
conflicts of interest. 

Policies and 
procedures 
implemented to track 
potential conflicts of 
interest and to 
prevent examiners 
from being assigned 
claims where 
potential conflict 
exists; compliance 
monitored by Claims 
QA&T. 

11/30/12 Complete 

Ensure that its claims examiners 
comply	  with	  the	  Association’s	  
internal policy for making initial 
contact with the claimant within a 
specified time frame.  

Revise Claims 
Manual to clarify 
requirements 

11/30/12 
 
 

In progress 

Ensure that claims examiners do not 
exceed their authority to approve 
claims. 

Created 
documentation 
process to track and 
monitor examiner 
authority levels; 
requires examiner 
acknowledgement of 
authority level.  
 

5/30/12 Complete 

Establish and enforce time frames for Policies and  Complete 



 

TWIA Board of Directors 
Biennial Report - Legislative Recommendations 
December 2012 Page 49 
 

paying policyholders for additional 
living expenses. 

procedures have 
already been 
implemented to 
address prompt 
payment of claims; 
the quality assurance 
process monitors 
compliance to ensure 
existing policy is 
consistently followed 

Implement additional controls to 
help prevent making duplicate 
payments. 

The TWIA claim 
system provides a 
warning message but 
does not prevent the 
user from making a 
duplicate payment. 
TWIA will determine 
if an automated 
solution can be 
implemented in its 
claim system. Until 
an automated 
solution is 
implemented, TWIA 
will determine if a 
report can be 
developed to help 
identify potential 
duplicate payments 
for review and 
corrective action. 
 

9/30/12 Complete 

Develop and implement written 
procedures to ensure that its quality 
assurance and training department 
performs quality assurance reviews 
consistently and accurately reports 
the results. 

Claims management 
has established 
weekly meetings to 
determine 
appropriate methods 
to address these 
issues and is in the 
process of rewriting 
the department 
procedures.  

11/30/12 In progress 
 

Ensure that its quality assurance and 
training department achieves its 
monthly goals for the number of 
quality assurance reviews it will 
perform. 

11/30/12 

Develop and implement procedures 11/30/12 
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for performing supervisory reviews 
of the work of quality assurance and 
training department analysts, and 
document the results of those 
supervisory reviews. 
Require the quality assurance and 
training department to notify 
Association management about 
errors it identifies in its quality 
assurance reviews. 
 

11/30/12 

Produce accurate reports to 
determine corrective actions that 
claims examiners and claims 
adjusters must take. 

11/30/12 

 
 

SAO Recommendation TWIA Action Estimated or 
Actual Date of 
Completion 

Status 

Implement segregation of duties 
across all accounting functions. 

Effective, April 1, 
2012 the accounting 
and finance 
department was 
reorganized into 
functional areas and 
by July 1, 2012 filled 
all outstanding 
vacancies. TWIA staff 
has been sufficiently 
trained and that 
complete segregation 
of duties was 
completed 
September 30, 2012. 

9/30/12 Complete 

Maintain documentation of its 
reconciliations of premium payments 
with the bank deposits it makes, and 
ensure that it consistently reviews 
those reconciliations. 

Effective, March 1, 
2012 initial changes 
were made to 
improve the 
reconciliations. The 
Association 
developed additional 

12/31/2012 Reports were 
completed 
9/30. 
Business 
processes 
expected to 
be complete 
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SAO Recommendation TWIA Action Estimated or 
Actual Date of 
Completion 

Status 

reports to assist with 
the reconciliations 
(completed 
9/30/12). The 
business processes 
using these reports 
will be implemented 
in the 4th quarter 
2012.  

by 12/31/12. 

Maintain supporting documentation 
for adjusting journal entries, and 
document	  management’s	  review	  of	  
adjusting journal entries for 
compliance with accounting 
principles.  
 

Completed 
documentation and 
review of adjusting 
journal entries.  

6/30/12 Complete 

Document and maintain its payroll 
allocation percentage determinations 
for employees who perform duties 
for both the Association and the 
Texas FAIR Plan Association. 

Effective, April 1, 
2012 changes were 
made to document to 
payroll allocation 
percentages and will 
be fully implemented 
by September 30, 
2012.  

9/30/12 Complete 

 

 
 

SAO Recommendation TWIA Action Estimated or 
Actual Date of 
Completion 

Status 

Document and maintain all employee 
service agreements. 

All contractors and 
consultants are 
under contract. 
These employee 
service agreements 
are maintained in the 
central repository.  

5/30/11 Complete 

Ensure that all of its contracts Association policy 9/30/12 Complete 
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contain detailed descriptions of the 
services to be provided. 

and standard 
procedure dictate 
staff attorney review 
of all contracts to 
ensure detailed 
descriptions are 
included.  
 
 
 
 
 
 
 

Ensure that its contracts database 
has complete and accurate 
information.  

Additional fields 
have been added to 
the records tracking 
database to provide 
additional 
information as 
identified in the SAO 
report. Additionally, 
duplicate contracts 
have been queried 
and removed.  

9/30/12 Complete 

 
 

SAO Recommendation TWIA Action Estimated or 
Actual Date of 
Completion 

Status 

Develop a complete implementation 
plan that prioritizes all information 
technology issues identified in this 
audit and in previous reviews. 

The Association has 
developed an 
implementation plan 
based on previous 
reviews and will 
incorporate new 
findings included in 
the	  State	  Auditor’s	  
Report 

11/30/12 In 
progress 
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Date1 Action Notes\ Statutory 
Authority 

Status 

8/19/11 TWIA files revised commercial and 
dwelling policies including eight 
revised endorsements and one new 
endorsement based upon passage of 
House Bill 3.  

Approved on 10/21/11.  

9/19/11 Public Hearing held on new TWIA 
policy forms. 

Only one entity testified.  

9/28/11 House Bill 3 became effective.  Enactment Clause  
9/28/11 New HB 3 Tab is active on TWIA 

website. The changes are dedicated to 
informing policyholders, agents, and 
other stakeholders about the changes 
to TWIA and the claims process 
resulting from the passage of HB 3. 
The website is divided into the 
following sections: legislation, public 
information act, and open meeting 
requirements. The legislation section 
of the website includes detailed 
information about House Bill 3, 
including a copy of the text of the bill 
and	  a	  summary	  of	  the	  bill’s	  key	  
sections. Also included in this section 
are documents intended to help 
educate stakeholders including: an 
illustrative chart to show how the 
claims process works; timelines for 
filing and processing claims and the 
various claim dispute processes; a 
link to the TDI website to find 

TWIA initiative  

                                                        

1 All prospective deadlines are established in statute except entries noted with an asterisk (*).  
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Date1 Action Notes\ Statutory 
Authority 

Status 

proposed or adopted rules relating to 
TWIA; a bulletin to agents and FAQs 
regarding the alternative eligibility 
program; and a summary of the policy 
changes. 

9/28/11 One-Year Deadline to File Claim. The 
deadline to file a claim under a Texas 
windstorm and hail insurance policy 
delivered, issued for delivery, or 
renewed before 9/28/11 is governed 
by the law in effect on the date the 
policy under which the claim is filed 
was delivered, issued for delivery, or 
renewed. 

HB 3 Secs. 62(b)& Sec. 
41 
Enactment Clauses 
 
Sec. 2210.573 

 

9/28/11 For any cause of action that accrues 
on or after September 28, 2011 
(regardless of the date the policy was 
issued), the policyholder's recovery 
under any cause of action is limited 
to: 
 

A. Policy benefits for a covered 
loss, less prior payments; 

B. Prejudgment interest from the 
first day after the date TWIA 
would have been required to 
pay an accepted claim at the 
rate provided in Finance Code 
Chap. 304; 

C. Court costs and reasonable and 
necessary attorney's fees; 

D. Consequential damages as 
provided under common law ; 

E. An aggregate of (A) + (D) as 
"additional damages" if 
policyholder proves by clear 

HB 3 - Sec. 62(g) 
Enactment Clauses 
 
Sec. 2210.573 
(d) 
Sec. 2210.5731 
Sec. 2210.578 
(f) 
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Date1 Action Notes\ Statutory 
Authority 

Status 

and convincing evidence that 
TWIA intentionally mishandled 
the claim to policyholder's 
detriment by conduct set out in 
2210.576(d). 

 
A cause of action generally accrues 
when TWIA issues the disputed claim 
decision. In most cases, this will be 
the date a claim is paid if the 
allegation is underpayment of 
benefits. It could also be the date 
TWIA rejected or underpaid a 
supplemental claim, or the date TWIA 
sent a claim denial letter out to the 
insured. 

9/28/11 For claims under policies 
delivered/issued/renewed before 
November 27, 2011, if the 
policyholder disputes the amount 
TWIA will pay for a partially or fully 
accepted claim, the policyholder must 
attempt to resolve the dispute 
through appraisal. TWIA interprets 
this provision is applicable to claims 
existing before September 28, 2011 if 
TWIA made a disputed claim decision 
on or after September 28, 2011 

Sec. 62 – HB 3 
Enactment Clauses 

 

10/5/11 Alternative Certification information 
and FAQs placed on TWIA website 

TWIA initiative  

10/14/11 Publication of proposed rule to reduce 
minimum retained premium from 180 
to 90 days and implement new 
declination requirements for every 
three years. 

Sec. 2210.204 
Sec. 2210.202 

 

10/14/11 Publication of proposed rule to Sec. 2210.582  
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Date1 Action Notes\ Statutory 
Authority 

Status 

establish the Ombudsman, Coastal 
Outreach and Assistance Services 
Team (COAST) Program, at TDI 
pursuant to HB 3 and funded by 
TWIA. 

10/21/11 TDI approves new policy forms, 
endorsements, and manual. 

To be issued on and 
after 11/27/11. 

 

10/28/11 First TWIA Board of Directors 
meeting is broadcast over the TWIA 
website. 

Sec. 2210.105 
(e) 

 

11/22/11 Plan of operation amendments filed 
with TDI.  

Sec. 63 – HB 3 
Enactment Clauses 

 

11/27/11 TWIA begins issuance for new policy 
forms and endorsements on new 
policies and renewal policies. 

Sec. 62 – HB 3 
Enactment Clauses 

 

11/30/11 TWIA issues first bi-monthly report 
card to board of directors on meeting 
the five primary board objectives 
(Report Card) for September-October 
2011 timeframe. 

2210.107  

1/31/12 Post on the TWIA website any 
compensation that exceeds $100,000 
in a calendar year paid to a vendor, 
independent contractor, or TWIA 
employee 

2210.061  

1/31/12 TWIA issues bi-monthly report card 
to board of directors on meeting the 
five primary board objectives (Report 
Card) for November-December 2011 
timeframe. 

2210.107  

2/29/12 File Annual Statement with the TDI 
and the State Auditor's Office 

2210.054 
(a) 

 
TDI 
3/1/12 
SAO 
3/6/12 

3/31/12* Development of simplified renewal 2210.202 In 
development 
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Date1 Action Notes\ Statutory 
Authority 

Status 

 process that allows for the acceptance 
of an application for renewal 
coverage, and payment of premiums, 
from an agent or insured person. 

(b) 

3/31/12 TWIA issues bi-monthly report card 
to board of directors on meeting the 
five primary board objectives (Report 
Card) for January-February 2012 
timeframe. 

2210.107  

5/1/12 TWIA shall transfer to the 
ombudsman program money in the 
amount equal to the amount of the 
budget adopted by the Commissioner. 

2210.582  
Paid in 
March 2012 

5/31/12* 
 

TWIA in cooperation with the Texas 
Public Finance Authority to have a 
public securities program in place for 
2012 hurricane season. 

2210.601-2210.620  In progress 

5/31/12 TWIA issues bi-monthly report card 
to board of directors on meeting five 
primary board objectives (Report 
Card) for March-April 2012 
timeframe.  

2210.107  

6/1/12 TWIA issues annual report card to 
board on meeting the five primary 
board objectives in the 12-month 
period preceding the date of the 
report (Report Card). Filed with 
Commissioner, legislative oversight 
board, the governor, lieutenant 
governor, and speaker. 

2210.107  
2012 Report 
Card 

6/1/12 If TWIA does not purchase 
reinsurance, the board shall submit a 
report to the Commissioner, the 
governor, and legislative leadership 
containing an actuarial plan for 
paying losses in the event of a 

2210.453  
Reinsurance 
purchased 
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Date1 Action Notes\ Statutory 
Authority 

Status 

catastrophe with estimated damages 
of $2.5 billion or more. 

6/1/12 The board shall submit a catastrophe 
plan to the Commissioner, the 
governor, and legislative leadership 
covering the date the plan is 
submitted and ending on May 31, 
2013.  

2210.455  
Attachment 
to 2012 
Report Card 

7/31/12 TWIA issues bi-monthly report card 
to board of directors on meeting the 
five primary board objectives (Report 
Card) for May-June 2012 timeframe. 

2210.107  

9/30/12 TWIA issues bi-monthly report card 
to board of directors on meeting the 
five primary board objectives (Report 
Card) for July-August 2012 timeframe. 

2210.107  

11/30/12 TWIA issues bi-monthly report card 
to board of directors on meeting the 
five primary board objectives (Report 
Card) for September-October 2012 
timeframe. 

2210.107  

12/31/12* Implementation of simplified renewal 
process. 

2210.202 
(b) 
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Beginning in June of 2011 TWIA initiated a Customer Outreach initiative, which included 
providing general safety and hurricane preparation tips in addition to a detailed survey of 
customers impacted by the Robstown Hail event that occurred in January of that year. The 
intent was to gauge how effective the measures TWIA implemented since Hurricane Ike 
were from the perspective of policyholders, and to set a base line for further 
improvements. The results of that survey were shared with the Board at its December 2011 
meeting and were overall very favorable and provided suggestions for continued 
improvement. 

Since that time, the Claims department has implemented an ongoing customer satisfactory 
survey process that solicits feedback from all claimants. The following exhibit contains 
quotes from the claims customer survey responses.  

Ken Smith my adjuster did an excellent job very satisfied. 
 
Claims Examiner Linda Jones was unbelievably PROFESSIONAL in all aspects of dealing with my claim. 
Ms. Jones should be the reference point of how all Persons whom deal with clients should be. I cannot 
say enough as to how pleasant it has been dealing with such a great professional! 

I was very satisfied with all your employees that came in contact with me. I was not treated like another 
number, from Rodrick, Todd Taylor a very pleasant young man to Randle Hanks a true man of profession, 
he was very kind to about my loss, he explained everything to me and said to me he was not making any 
promises but will see me through all of this until the end, I couldn't ask for any more than that. I had never 
filed a claim was scared at first but Mr. Hanks made it easy for me. I thank him and the other gentleman 
for their help. I was very happy at the end of all this. 

Both the claims Examiner, Mr. Lovello and the Claim inspector Mr. Waight were Professional, efficient and 
pleasant to work with. 
 
I enjoyed the total claim experience. Thank you 
 
The courtesy extended to me throughout the process is appreciated 
 
This was a completely painless process thanks to Karen Holbrook and Phillip Lovello. Many thanks!! 
 

Completely satisfied with outcome of our claim and have no complaints 
I dealt with several agents for this claim, however, the last agent, Al Edwards was excellent! He was very 
professional, explained our policy endorsements to me and was very active in getting the claim processed 
and closed in a timely manner. It is a blessing to have someone like him on your staff. 

I had two OUTSTANDING agents. Philip Lovello has been great as well as very helpful He has explained 
everything- Justin Waight (inspector for roof damage) was just as good. I cannot praise these two enough. 
Very Pleased and Happy 
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I have never filed a claim w/TWIA. Considering all the bad press you receive, I was pleasantly surprised 
with the speed & thoroughness of the process. Thank you very much. 

David Snider and Martha Rios were courteous, professional, and helpful throughout the process. 

I want TWIA to be aware that one of their adjusters, Dave Daniel, took over an existing claim and went 
above and beyond with customer service. My insured was a little frustrated with the paperwork in applying 
for their replacement cost coverage, but Mr. Daniels not only took the initiative to help, but he took time to 
call the insured and I to inform us of where we were in the process and TWIA what needed. Mr. Daniel 
impressed me because he took the time to do a thorough enough job to find some coverage issues that 
had been previously overlooked. I respect and appreciate his friendly and professional efforts! Sincerely, 
<redacted> Agent of Record 

Tracy Todd was very understanding and very helpful. Tracy is an asset and was a pleasure to deal with. 

All parties involved have been courteous, knowledgeable and extremely helpful. The processes, 
conditions and responsibilities were explained in layman's terms but with plenty of details. All questions 
were answered promptly and (so far) accurately. Thank you all! 

Every person within TWIA has been incredibly helpful and accommodating to us, and we are grateful for 
the service you provide. Thanks so much! You've made this daunting task of repairing the damage to our 
property so much more manageable! 

Donna Glover handled my claim. She has a great personality and awesome customer service. 
Employee's like Donna is what makes systems function properly. Thanks Again. 

I just wanted to thank the staff at TWIA for their most excellent manner in which they have assisted me 
during my claim process. In particular, Randy Hanks has been so helpful to me during this time. All my 
questions have been answered and explained since I am very ignorant of the detailed repairs to my home. 
I have learned a lot but most of the time I didn't know and I always received help from the staff and Randy 
Hanks who assisted me most of the time. I have dealt with very professional individuals who have come to 
my aide and I am very grateful. Again thanks to everyone for being there to assist me through this 
process. 

I WOULD LIKE FOR DAVID SNIDER, CLAIMS EXAMINER TO BE GIVEN A WORLD RECORD 
BREAKING GOLD MEDAL FOR COMPASSION AND EFFICIENCY REGARDING OUR CLAIM. 

I appreciated TWIA's prompt response and resolution of my claim. 
As first time recipient of TWIA coverage, I am very impressed with the initial acknowledgement of my hail 
storm claim, confirmation of claim by adjustor, explanation of items found, amount of deductible, and 
check issued to repair hail damaged roof. As roofer found 4 layers of roof to be removed and rotten 
plywood, extra cost was added to initial claim, items reviewed by Mr. Snyder, TWIA, and an adjustment to 
initial reimbursement was made. I have nothing but praise in treatment accorded to me by TWIA. Thank 
you. 

Well handled, timely and no problems with the process. 
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The adjuster explained how to handle my insurance money and put it in words that I understood! The 
roofers would try to talk you into giving them your paperwork so they could see what you received and the 
adjuster said treat your insurance money like a bank acct would you show a stranger your bank balance 
No you wouldn’t Thanks to his words I feel I have been getting more use of my money because they don’t 
know how much I got! 

Charlene Coker was an absolute pleasure to deal with. 
I was pleasantly surprise at the high level of service, especially my direct contact, Robert Pina. Of course I 
always get exceptional service from my agent… 

Everything was done very professionally and in good time. We were quite satisfied 
I am well satisfied. Thank you. Really professional what I had, really smooth. 
You guys are wonderful! Thank you for making the claim process go smoothly and seamlessly. 

All staff that I talked to were very helpful and their time and assistance was appreciated. 

Everyone treated me in a professional, respectful manner. 
I was very pleased with the timely handling of my claim. From the adjuster on up, everyone was very 
professional. 

THANK YOU, FOR YOUR PROFESSIONAL PERSON MSS.ANN ROBERTS TO HELP ME IN MY 
CLAIM. 

Excellent quick service. Very Satisfied. Thank you, 
The claim was processed in an efficient and professional manner. 
Everyone I talked to showed a personal & friendly interest in me & my claim. Everything was handled 
quickly & explained fully. 

Very Good Service! 
Excellent claims adjuster. Very thorough! 
I AM very pleased with the adjuster I worked with...he was always on top of it and kept me in the loop. 

Charlene Coker was fantastic! Very professional and knowledgeable. Very warm, and caring. 

I was not at the house when the adjuster came by; so nothing was explained at that time. Everything was 
handled by phone, fax and email. Everything was handled very satisfactorily 

Simple process, impressed 
Outstanding service and so incredibly easy to do! Thank you Wes of TWI for all your help and to Robert 
Juliech who roofed my house...outstanding work! We are completely satisfied and grateful to both of you! 

The process was fairly easy. The only hassle was that my home lender had to endorse the adjustment 
check in which was really complicated. Lastly my agent/adjuster Erik Padinha was great and very helpful. 
He was terrific. 

the entire process was handled very well throughout the claim 
Very professional handling of the claim and follow-up to final conclusion 
Never had to go through anything like this and I'm glad I have TWIA so helpful and fast, No other worries 
after the first call :) ty. 

The entire experience was handled with speed, professionalism and courtesy. 
Good service and efficiency. 
My claim was reported, and processed and also completed with 3 weeks. I'm very satisfied. Thanks. 
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Thank you! 
Adjuster Mike Brett was very professional and quick to response. 
From contact with Ins Co. to the conclusion of the claim was smooth, fast and efficient. Will conclude with 
return of WPI-8 certificate from you and Ins. Office. 

I am still in process but everything has went great so far 
Very professional 
As I said in my letter, Robert Pina took a very stressful situation and made it easier to deal with and 
workable. Thank you. 

I was handled very professional all the way through. 
The adjuster did a very fair and good job. Thank you. 
The adjuster was very nice and very professional. 
Cathy Sanders was very nice and cooperative. Also the adjuster who came to our home did an excellent 
job. 

Mr. Greco was very professional, understanding and a pleasure to work with. Hats off to Mr. Greco and 
the entire team at TWIA. 

I have not seen the final figures yet, but it has been a pleasant experience...to date. 
I especially want to thank Mr. Al Edwards for his outstanding help. 
We have never had a TWIA claim before and didn't know what to expect, we were very pleased with the 
entire process and how quickly everything was handled. 

Linda Jones our examiner was great...thank you 
We appreciate the quick response and thorough evaluation regarding this matter. 
My claim was handled expediently and fairly. I am most grateful that my claim ever submitted was 
facilitated with professionalism and courtesy. Thanks again. 

I am 63 and the best service and follow up ever from an insurance company. Keep up the good work. 

My husband & I are very pleased with the way Claims Examiner Ann Roberts handled our claim. She was 
very courteous, informative and friendly. People like Ann need to be recognized I know this is her job, but 
in today’s world we need more friendliness and more people like Ann! I enjoyed talking to her concerning 
my claim. Thanks Ann for all your help! God Bless. 

Mr. Craig Ramsey was always on time and eager to assist. By far the most engaged and helpful adjuster 
in my experience. 

Randy, Tom, & David were an expeditious, efficient and thoughtful. 
The claim process was taken care of in a timely manner 
My adjuster was Dwight Johnson. He was very professional he call make an appt. he was here when he 
said he would be. I was very pleased with him. 

Very professionally handled even though monitory return. Claim rep Kevin Carr was very professional. 

Thanks for all of the help! 
Very good customer service by the adjuster. 
Claims process was quick and painless. 
The Overall handling of my claim has been fine up to this point. However, until I receive the recoverable 
Depreciation Withheld I cannot report that I am totally satisfied. 

Pleased with fast response. 
BETWEEN YOUR ORGINAZATION AND STATE ROOFING THE PROCESS WAS FANTASTIC 

 



 

TWIA Board of Directors 
Biennial Report - Legislative Recommendations 
December 2012 Page 63 
 

 
The following additional information is provided as a supplement to the recommendations 
herein. 

 
 
Recommendation 7 seeks to address policies that are issued immediately prior to or during 
hurricane season and are then cancelled prior to expiration. The following exhibit shows 
that significantly more policies issued in June, July, and August cancel prior to expiration 
than in the other 9 months. While some of the observed difference is due to fluctuations in 
TWIA business, the seasonally adjusted percentage of policies cancelling prior to full-term 
remains higher in these months. 
 

 
 

TWIA Policies Cancelled Prior to Full-Term by Date of Issue 
  2007 2008 2009 2010 2011 5-Years 
June – August 7,037 8,125 7,029 6,995 7,795 36,982 
All Other Months 4,233 4,654 4,432 4,270 4,907 22,497 
Additional Cancellations 2,804 3,471 2,597 2,726 2,888 14,485 
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Percentage Increase 66.2% 74.6% 58.6% 63.8% 58.8% 64.4% 

 
 
Several recommendations relate to the issuance of public securities to fund TWIA losses in 
the event of a catastrophe. The following exhibit estimates the costs to repay the various 
public securities as provided by current statute. 

Estimated annual debt service for $1 billion in public securities: $120 million 

Cost to repay $1 billion in Class 1 bonds: 28% of TWIA written premiums 
Cost to repay $1 billion in Class 2 bonds:  4.09% surcharge to coastal policies 
 0.13% assessment to insurers 
Cost to repay $500 million in Class 3 bonds: 0.21% assessment to insurers 
 
The annual debt service estimate of $120 million is based on information recently provided 
to rating agencies. Actual costs may vary significantly due to changes in interest rates, 
ratings received, and other market conditions. 

The following exhibit estimates the impact of repaying $1 billion in Class 1 public securities 
and $1 billion in Class 2 public securities on three TWIA residential policies of varying 
premiums, representing the 25th, 50th, and 75th percentiles of all TWIA residential 
policies. 

TWIA Policy Premium 
Class 1 

Premiums 
Class 2 

Surcharge Total 

$800 (25th Percentile) $224 $33 $257 
1200 (50th Percentile) 336 49 385 
1600 (75th Percentile) 448 65 513 
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Texas Windstorm Insurance Association 
Single Adjuster Program 

 

 

Legislative Charge – House Bill 3, 82nd Legislature, First Called Session 

HB 3, section 61(a) requires TDI and TWIA to jointly study whether a single adjuster program (SAP) 
would  improve  the  effectiveness  and  efficiency  of  TWIA’s  claim  processes. 

Background 

In this report, SAP refers to the process that allows an adjuster of a companion policy insurer to represent 
TWIA in adjusting TWIA losses.  In 2008, TWIA implemented a SAP for Hurricane Ike claims.  Initially, 
USAA, State Farm, and Texas Farm Bureau participated in the program.  However, early in the program, 
one company withdrew from participation.  The companies handled 6,884 claims, which represent about 
7.4 percent of all TWIA Hurricane Ike claims. 

Study Methodology 

The study involved gathering information from TWIA about its experience in handling Hurricane Ike 
claims using the SAP and interviewing company representatives that participated in the program.  TDI 
staff also asked TWIA to provide certain information about Hurricane Ike claim data that compared 
TWIA’s  handling  of  claims  to  those  handled  by  the  SAP. 

Analysis and Key Observations 

There are many metrics that could be used to compare performance; staff focused on three: the number of 
claims that resulted in lawsuits, the number of reopened claims, and the number of claims with 
supplemental payments.  The analysis shows that the SAP claims resulted in a lower percentage of 
lawsuits, reopened claims, and claims with supplemental payments.  Reopened claims and claims with 
supplemental payments suggest that there was concern about how TWIA initially handled the claim.  

The comparison of lawsuits is the most notable difference in performance.  As the following chart shows, 
the SAP handled claims had a significantly lower percentage of lawsuits than TWIA handled claims.  
TWIA handled claims had an 83 percent higher lawsuit rate than SAP handled claims.   

Chart - Hurricane Ike Claims Resulting in Lawsuits 

 Number of Ike Claims Claims with Lawsuits Percentage of Claims with Lawsuits 
All Ike Claims 92,988 7,535 8.1% 
TWIA Handled Claims 86,104 7,220 8.4% 
SAP Handled Claims   6,884    315 4.6% 



 

 

                         
 

Both TWIA and SAP company representatives identified areas of concern with the operation of the SAP 
after Hurricane Ike.  The concerns included lack of communication, unfamiliarity with the coverage under 
TWIA’s  policy,  and  lack of adjuster training. 

Conclusion 

Based  on  the  study,  a  SAP  could  increase  TWIA’s  effectiveness  and  efficiency  in  handling  claims.    This  
is evident in the analysis of the Hurricane Ike claim data.  The difference in the number of claims 
resulting in lawsuits  demonstrates  the  effectiveness  of  the  program.    However,  to  improve  the  program’s  
effectiveness, the program will need to address certain issues, such as improved communication and 
adjuster training.  
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Texas Windstorm Insurance Association 
Direct Policy Issuance 

 
Legislative Charge – House Bill 3, 82nd Legislature, First Called Session 
 
HB 3, section 61(b) requires the commissioner to study the feasibility of TWIA writing policies directly, and the 
impact it would have on rates for policies issued by TWIA.   
 
Background 
 
For purposes of this study, we use direct policy issuance (DPI) to describe policies issued directly by TWIA, in lieu 
of using agents.  Currently, TWIA writes all of its 267,315 policies through licensed agents.  Approximately 4,200 
agencies write TWIA policies although most of these agents only write a small number (one to five policies).  TWIA 
pays a 16 percent commission for new and renewal policies. 
 
Study Methodology 
 
The study involved gathering information from TWIA and the Independent Insurance Agents of Texas (IIAT).  TDI 
staff asked for information related to DPI, including the agent duties and responsibilities when writing a TWIA 
policy.  TDI staff also asked how TWIA would handle taking on those responsibilities under DPI.   
 
Analysis and Key Observations 
 
Agents perform numerous duties for TWIA, including: explaining TWIA policies, as well as coverages provided in 
the companion and flood policies; obtaining evidence of declination and if required, verifying flood insurance; 
determining replacement cost valuation; searching for and obtaining a certificate of compliance; and collecting full 
annual premium or securing premium financing.   
 
Allowing TWIA to issue policies directly would not eliminate any of the agent duties necessary to write a policy; the 
duties would move to TWIA.  Most, if not all, of the infrastructure required to allow TWIA to perform these 
functions does not exist today.  TWIA would have to hire additional staff and develop computer systems to 
implement a DPI process.  There would be significant cost to TWIA to create and maintain this infrastructure.  
TWIA has not been able to provide TDI with a cost estimate.  It stated that an additional study is necessary to 
determine the full cost of absorbing the agent duties and developing the systems required to complete the policy 
writing and purchasing processes.   
 
In most cases, consumers who obtain a wind and hail policy through TWIA have a companion policy (one that 
provides coverage for other perils, such as fire, smoke, explosion, theft, etc.) from a voluntary insurer.  To obtain the 
companion policy, consumers most likely use an agent.  The agent acts as a one-stop shop and it is more convenient 
for the consumer than having to go through a separate entity to obtain wind coverage. 
 
DPI is not a common practice for property insurance.  Only one residential property insurer in Texas does DPI.  No 
other wind pool does DPI.  
 
In 2011, TWIA paid $65.6 million in commissions.  Since TWIA has not provided an estimate of the cost for it to 
directly issue  policies,  we  are  unable  to  determine  what  impact  DPI  would  have  on  policyholder  rates.    In  IIAT’s  
opinion, allowing TWIA to do DPI would result in cost shifting and not cost savings.  IIAT suggests that TWIA 
implement various technological improvements instead of DPI that would make the policy issuance process more 
efficient. 
 
Conclusion 
 
While it may be possible for TWIA to issue policies directly, there are still many unknowns as to whether it would 
lead to improved efficiency and a better consumer experience.  Requiring TWIA to issue policies directly would 
constitute a drastic change in its responsibilities.  TWIA would need sufficient time to implement the changes.  In 
the absence of a cost-benefit analysis from TWIA, TDI is unable to determine the impact on policyholder rates.   


