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[HOT This multipart series in The Dallas Morning News examines how Texas determines whom it protects and
whom it excludes; and how special interests and their lobbyists strongly influence the writing of laws and the
workings of state government.]

Texas has long been ltbon the weak and vulnerable. It fares badly in national surveys of child poverty, food assistance and
care for the mentally ill and disabled.

But it isn't only the poor and afflicted who need help; everyone relies on state government for some protbldteveryone
receives it.

Business interests and lobbyists exert strong influence on the writing of laws and the workings of state government. Who
benefits from that? Frequently, not ordinary Texans.

Part 1¢ Privatizing state programs for the poor, dided and elderly was supposed to be more efficient and-effstctive.
But as the number of complaints grow, private companies, lobbyists and former state officials profit.

Part 2¢ Influential healthcare corporations wanted to limit public access to ifiation about abuses and deficiencies in
hospitals. Lobbyists and some Texas legislators were happy to oblige.

Part 3¢ When heavy industry goes up against public interest before the state's environmental agency, political influence
gives one side an edge.

Part 4¢Five years after sweeping reforms were supposed to help, Texans still pay soméigfhtist insuranceatesin the
country for reduced coverage.
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Homeowners payHigher Insurance remiums, yetPolicies kmited

By JENNIFER LaFLEUR and ED Flivitéstigate @dallasnews.comThe Dallas Morning News, 02/15/2009
http://www.dallasnews.com/sharedcontent/dws/news/longterm/stories/021509dnproson4insurancemain.12599daf.html

Six years since a crisis in homeowners insurance compelled legislators to make sweeping reforrmgxar@mave less
coverage but still pay some of the higligoremiums in the country

More than a million Texas homeowners hdare-bones policies that don't completely cover dama@®verage that once was
routine no longer exists in many policies. Policies that cover fewer risks or pay less have supplantédataifiered full
coverage.

And state oversight occurs inpalitical environment in which industry lobbyists and campaign contributions are prevalent

While coverage diminished, Texas routinely ranked among the leaders in average pre8tatisticrom the National
Association of Insurance Commissionestsow the average annual Texas premigihe nation's highest is $1,372. That's 80
percent more than the national averagéiOT According to the latest NAIC report, those rates are up: $1,409.]

Other catastropheprone states fill out the top rankings: Louisiana takes second  Homeowners insurance
lace at $1,144 a year, with Florida a distant third.
P 4 rankings

. . . . . . h 1 i
"The industry is really making money on both endail Alex Winslow, executive Eare aoethe top 10 ra'n.kmgs for
average homeowners' insurance

director of the consumer advocacy groupx@s Watch'They're reducing coverage premiums for the most commonly

so they have less exposure and less risk, and they're charging at least as much & yrittan packages as of 2005, the

they were before the reduction in coverage." latest year for which such
information is available. The rankings

Since the Texas Legislature overhauled homeové@ergrage, insurance companies €ome from the Insurance Information
have cdlected far more than they have paid in claims. From 2003, when reforms  Institute and are based on data from
passed, until 2007, the last year for which full data is availabseyrers took in the National Association of

about $23 billion in premiums while paying out about $9.6 billion in claia$oss Insurance Commnssmpers. iz a!l
. states report data uniformly, which
ratio of about42 percent.

can affect premium averages. The
NAIC does not rank average
That's better for the companies than the 59 percent national average for those  expenditures.

years.

Texas 813727
_ . - . Louisiana [ s1144]
Those figures do not include last year, whiohith Hurricane lke and other severe Florida 51,083

weather events; was deeply unprofitable for Texas insurers. The T&amrtment Oldahoria 956 |
of Insurance estimates that in 2008, companies incurred claims of $6.3 billion .
washington, O.C. IIIEEEEEEEED

against $5.2 billion in premiums. gl
Mississippi l________s939)

California | s895*
A strong and weffinanced lobby promotes the interests of the insurance industry. Rhode Island

At least 12_0 Iobbwstgep_resent the insurancendlustry in Texas, according to the Alsbama
Texas Ethics Commission.
New York i=———3842]

State Sen. Rodney Elli-Houston, saidthe power of the insurance lobby was a big " The Texas Department of Insurance

" . . . . ) "developed home insurance policy
factor" behind shortcomings in the 2003 insurance reforms, along Vgidtod people forin thet soe sirllar Uk not idoaticel ta

in public officavanting tobelieve that the insurance industry would, for some the standard forms.”

reason, do the right thingust because they were asking them to do it." according to the Insurance Information
Institute.

The industry also has been generous wittpitditical donations Since 2000, **California data were provided by that

insurancerelated contributions to members of Tex8enate and House committees State’s Department of Insurance.

that oversee the business have exceeded $1 million. SOURCE: Insurance Information institute

Insurance industry representatives say Texas consumers receive good value for their insurance dollar and have more coverage
choices. The market is relatively stable now anstencompetitive, they say, and complaints filed with state regulators have
decreased.
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"l hear groups sometimes say that coverage has been slashed and rates have gesag@Beaman Floyddirector of Texas
Coalition for Affordable Insurance Solutions,iadustry trade associatioAnd the fact is that any kind of coverage is available
in the marketplace. ... And the rates have gone down."

Rates have dropped, but the extent of that decrease keeps changing.

In a recent report to the Legislature, TDidsaverall homeowner@nsurance rates decreased 13.5 percent between 2003 and
2006. However, rates charged by Texas' largest insurer, State Farm, were not included. TDI officials said that wasdtecause St
Farm had challenged the agency's doubigit rate reduction in a still active court case.

Current rates, with State Farm included, are 2.7 percent below what they were in 2003. TDI attributed the change to "adverse
rating conditions'q recent storm damage along the coastfHOT According to the latet NAIC reportinsurancerates are up

not down as TDI claims. NAIC says the new Texas average®a#09 up from $1,372 when this report was writtefihe

discrepancy can be explained if TDI mixed up Rates and Premiums, since falling home pritésagdalower premiums. It

may also be due to differences in policy coverage, because Texas insurers have been covering less at the same or]higher cost.

Last week, state regulators said they would not objeaddable-digit rate increases by Farmers umance the third-largest
home insurer in Texas.

RATE&re what companies charge for a specific dollar amount of coveRREMIUM&re what customers pay for insurance
and can be based on such factors as property values, the cost of repairs and tgpesrafye. Even when rates drop,
premiums can rise.

Texas Insurance Commissioner Mike Geeshid homeowners insurance is better than in 2003 in terms of oversight, rates and
an increased number of insurance companies writing policies. The reforms thensale things betteg or, at a minimum,
kept matters from becoming worse.

"We have a mission here at TDI, and that is to regulate the industry diligently and farisaid.

Using premiums for atate-by-state comparison is problemafibe saidpecaise Texas actually consists of multiple markets
suggested that looking at comparable markets, such as hurripaore Florida communities and Galveston, might provide a
more accurate picture.

Insurance companies say any examination of factors suttssasatios must, to be fair, span a number of years. Good weather
largely was responsible for the profitable years, Floyd said, but 2008, with record hailstorms and hurricanes Dollynasdake,
"complete disaster."

Since 1992, homeownefgsurance copanies in Texas haeellected $56 billion in premiums and paid $38 billiorcover
claimsq a loss ratio of almost 68 percent, including 2008 projections.

Jerry Johngpresident of theSouthwestern Insurance Information Institutevhich represents Tegansurance companies, said
profitable years are needed to balance the disastrous ones.

"Profits enable companies to make improvements in the way they serve their customers, invest in Texas communities and pay
for multibillion-dollar catastrophic weathegvents,"Johns said:Without profits, companies are not only incapable of expanding
but over time will lose their competitive advantage and possibly wither."

Legislative sway
The feud over homeowners insurance has played out in the Legislature arel pulfic arena for years.

"We need comprehensive review of insurance company practices and resaithPallas attornegteve Wolensa former
legislator who saw several of the changes he sought tabled in 2868.the only thing we've been great at dgiis reviewing
it."

Homeowners insurance promises to be a battleground issue again this year, with several legislators pushing for changes.
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"Looking back, the Legislature should have done maaad stateSen. Eddie Lucio.JiD-Brownsville*Homeownes have not
seen the rate relief they were promised."

Every legislative sessioepnsumer groups push for reforms. And industry pushes back, with a multitude of paid advocates.

The ranks of insurance company lobbyists include many Capitol indidéntsysts who have done work for insurance
companies in the last three years include:

1 Seven former Department of Insurance staffers, including two former insurance commissioners.

1  Two former members of the Texas Senate.

1 Eight former members of the Texas Houseluding Michael Toomey, who also served as Gov. Rick Perry's chief of
staff. Also, Terral Smith, who was Gov. George W. Bush's legislative director and served as former House Speaker Tom
Craddick's chief of staff.

1 Ten former House or Senate staffers.

1  Four former staff members for Perry, including former general counsel Bill Jones and communications director Robert

S. Howden.
1  Four former staff members of other state agencies or offices, including a former assistant attorney general and
former assistansecretary of state.

This is all legal: Texas laws allow legislators to become lobbyists immediately upon leaving the Legfistatereagency
executive directors and board members face a tyear prohibition on lobbying their former agencies. Informaeés preclude
former senior staff in the governor's office from lobbying on any issaed all other staff on any issue they managed or
handled while working for the governarfor a year after leaving.

David T. Weberan attorney and lobbyist in the Atin office of Gardere Wynne Sewell LLP, has lobbied for a number of
insurers. He worked more than 10 years as a legislative aide in the Texas House. That included more than two years advising
then-Speaker Craddick on insurance issues when the Legisjaaissed the 2003 reform. He later spent a year as special

counsel for public policy for insurance Commissioner Geeslin, a Perry appointee.

Weber said clients hire him for that backgroutfidaving that 1tyear experience in the Legislature and TDI, you kmloyv
certain bills changed the rule or why rules were implemented, what issues were there, what concerns weteetsaie,"

But Weber said his experience and connections don't give his clients an unfair advantage.

"Yes, | know peopletfe said.'But Ihave found it harder to get things through because you don't want to be perceived in this
business as being unethical. You don't want to be perceived as getting something through just because you know that person."

In addition to the influence exerted Hgbbyists, insuranceelated political action committees also spread the wealth

The PAC for FarmefSsarmers Insuranceontributed more than $280,000 to candidates and committees in 2008, including
$35,000 toCraddick who lost his speaker's positiohis year. In 2002, as Craddick prepared to become House speaker, his
transition team includedill Messer a former House membeurned-lobbyist whose clients included State Farm, &ildl

Miller, a paid spokesman for Farmers Insurance. The third membss ¢éam, former Dallas state representatiBal Ceverha

served as treasurer of a Republican political action committee that had received $150,000 in donations from the Farmers PAC
three weeks before the 2002 election.

"Political contributions from anipdustry had no effect on my decisions on policy matters as speaker or as a House member,"
Craddick said in anmailed response to questiondNo lobbyists had special access to meet with me while | was Speaker."

[HOT Whether true or not, it presentshe appearance of improprietyt A 1S &l t SavYly aleAiy3azr d4aLQ
@2dz yeldKAy3Idég | SIKEZ NAIK(GIDS

Although Miller acted as his spokesman, Craddick Sa@never spoke to me about any insurance issues, even while the
company was pursuing legal & against the State of Texas."

Craddick addeq that,trle 2003 insura}nce legislatives had a positive impact on the stat¢dlot according tdhe Texas
homeownersg S Q@S K $MembersbfiNegisfative committees that oversee insuragseme of whomwork in the
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industry¢ legally can collect contributions from special interest groups representing the businesses they regulate. Legislators
must disclose contributions, but there are no dollar limits.

Birny Birnbaumof the Center for Economic Justice, Austinbased advocacy group, said that the insurance industry makes
"mammoth contributionsto legislators on insurance oversight committees and to others in state government who are the
"gatekeepers'dn insurancerelated legislation.

[HOT We all know that money buysinfluence, and lots of money buys lots of influence. That fact givesinsurance

special interests an unfair advantage 2 K2 Q& (2 &adl yR dzJ T2 NJWhofuRdsthdirRatd2f & | yR &
Special interest lobbyists invest lots of time and money over many years to build trust. Because IB@nake 2 y Q {

dzy RSNE Gl YR GKS AYyGiNAROlFOASE 2F SIOK AYRdAZAGNEBI AYyRdzZAGNER &S
those who trust them. And most bills are introduced this wayritten by industry rather than by lawmakers.

Industryevenhd |y | R@IyGl3aS gKSy AlG O2YSa GAYS F2NJ I @20Sd az2ai
on and rely on others to explain them. Who does this? The lobbyist who wrote it, of course. Often the same person

writes the Bill Analysis that is relied upfor the vote, but too often the bill and bill analysis are deceptve

FLILISENAY 3T G2 R2 2yS (GKAy3d odzi FOlGdz-fte R2AYy3I GKS 2124840
insurance bills.]

Former Texas Insurance CommissiohdrRobert Hunterappointed byGov. Ann Richardm 1993, said he was initially taken
aback by the industry's inside influen&ome legislators, he saitlyorked in the insurance industry, were on the insurance
committee and were writing insurance laws."

One of the newesadditions to the House Insurance Committed é&ld Hunter RCorpus Christi, a fotterm legislator who left

the House in early 1997 but was elected again in November. In the interim, he worked as a lobbyist. His clients incltaled seve
insurance compaes¢ among them, Allstate and Farmers. He received at least $17,000 in contributions from instekated
groups during his most recent bid for office.

Rep. Larry TayloiRFriendswood, an insurance committee member who also is an insurance agergraaid and individuals
don't make contributions to buy someone, blihey've found somebody who they can talk to, who's reasonable on their issues
or at least will listen."

Taylor said that being an agent gives him expertise, but that he has had tevfigidompanies for claims on many occasidhs.
challenge you to find something I've done that harms my consuntersaid.

Taylor's campaign committee collected more than $70,000 from insureglaéed donors from 2000 to July 2008, according to
Texas Ehics Commissiomeports.

Cutting back

Few would argue that in 2003, the Texas Legislature faced a disaster in the making. Hom&Gorendtsns shot up because of
an epidemic omold damage claimgHOT We contend that mold contamination stems from pamnstruction quality by
unlicensed contractors with no accountability and no consumer recourse.]

In 2001 and 2002, companies paid out millions more in claims than they collected in premiums, much of it related to mold
claims.Some insurers began closingpg; others stopped offering comprehensive policies that covered mold danfBi§®E
LyadzNJF yOS O2YLI yASa KI @S LINBaadz2NBR fFgoYF{SNR (G2 LI aa tSaraftl

Legislation passed in 2003 brought all insuenempanies under rate regulation. For the first time, TDI officials were able to
obtain certain data, including some rate information, from insurers. Many companies were ordered to reduce rates.

But the reforms also gave insurers the freedom to offefedént types of policieg what some legislators saw as an
opportunity for consumers to have more choices. For companies, it meant they could use policies offered in other states, whic
helped cut expenses.

In place of more comprehensive policies, manyneowners ended up with policies that reduced covergge even more
bare-bones policies that pay cash value on a loss, less depreciation.
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"Unfortunately, we see more and more of these actual eashe policies showing up in the marketplace and consulresng
left stranded when they actually need to file a claisaid Winslow of Texas Watch.

Since 2004, the number of policies withshvalue coverag@as jumped 48 percent to about 1.1 million policies, according to
figures from TDI.

In some parts oftie state the cost of comprehensive coverage is so higls, not worth having,'said Ellis, the Houston
Democrat.

Some homeowners may have had little choice, while others simply did not know all their options when they ended up with
more limited policis.

LawyersJohn and Carmen Huntesaid that, as the mold crisis was unfolding, they ended up with a-alsie policy after their
insurance carrier said it would no longer offer them a comprehensive policy. In early 2003, they learned that a watet leak ha
caused a serious mold problem in their Fort Worth home, a problem they said had begun while the more comprehensive policy
was in effect.

Their insurer balked at their claims under either policy. A Fort Worth jury ruled in favor of the Hunters, bytestsagourt
overturned that decision.

Ultimately their house was torn down, and the Hunters estimate their loss exceeded $150,000.

"I just assume that if enough people have a problem, insurance will stop coveriDgrihén Hunter saidSo | assume ware
uninsured.”

A[Dallas MorningNewsanalysis of types of insurance policies and demographic data found that areas with more minorities
and poor people had more caskalue policies. (See tHélow we did it"box.)

All things being equal, there shoulé o statistical relationship between income or minority population and policy type. What
the data cannot say is whether people in a given ZIP code haddeerage policies because they were cheaper alternatives or
because those were the only type of widis available.

"If we have data showing unfair or illegal discrimination, as we have in the past, we would take actiorghce
Commissioner Geeslin said\nd we have a number of ratxased pricing enforcement actions under our belt."

Since 1999, Tihas reviewed 186 cases for raoa&sed pricing and taken action against 15 companies, all involving life
insurance.

Ellis said he believes the insurance industry should be more open about where it offers different policies and what's covered
Reforms gae homeowners a variety of policies that offer different levels of coverage, said Floyd, the trade association director.

Geeslin said he thinks that consumer grotipave a legitimate concern about the forms of coveraget'that the market is
starting b demand better options and some insurers are moving toward more enriched coverage.

Weather gauge

To explain Texas' high premiums, the insurance industry and state officials cite the state's severe weathevi&arelysis

of national weather data athinsurance premiums found thdexas' premiums were higher than expected given weather
damage over the years. In fact, they were 50 percent higher than what they statistically should have been if weather were the
determining factor(Se€e'How we did it"box.)

Texas has more tornadoes and hailstorms than any other state, federal weather data show, but when the state's land area is
taken into account, its ranking drops. Texas ranked fifth in total damage from 1990 to 2007.

"The reality is that other portits of this country have incidents of weather alsaft state Sen. Royce WestPallas."But their
rates are not the same as Texas."
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[HOT Just as Texas has become a Mecca for unscrupulous builders because of the lack of regulatory oversight and
accounability, the same seems true for insurance. Lax regulation would account for these observations.]

Floyd, the insurance trade association director, said studies comparing weather incidents to land area can be misleading.

"You can't just look at land mass @ven population,he said."What you have to look at is insured value in the way of your
natural weather patterns."

Along the Texas coast, insurers have limited coverage, declined to renew policies or refused to write new policies fer decade
The reasa: hurricanes.

The Legislature created a special program to provide coverage after Hurricane Celia caused $500 million in losses in 1970.

All Texas insurers must join the Texas Windstorm Insurance Association, which is backed by a Catastrophe Résemeé Tru
built by insurance premiums.

Losses from hurricanes Dolly and Ike in 2008 wiped out the reserve fund. For now, insurance companies can be assessed up to
$300 million without reimbursement to cover TWIA claims. For any assessments beyond tlwatripanies can get state tax
creditsq which means less revenue for the state.

Mandatory membership in TWIA keeps some companies from doing business in Texas, said state Rep. John-8miéhiée, R
who leads the House Insurance Committd€l'm an insirer and | want to come into Texas and write business or | already write
business here and | want to expand, for every policy that | write in Dallas, | have to take a piece of the coastal ehgosure,"
said.

Cost of coverage

The process of determining \ahcompanies charge can be complicated for consumers and regulators. Numbers may be hard to
come by, blocked by the companies or delivered with disclaimers.

The data showing that Texas is No. 1 in average premiums, for example, date tp\2DQST.exass No. 1 in average insurance

wkiSas y2i tNBYAdzyad 2SQNB b2d p Ay AlgdSheNatibfal Asiedatioh oky 4> | 002 NR

Insurance Commissionersvhich compiled the averages, cautions against using them as a basis for compzotiognthat
some insurers and states report their data differently. However, no other data examine state premiums comparably, and
industry critics say the differences are not large enough to significantly affect Texas' ranking.

Rate filings; documentsfiled with the state that show how companies decide what to chaygan be difficult to acces$exas
Farmers Insurance Co. has sued the state to block the release of its ratet€ilifiys Dallas Morning NewgSee accompanying
story.)

And the systemet up to regulate what companies chargéen is bogged down in court proceedings

A major component of the 2003 homeowners insurance reform egislation that created éle-and-useregulatory system
This allowed insurance companies to charge a higiterimmediately after submitting a proposed increase to the insurance
department.

If TDI later disapproves the proposed rate, consumers are to be reimbgraed the company can be required to obtain
preapproval for future rate increases.

After file-and-use began, TDI had concluded that Allstate's and State Farm's rates were too high. The coqphitles
represent nearly half of the Texas homeowr@nsurance market sharedisagreed. They took their cases to court.

In 2004, a state district coufound that State Farm overcharged customers $100 million and ordered it to refund the money.
An appeals court ruling in May 2008 rejected the lower court's decision. The dispute between TDI and State Farm continues.

Also in May 2008, after a fowear cout battle, Allstate agreed to refund homeowners $51.6 million in a settlement.
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"We have a system that is intended to allow the insurance commissioner to review rates and determine when they are
excessive,$aid stateRep. Todd SmithRBedford. In some stances, Smith said, the commissioner has determined that rates
are excessivé'and yet, because of this unending appeal process, those reduced rates have not gone into effect."

Smith, who until recently served on the House Insurance Committee, saiththatince companies do have a right to legally
challenge the decision of the insurance commissiottaut if we allow those due process rights to drag on for years and years
and years, then the concept behind filed-use would seem not to have any praatieffect.”

TheTexas Sunset Advisory Commissiuéis made several recommendations about-&led-use that would refine how the

system is applied, but not replace it. The report descripadr approvalas an'important tool" for TDI to protect consumers
from excessive rate®ut the commission also noted that it is not clear what can lead to a company being placed under prior
approvalg or how to return to fileand-use rate regulatiort and recommended that TDI address that.

Kevin Davisa State Farm spekman, said the process TDI uses to review company submissions needs to be streamlined.
Credit checks

Insurance companies can use the controversial practice knowred# scoringg calculations that include homeowners' credit
historiesc to set premiuns.

In 2007, Irving resident Stephen Dunston's insurer notified him that his premium was going up becdaswif that
adversely affected your crediased insurance score."

Those factors, according to a notice from the company, Wienge since newdsbank or credit card inquiry too recerghd "too
many bank inquiries in the past 2 years."

Dunston, a retired marketing executive, found that his credit report showed one inquiry made when a bank where he had a
sizable account was being acquired by dmotbank. It was a joint account with his wife and was counted twice, he said.

Dunston doesn't think he's much of a credit risk. After he sold his business and retirgulirbleased a 4,308quarefoot
house on a golf course outrightle said he carrieso debt.

"And yet, they think my credit is bad enough that they would charge me more than the very base lowest rate of their insurance
policy,"Dunston said.

According to TDI, nearly 100 companies in Texasluding State Farm and Allstageise credi scores to calculate premiums
for homeowners insurance. Insurers say that credit history can help predict whether someone files a claim.

A TDI study in 2004 found that homeowners with poor credit were more likely to file insurance afaintisat minorites and
low-income homeowners were more likely to have lower credit scores, but that the practice was not discriminatory.

Experts warn that in a faltering economgyvhen delinquent payments are likely to increaseredit scoring may lead to higher
premiums as homeowners can least afford it. Insurance company representatives say the 2003 reforms includsedariadit
protections so that consumers would not be penalized for aberrant life events, such as extraordinary medical bills.

Two states, Hawaii anidaryland, have banned the practide. 2003, the Texas Legislature said credit scoring could not be the
only factor in determining homeowners rates.

Smithee, the insurance committee chairman, suggested that the Legislature revisit the issue in the sess@mn.
It can be a way, he saittp focus in and cherrpick the better customerswhich is some cause to watch that."
Staff writers Ryan McNeill, Randy Lee Loftis, Gregg Jones and Terrence Stutz contributed to this report.

Jennifer LaFleur writeke "Citizen Watchdog" column for The Dallas Morning News and directs coragsisted reporting for
ProPublica, a nonprofit investigative newsroom in New York.
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Insurance Terms
Actual cash valueThe value of a policyholder's property, based on¢herent cost to replace it minus depreciation.

Approved alternative policyThese "custom" policies take a more smorgasbord approach to the coverage available to
policyholders. What is covered may vary from region to region, or even from customer torarsfbhe alternative policies
must be approved by the Texas Department of Insurance commissioner in advance.

Comprehensive policyGenerally refers to a policy that pays for the replacement value of losses, minus whatever deductible
the policyholder has.

File-and-Use:Under this system, insurance companies file their residential property rates with the TDI but do not need prior
approval to implement new rates. If TDI determines that a company's rates are excessive, the company can be ordered to
refund thepolicyholders it overcharged. Companies can appeal adverse rate decisions. Under some circumstances, TDI can
require insurers to submit rates for prior approval.

Float: This is the practice of investing the money from collected premiums. Returns onviestrnents potentially can make an
insurance company profitable even when its combined loss ratio exceeds 100 percent, that is when payouts and expenses
exceed premium collections.

HOA policy:These castvalue, "barebones” policies provide basic coveeafpr the actual value of policyholders' losses, less
depreciation and their deductible. Only damages specifically listed in the policies are covered.

HOA amended policyThis type of policy provides more extensive coverage than the basi. iOverage these amended
policies varies from company to company.

HOB policy:These policies provide replacement cost coverage for most types of damage, except for those specifically excluded
in the policy. Some companies do not offer the-B@olicy.

HO-C polcy: Provides the most extensive coverage, but it is more expensive than other types of policies.

Loss RatioMeasures the percentage of premiums received by insurers that are paid out in claims. A "combined loss ratio"
measures income from premiums agdictims and expenses, such as commissions paid to agents and overhead. A combined
loss ratio of 100 percent means that income from premiums equals what's paid out on claims and expenses. A ratio above 100
percent indicates that claims and expenses areeeging premiums.

Premium:The amount paid by an insured to an insurance company to obtain or maintain a policy. It is possible for premiums to
rise even if rates go down if, for example, construction costs for repairing or replacing damage increasmeadingrs insure
for the increased replacement value.

Rate:What insurers charge for a specific dollar amount of coverage. It is possible for rates to go down but for premiums to stay
roughly the same or go up if construction costs for repairing or replpdamage increase.

Replacement costinsurance coverage that pays the dollar amount needed to replace the structure or damaged personal
property without deducting for depreciation. It is limited by the policy's maximum dollar amount.

SOURCES: Texas D#pant of Insurance, Dallas Morning News research
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Top contributors to lawmakers

The House Insurance and Senate Business and Commerce committees have oversight of most-iredaredhdegislation.

House

Members of the House committee have collecegdeast $16.2 million in contributions from 2000 through July 30, 2(
Top contributors to those members, based on reports to the Texas Ethics Commission, include:

1 Texans for Lawsuit Reform (busindsecked political action committee advocatingilisnon civil lawsuit $358,121<
awards)
2 | Bob and/or Doylene Perry (Houstdrased homebuilder, owner of Perry Homes, and his wife) $308150ﬁ
3 | Texas Association of Realtors $287,83]‘
4 | Stars over Texas PAC (former House Speaker Tom Craddickialgution committee) $262:26’1
5 || SBC/AT&T/Bell PACs $187,63ﬁ
6 || Texas Trial Lawyers Association $187,42#
7 |[Farmers Employee & Agent PAC of Texas $154,30%
8 || Texas Dental Association $132,42£1
9 | Texans for Insurance Reform $l3l,97£1
10| Hillco Partners (Austihased lobbying firm) $122,23%
Senate

Members of the Senate committee have collected at least $47.4 million in contributions from 2000 through July 3C
(Before 2001, the committee's work was generally handled by timateeEconomic Development Committee.) Top
contributors to those members, based on reports to the Texas Ethics Commission, include:

‘ 1 Texans for Lawsuit Reform $1,124,015
‘2 David Sibley campaign accounts $984,528
‘3 Friends of Frank Madla $971,4@
‘4 Texas Association of Realtors $952,929
‘5 Bob and/or Doylene Perry $910,000
‘ 6 SBC/AT&T/Bell PACs $491,350
‘ 7 Texas Association of Mortgage Attorneys $453,500
‘8 Texas Dental Association $360,250
‘9 Texas Medical Association $350,239
‘ 10 Texas Optometric Association $319,000
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Largest combined House and Senate contributors

The following were among the largest insurafretated contributors to House and Senate committee members durini

the last legislative session. The conttibus cover a period between 2000 and July 2008.

‘ 1 Farmers Employee & Agent PAC $150,480 ‘
‘2 Independent Insurance Agents of Texas PAC $127,861 ‘
‘3 Texans for Insurance Reform $84,921 ‘
‘4 American National Insurance Co. Employee PAC $39,000 ‘
‘5 Aetna Inc. PAC $33,000 ‘
‘6 Nationwide Texas PAC $24,750 ‘
‘7 Texas Association of Health Underwriters PAC $16,929 ‘
‘8 Allstate Insurance Co. PAC $15,750 ‘
‘ 9 Automobile Insurance Agents of Texas PAC $11,500 ‘
‘ 10 Texas Insurance Action Committee $11,000 ‘

SOURCE: Texas Ethics Commission

Data analysis: Ryan McNeill, Jennifer LaFleur

LOSS RATIOS AND COMBINED LOSS RATIOS, TEXAS HOMEOWREFSS, 199!
Year Direct Premiums Earned Direct Losses Incurred Loss Ratio Combined Loss Ratio
1992 1,786,929,066 1,926,584,308 107.8 151.1
1993 1,916,266,180 1,266,821,284 66.1 105.4
1994 2,087,305,728 1,530,838,923 73.3 115.2
1995 2,188,807,260 2,025,806,202 92.6 133.3
1996 2,329,765,210 1,382,897,123 59.4 99.0
1997 2,468,086,626 1,118,004,785 45.3 85.7
1998 2,633,703,160 1,194,948,538 45.4 87.7
1999 2,804,336,380 1,421,627,819 50.7 93.3
2000 2,907,168,495 2,431,007,220 83.6 126.7
2001 3,121,726,707 3,648,017,214 116.9 165.6
2002 3,802,852,83 4,142,463,985 108.9 158.5
2003 4,324,626,880 2,526,263,799 58.4 96.4
2004 4,361,635,314 1,213,088,301 27.8 60.6
2005 4,610,859,573 2,609,419,843 56.6 91.7
2006 4,604,385,162 1,566,429,126 34.0 68.1
2007 5,000,782,866 1,820164,762 36.4 71
2008* 5,200,000,000 6,300,000,000 121.2 157
*2008 premiums, losses, loss ratio and combined loss ratio are rough estimates. TDI officials say that the final numb
differ significantly.
Loss Ratio reflects the ratio of préums taken in versus claims paid out. Combined Loss Ratio adds company expens
as agent commissions and overhead, to the loss ratio.
Source: Texas Department of Insurgrecereported by Dallas Morning News

[HOT According to Wikipedidhe loss ratio follJNR2 LISNIié g OF adzZl f 6& AyadzNlI yOS o6Sod3d K2YS?2
from 40% to 60%. Overly low loss ratios are seen as evidence that an insurance company is overcharging and making excess

profits. (It is collecting much more in premis than it needs to cover claim©verly high loss ratios are seen as evidence that

an insurance company is in poor financial hegltihis not collecting enough premiums to cover claims, pay expenses and make

a reasonable profi}.]
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Coverage in Texas

This map shows the percentage of homeowners insurance policies in 2007 that were cash value and did
not provide full replacement of damages.

Percentage of cash value only policies by ZIP code
20 percent or less of all homeowners policies

20 percent to 40 percent

W 40) percent to 60 percent 'No data

W More than 60 percent available

E Wichita Falls

%’% Brownsville

SOURCE: Texas Departmant of nsurance JENNFER LAFLEUR/Data Analyst; TOM SETZER/Sta# Artist
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Center for Economic Justi¢eonsumer viewpoints HOT RECOMMENDED)

TDIOverview of Provisions of 2003 Insurance Refofimiustry vievpoint)

Biennial Report of th&DIto the 81st Texas Ledislature, Decemb@®@(industry viewpoint)

Texas Sunset Advisory Commission Decisiori$dand Office of Public Insurance Counsel

Texas Coalition for Affordable Insurance Solutions Wel(isitieistry viewpoint)

Texas Watch Web sifpresents itself as a consumer watchdog, but with limited effectiveness)
Hebinsure.com, a free service of Tayd Office of Public Insurance Counsel to help consumers shop for auto and
residential property insurancendustry viewpoint)

Office of Public Insurance Counémgbpointed by Governor, suppedly to represent consumer interests)
Consumer Bill of Righfprepared by OPl@dded by HOTheedsstrengtheningo actually protect consumeys
TDIWeb site(often accused of havinguestionable relationship with industry insiders)

Texas Ethics Commission Campaign Contributions and Lobbyist Web site

May 21, 2008 testimony of form&@DICommissioner Bob Hunter about credit scoring
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http://www.dallasnews.com/sharedcontent/dws/spe/2009/state_of_neglect/images/0215soncsprovisionsjan1.pdf
http://www.tdi.state.tx.us/reports/documents/finalbie09.pdf
http://www.sunset.state.tx.us/81streports/tdi/tdi_opic_dec.pdf
http://www.tcais.org/
http://www.texaswatch.org/TW/
http://www.helpinsure.com/
http://www.helpinsure.com/
http://www.opic.state.tx.us/hoic.php
http://www.opic.state.tx.us/files/bor/1_bor-home-english.pdf
http://www.tdi.state.tx.us/
http://www.ethics.state.tx.us/main/search.htm
http://www.consumerfed.org/pdfs/Bob_Hunter_Testimony_FSC_5-21-08.pdf
http://www.naic.org/Releases/2009_docs/homeowners_report.htm
http://www.naic.org/documents/consumer_guide_home.pdf
http://www.naic.org/documents/consumer_guide_home_booklet.pdf

How The Dallas Morning News analyzed Texas insurance coverage

Dallas Morning News, 024/2009,
http://www.dallasnews.com/sharedcontent/dws/news/longterm/stories/021509dnproson4method.125b1f94.html

To study the relationshipetween weather damage and insurance premiums, The Dallas Morning News analyzed storm data
from the National Climatic Data Centeand stateby-state insurance premium data from thidational Association of Insurance
CommissionergNAIC) The storm data cdain financial damages for storms declared disasters in each state from 2000 to

2005. The damages included those from tornadoes, hailstorms, fires and earthquakes. The most recent premium data available
from the insurance commission is for 2005.

While badweather and high premiums do tend to go together, the newspaper found that, among all sfatexs' premiums

were higher than expected given weather damage over the ydasas has more tornadoes and hailstorms than any other
state, federal weather datahows, but when the state's land area is taken into account, its ranking drops. Texas ranked fifth in
total damage from 1990 to 2007, according to the weather data. The insurance industry says Texas premiums have either
dropped or held steady in the lastio years and that Florida has surpassed Texas in average premiums.

In its analysis, The News used a statistical tool called linear regression, which can control for factors such as weagleeitdam

is a statistical way to level the playing field acrabstates for a fairer comparison. The newspaper's analysis foundeer,

after controlling for weather damage, the average 2005 homeowners premium in Texas was about 50 percent higher than what
it statistically should have been.

The insurance commegnN cautions against using average premiums as a basis for comparison, noting that some insurers and
states report their data differently. ThEexas Department of Insurana@mnd the insurance industry say that makes Texas'
average premium look artificiallyigh.

However, there is no other data to examine state premiums comparably, and industry critics say the differences in reporting
are not large enough to significantly affect Texas' ranking as among the highest in the nation.

The News also obtained daftmm the Texas Department of Insurance showtyyges of policies by Zigdde. The type category
covered H@A, HOB, HOC and "other" policies. By the end of 2007, 40 percent of homeowners policies in Texas were in the
"other" category of customized pol&s.TDI refuses to release detailed information about the "other" category, such as the
type of coverage included, because insurance companies consider it to be propri¢@#ypolicies arécash value"and do

not provide full replacement in case of aich.

The newspaper obtainedemographic data by ZIP code fra@@faritas a market data company that develops currgmeiar

estimates from census data. The newspaper's regression analysis showed that as a ZIP code had more minorities and poor
people, it hadmore “cash value'policies. About 30 percent of the variation in the percentage ofAd@blicies in a ZIP code

could be explained by the percent of minorities and fme@ome households (those with less than $35,000 annually). In a
random distribution syste, there would be no statistical relationship between income or minority population and policy type.

What the data cannot say is whether people in a given ZIP code hatbleevage policies because they were cheaper
alternatives or because they were thelg type of policy available in that area.

The insurance industry says it does not consider income, gender, ZIP code, ethnicity, race, religion or other persated attrib
in developing its insurance scoring models.
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Insurer's lawsuit fights to keep douments under wraps

By RYAN McNElin¢neill@dallasnews.comThe Dallas Morning News, 02/16/20@d Timms contributed to this report.
http://www.dallasnews.com/sharedcontent/dws/news/longterm/stories/021509dnproson4records.125ccd7a.html

Texas Farmers Insurance @® suing the state to block the release of documents to The Dallas Morning tRat could give
insight into how it charges consumers for its homeowners policies.

The lawsuit, filed Feb. 3 in Travis County, followed a decision by the state attorney general's office ordéramgthe
Department of Insurancéo release the documenst The insurance department was also ordered to release similar documents
filed byAllstate Fire and Casualty Gavhich did not sue to block the action.

The News requested rate filings and supporting documentation for the three major homeowners insacamganies in Texas

¢ State Farm Lloyds Co., Allstate and FarmEmns.insurance department released only parts of Allstate's and Farmers' filings
that had not been marketiconfidential"by thecompaniesit released all of State Farm's filings, none ofahithad been
marked"confidential."

At issue is how much insurance companies can use-sadeets exemptions in Texas' opeetords laws to keep information
from the public.The requested documents show mathematical formulas and other information th@ani®s use as a model
to determine what to charge customers.

Farmers argued that release of the documents, provided to the insurance department as agency officials sought to determine
whether insurance rates were proper, would cause irreparable finahaiath by making "valuable trade secrets" available to
competitors.

"Essentially what we're being asked to do is like the University of Texas having to share its football playbook withMgxas A&
saidMichelle Levy a Farmers spokeswoman.

Pushing transpagncy?
Consumer advocates worry that transparency is at stake.

"What are they hiding hereskedAlex Winslow executive director of the consumer advocacy group Texas Wakidiat is it
they don't want the public to know about how they're setting thates?"

The Texas Department of Insurance initially refused to release any part of Allstate and Farmers filings that were marked
"confidential"without a ruling from the Texas attorney general's office.

Winslow said his consumer watchdog group has fourad ‘tinsurance companies will stamp everything they file with the
Department of Insurance as proprietary and confidential, even if it's explicit in the statute as being subject to opsen record

On Jan. 15, the attorney general ordered the records' releading that the Legislature intended for the public to have access
to the documents because they were part of the insurance department's review of insurance premiums under the state's file
and-use system.

State insurance officials insist that they ra$ée what is allowable, while upholding the law.

"When it comes to transparency, we push as much information out there as we possibsa@ifgxas Insurance
CommissioneMike Geeslin

But the executive director of th€enter for Economic Justican Aistin-based advocacy group, disagreed.

"Insurers are hiding what they're doing, and regulators are being compsiaitiBirny Birnbaum
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Most Expensive States to Insure a Home

By Matt Woolsey, Forbes, 02/15/2007,
http://www.forbes.com/2007/02/14/ratesinsuranceexpensiveforbeslifecx _mw_0215insure.html?partner=aol

Seems like the Big, Bad Wolf was on to something when he threaterddwodown Grandma's house. That's because while
homeowners might fear earthquakes and floods mestthing is worse than wind and hagikt least from an insurance
perspective.

Residents of dustip Midwestern states such as Kansas and Oklahoma consyspantisome of the country's highest premiums
even though their property values and per capita incomes are well below national averages.

But that's not to say that states in the paths of hurricanes don't suffer equally lofty premiums. Both Louisianariaachiaice
been so hard hit lately that insurance prices are sky high, if homeowners can even find someone to underwrite them.

The average cost to insure a U.S. home in 20043728 according to the most receational Association of Insurance
Commissioers (NAIC) dataThe cheapest state was Idaho, where the average home insurance premium wain$d&8as,

the most expensive state, it w&d,362 or 2.5% of the average Texans' household income. And that's with adjustments
brought on by 2003 legislatiathat tightened regulations and eliminated many exemptions in the insurance business. Since
then, Texans' rates have lowered by about 13%.

[HOT Rates were contained, but coverage was @he latest data still shows Texas as #1, at,4029 vs. $804 &)

"Every disaster known to man can happen in Texas, even earthqus&gs,Jim Hurley, a spokesman for the Texas Insurance
Department, a state organization for insurance agents and consurfwisd love to be lower on the list, butiogeography
and weather patterns won't allow it."

Behind the Numbers

The NAIC data measure premiums, which is the total yearly cost to insure a property. In that regard, Texas went up 2.6% from
the previous year, the lowest of any stafén insurance rat is the percentage of a home's value which is paid to insure the
property. If home values go up, as they have across Texas, premiums can go up even if rates go down.

For example, from a risk perspective, Idaho and Minnesota experience similar weathennpatiut a Minnesota family pays
70% more than one in Idaho. A quick examination of home values and income explains why. Minnesota home values are 55%
greater and their household income is 42% greater than Idaho's.

And even as premiums in 2004 grew at@\@r rate than in 2003, there wasn't much relief for those living on the coasts,
where insurance rates are skygh. There, property is generally more valuable than in other parts of the country, thus more
SELISYyaAr@dS (2 Ayadz2NB o ies ¢ nioe ulnafabId BurriGehéds anil potentibl)dsingSsaklevels.

Mother Nature's Role

It's these environmental factors, which some attribute to global warming, that are making insurance companies increasingly
jittery. As a resultsome providers @ joining State Farm and completely pulling out of potentially high risk areaskRa#ta,
Allstate has gradually ceased writing homeowner policies in Louisiana and Florida as well as coastal areas of Texas and New
York.

As a result, stateun agencis and nonprofits are picking up the slack. Louisiana Citizen Property Insurance Corporation, a
nonprofit last stop, has increased its pdsatrina policies by 200,000, as larger insurers have retreated inlarkorida and
Texas, statdunded insurers ath windstorm insurance associatioage increasing their budgets and often charging consumers
lower rates than private companies in high risk areas.

"States often charge less because they aren't looking for as much of a profit margin and they're wiglkegutp more risk,"

says Bob Hunter, director of insurance for the Consumer Federation, a consumer advocacy group, which issued a January report
that said the ratio of claims paid and insurance costs to premiums collected is the lowest in 50Beansith disasters in

Florida and Louisiana, insurance companies have had three straight years of record profits."

More consumer relief may be on the way. States are increasingly taking an active role in shaping insurance costs andjmandatin
cuts.Texas legiation reduced rates across the state by $500 million, and consumers can expect lower prices if the state wins
its suit against State Farm Insurance, who refused to comply with the rate cut.

For years coastal states have lobbied for federal legislatiorekp insure their citizenry, and the newly elected Democratic
Congress may grant that wish. This week Rep. Bobby Jirtal, Bnd Gene Taylor;Miss., plan to introduce the Multiple Peril
Insurance Act, designed to bolster the National Flood Insurargrém (NFIP), which covers homeowners and small
businesses. The NFIP already runs $25 billion in the red, and it's unclear where the additional funding would come from.

Some believe one good way for states to reduce risk is through the enactment of butstieshat require structures to be
more resilient in the case of a natural disas{etES!|California has strict codes pertaining to earthquakes, and Florida requires
buildings and infrastructure to be highly wind resistant.
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"Ultimately, we have to da better job on the national level of managing disastesay's Florida Insurance Commissioner Kevin
McCarty."Instead of the federal government only riding in and delivering money after the fact, they need tecaise that
people build structures thatre safer. If building codes are tied to federal grants it will give states an incéntive

Most Expensive States
To Insure A Home

Flood insurance, hurricane insurance,
earthquake insurance -- all can make
insuring your home from Mother
Nature a costly endeavor, but you
might avoid higher rates by reading
this helpful guide of the most
expensive states to insure a home.

[HOT Besides requiring
preapproval of rate increases,
enforcing building codes and
contractor licensing will help
eliminate the cause of claims
and thus lower rats.]

No. 1: Texas

Average Annual Premium:
$1,362

Thanks to hurricanes, tornadoes, hail,
windstorms and earthquakes, living in
Texas can cost you an arm and a leg
in more ways than one. Rates are
going down thanks to 2003
regulations, though, and the rest of the
country is quickly catching up.

[HOT: According to the most recent
NAIC data (2006 vs. 2004), Texas
rates went up from $1,362 to $1,409,
compared to a national average that
also went up i from $729 to $804. See
Dallas News article at
http://www.dallasnews.com/sharedcont
ent/dws/dn/latestnews/stories/030309d
ntexinsurance.3cf2ee2.html]
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No. 2: Louisiana

Average Annual Premium:
$1,074

Hurricane insurance can run especially
high in Louisiana. In New Orleans, for
example, much of the severe damage
from Hurricane Katrina came because
a lot of the city is below sea level, and
the older buildings couldn't withstand
the heavy winds.

No. 3: Oklahoma

Average Annual Premium:
$991

Tornado insurance is a must in
Oklahoma with its frequent twisters.
Heavy winds from the plains take a toll
on insurance rates, as well.
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No. 4: Florida

Average Annual Premium:
$929

Insurance rates in Florida are sky-high
thanks to hurricanes, flooding, and
wildfires. Fears of global warming and
rising sea levels are compounding the
high insurance rates.

No. 5: Mississippi

Average Annual Premium:
$907

Flood insurance costs Mississippi
residents dearly, and many shoddy
structures can't stand up to the high
winds and falling trees that come with
living in Mississippi.
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Texas
Average Annual Premium: $1,362

Take all the country's collective
disasters and you have the Lone Star
state, where insurers try to make a
profit despite hurricanes, tornadoes,
hail, windstorms and earthquakes. At
an average premium rate of $1,328, it
tops our list. The good news for
Texans is that rates are going down
thanks to 2003 regulations. What's
more, the rest of the country is closing
the gap.

[HOT: According to the most recent
NAIC data (2006 vs. 2004), Texas
rates went up from $1,362 to $1,409,
compared to a national average that
also went up i from $729 to $804. See
Dallas News article at
http://www.dallasnews.com/sharedcont
ent/dws/dn/latestnews/stories/030309d
ntexinsurance.3cf2ee2.html]

Louisiana
Average Annual Premium: $1,074

Hurricane insurance can run especially
high in Louisiana. In New Orleans, for
example, much of the severe damage
from Hurricane Katrina came because
a lot of the city is below sea level, and
the older buildings couldn't withstand
the heavy winds. Hurricane Katrina
tragically illuminated the reasons
behind Louisiana's high premiums.
Much of New Orleans is below sea
level and as such is susceptible to
giant hurricanes. It also has a high
proportion of poorly structured homes
unable to withstand increasingly strong
winds and rain.
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