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THTTBSDAY, FEBBUABY 16, 1956

United States Senate,
Committee on Banking and Currency,
Subcommittee on Securities,
Washington, D. G.
The subcommittee met, pursuant to recess, in room 301, Senate Office
Building, at 11 a. m., Senator Herbert H. Lehman (chairman of the
subcommittee) presiding.
Present : Senators Lehman, Robertson, and Bush.
Senator Lehman. Gentlemen, before I call the first witness, Mr.
Meistrell, I want to read a short statement with regard to the hear
ings which are now to be resumed on disaster-insurance legislation.
This is a hearing of the Securities Subcommittee of the Banking
and Currency Committee on the subject of disaster-insurance legis
lation.
The legislation that has been introduced on this subject has been
referred to this subcommittee, following the broader hearings held
during the recess by the Banking and Currency Committee as a whole,
over which I was privileged to preside as acting chairman. These
hearings were held in Washington, D. C, New York City, Goshen,
N. Y., Boston, Mass., Hartford, Conn., Providence, E. I., and Raleigh,
N. C, between October 31 and December 19 of last year.
These hearings covered the entire field of catastrophic disaster, with
special reference to the impact of the flood disasters of last summer
and early autumn. Our special field of exploration was into the possi
bility of some form of insurance to protect businessmen and home
owners against the risk of financial loss from these disasters.
Upon the request and urging of some members of this committee,
including Senator Bush and myself, the committee chairman, Senator
Fulbright, instructed the staff to prepare a staff study of disaster
insurance. That study, a most excellent and useful one, prepared
under the direction of a committee counsel, Mr. McKenna, was com
pleted and has been printed as a committee document.
There were some legislative proposals before the Banking and
Currency Committee during its hearings last fall, but they were
largely informal and tentative.
The committee at that time—and I will not rehash that matter
extensively now—did not have the specific recommendations of the
administration on the pending matter. It slowed us up. The admin
istration's original bill was introduced on January 5, and then a sub
stitute version was introduced on January 18. Wanting to have the
full benefit of the administration's legislative formulations, I, for in
stance, was slowed up in the redrafting of my own bill which I com
pleted and introduced on February 6.
905
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Now these two bills, as well as all other pending legislation on the
subject, have been referred to this subcommittee. These will be, of
course, legislative hearings, with the aim and purpose of reporting
out an effective bill on this subject.
The bills before us now are : The administration bill, introduced by
Senator Bush, S. 2862, and an amendment to that bill in the nature of
a substitute ; a bill S. 3137, introduced by me along with 10 cosponsors,
including Senator Kennedy, Senator Morse, who is a member of this
subcommittee, and Senator Sparkman who is a member of the full
committee ; and finally the original Kennedy-Saltonstall bill, S. 2768.
All these bills ; a sectional analysis of S. 3137 ; a sectional analysis of
S. 2862 ; a comparative analysis of the differences in the bills ; and a
critique of S. 2862 will be inserted in the record at this point.
(The material referred to follows :)
[S. 2768, 84th Cong., 2d sess.]
A BILL To provide for national flood Insurance and reinsurance, and for other purposes
Bo it enaotcd by the Senate and House of Representatives of the United States
Of America in Congress assembled. That this Act may be cited as the "National
Flood Insurance Act of 1956".
DECLARATION OF PUBP08E

Ski\ 2. It is the purpose of this Act to promote the national welfare by allevia
ting the widespread economic distress suffered from time to time within the
United States, its Territories and possessions, as a result of floods, and the
attendant impairment of tie free flow of interstate and foreign trade and com
merce, by providing direct governmental insurance of certain flood risks or by
muting Insurance of sueh risks available through private insurance companies
by means of governmental reinsurance.
FUNCTIONS

Ssc S. ta) Tt> carry out the purposes of this Act, the head of whichever
aseenHve- department or agency is designated by the President to administer
tbia Act t hereiaartw referred to as "the Administrator") is authorized to pro
vide, upon the payment of such premiums and sub.1ect to snch terms and condi
tions as he nmy establish, either insurance or reinsurance, or both insurance and
reinsurance, against damage to or loss of privately owned real property, including
commetvial, industrial, and residential property and privately owned business
inviwivtrtaa, dwe k> any rle-od as defined hy the Administrator (including damage
due t»\ nun tcan<~dri\<Ni tides and tidal waves, and other high-water damage
ftwm wther salt ox frosh water) <v<r»rrin,* within the limit* of the United States,
H> Ywritxvtw and yvvssossicflfts, with snch ircncrsl executions as the Administra
te tv>».\ deeut *d> isahhv, whenever in the opinion «f the Administrator snch
im»wv*m>v ,\v tva»sw*»,v canncs be obtained at reasonable rates or upon reasonat\>e cw>.tiii.\n* rss^» ajvprox-eJ companies amiboriBed re do insurance business in
any StatA Wwrwiviry, or yvissessao* of the iSnitod Stare* : Jh-oridf-i, That snch prog,r*w v< \*>»t**>nV shatt he sie a.Snvsr.wirec'efi a* not re serve as an inducement for
WK\\av>**to.* a^wtsatv* vsf <*e»li»os la areas which are ssjhject to recurring
•Xssts.
,h\ Vbe AAmw»*irotv<r- sibaV. rV<ws rime re time proscribe *1) premium rates
fc\v o*,> t.\>v vw <i)m«*>hv *»4 «iir retf&swK^ce %-hich he shall make available
WV«,Vv> *>iili,Mu.\ ,•>» ,h>* Act f.v. e»c>. txpe «r class «f jsrjgwrry to be insured,
*wA vi^ »>>,* <w»>i *>>^ ,v».J\\" ».•** usr-Aes whv* *»£ ta»e *re*s and subdivisions
\»**>\vi \\ ,«>>."« %•>,.,* e*,-* -!i*fe stbai; be ^ervjiNcah)* At so.-* rare* shall be based
viosm^v *» yw.ft.Mj.wKw- vfcv** ,Nvwa*&eir* ; >at. oS :be r**s 'jcx-o?ve£ and shall to the
s\\,\\«i *>i»,syi yvv«!,>< !.>»S>e >;> she Aflm-'-ihs. ?».♦«■ be aifcvjtisre Tc e.">v*r all adminio-, ,.m ,w *,.., ,i,s..v.,.i» .a.-vmvsws i.vi>art»j. op.v .bts Vs as «*2 as reserves for
^,\4*sJ>>. V»«,v>. ';,Jsv VAr>'»)<N, -*'.v my> >yV>T?W n*- *>V^h*)T|<!e with any State
>* *v
s< •». i»^.i isv ,w».»»'vn«,»v ,v i^vjwo « *'tf> aajt -ytrecsne corporation
>y j,v>ss^,,i,W( ,»(n»\v •> .be *•-;. ,n$ ,v i>tM»i -viv>e asalKSt jttyywuj X'iss within
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the United States such loss experience and other information as may be neces
sary for the establishment of such premium rates.
(c) The Administrator shall by regulation provide for the determination of
(1) the types and location of property with respect to which insurance and/or
reinsurance shall be granted, (2) the nature and limits of loss or damage in any
area or subdivision thereof which may be covered by such insurance or reinsur
ance, (3) rates, terms, and conditions of such insurance or reinsurance, and
(4) such other matters as may be necessary to carry out the purposes of this
Act. The Administrator may decline such applications and risks and may es
tablish from time to time such regulations with respect to the classification,
limitation, and rejection of applications and risks as he shall deem advisable
in order to carry out the purposes of this Act.
(d) In providing insurance and/or reinsurance, the Administrator may by
contract arrange for the financial participation of any person or company
authorized to do insurance business in any State of the United States in the
underwriting of risks assumed, and for their proportionate participation is
premiums and in any profits or losses realized or sustained. The Administrator
shall utilize the facilities and services of private insurance companies, estab
lished insurance agents and brokers, and established insurance adjustment
organizations to the fullest extent possible, consistent with minimum cost of
providing insurance protection.
(e) The aggregate amount of insurance issued by the Administrator covering
the loss of or damage to any single piece of real property shall not exceed
$250,000. No claim shall be approved in an aggregate amount which exceeds
the actual cash value or the cost of replacing, repairing, or rebuilding the
damaged property with material of like kind and quality (less depreciation at
the time of damage) , whichever is lower : Provided, That the approved amount
of any claim shall be reduced by $300 plus 10 per centum of the remainder, or
by such larger amount or percentage as may be prescribed by the Administrator
in the insurance contract. The Administrator shall prescribe such regulations
applicable to reinsurance as he may deem appropriate to give effect to the intent
of the limitations in this subsection. The Administrator may from time to
lime prescribe such regulations regarding coverage available to subsidiary
and affiliated corporations as he shall deem appropriate to effectuate the
purpose of this subsection.
(f ) The Administrator, on and after the first day of the sixth month follow
ing the enactment of this Act, may provide insurance or reinsurance in an
aggregate amount not to exceed $500,000,000 outstanding and in force at any
one time, which limit may be increased, with' the approval of the President, by
further amounts of $500,000,000 each on July 1, 1957, and July 1, 1958.
FINANCING

Sec. 4. (a) To carry out the functions authorized by this Act, there is author
ized to be established in the Treasury of the United States a National Flood
Insurance Fund (referred to hereinafter as the "Fund"). The capital of the
Fund shall consist of such amounts as may be advanced to it from appropri
ations. Such sums as may be required are authorized to be appropriated with
out fiscal year limitations for the purposes of the Fund.
(b) Advances shall be made to the Fund from the appropriations made there
for only when requested by the Administrator, with the approval of the Presi
dent. The Administrator shall pay into miscellaneous receipts of the Treasury,
at the close of each fiscal year, interest on such advances at a rate determined
by the Secretary of the Treasury, taking into consideration the average rate on
outstanding interest-bearing marketable public-debt obligations of the United
States.
(c) Premiums paid to the Administrator for insurance and reinsurance
under this Act, interest earned on investments of the Fund, and receipts from
any other operations under this Act, including salvage operations, shall be
credited to the Fund. The Fund shall be available for the payment of liabil
ities under such insurance and reinsurance and for payment of all expenses
of the Administrator under this Act.
(d) Whenever any capital in the fund is determined by the Administrator to be
in excess of its current needs, such capital shall be credited to the appropriation
from which advanced where it shall be held for future advances. After liquida
tion of all outstanding advances, any cash in excess of current needs may be
invested or reinvested by the Administrator in interest-bearing obligations of
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the United States or in obligations guaranteed as to interest and principal by
the United States. The proceeds from the sale or redemption of the obligations
held by the Administrator pursuant to this Act shall be credited to the Fund.
PAntOI OF CLAIMS

Sec. 5. Under such regulations as the Administrator may prescribe, he shall
adjust and pay valid claims either directly or through agents for losses covered
by insurance and reinsurance under this Act The Administrator shall collect
from participating insurance companies such amounts as they may be obligated
to contribute toward such losses.
COORDINATION WITH OTHER PROGRAMS

Sec. 6. (a) In carrying out the functions authorized in this Act, the Admin
istrator shall consult with other agencies of the Federal Government and inter
state, State, and local agencies having responsibilities for flood-control and
flood-damage prevention in order to assure that the insurance facilities offered
are consistent with the programs of such agencies, and shall utilize the facilities
and services of these and other public agencies to the fullest extent possible.
(b) No insurance or reinsurance shall be issued (1) for risks eligible for
insurance provided by other Federal programs, or to the extent that coverage
Is available on reasonable terms from other private or public sources, or (2) for
properties whose use is in conflict with State or local flood zoning laws.
(c) Any department or agency of the Federal Government engaged in making
direct loans or advances, or in participating in, insuring, or guaranteeing loans
made by private lending institutions, for the construction, modernization, repair,
or purchase of property eligible for insurance under this Act may require as a
condition for such future financial assistance that such property be insured
against flood damage to the extent such insurance is available.
INSURANCE ADVISORY COMMITTEE

Sec. 7. The Administrator shall appoint an advisory committee, consisting of
not less than six individuals experienced in the writing of insurance against
property loss, to advise him with respect to the execution of his functions
pursuant to this Act
[S. 2862, 84th Cong., 2d eeSB.]
A BILL To provide for an experimental national flood Indemnity and reinsurance program,
and for other purposes
Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That this Act may be cited as the "National
Flood Indemnity Act of 1956".
CONGRESSIONAL FINDINGS AND DECLARATION OF PURPOSE

Sec. 2. The Congress hereby finds and declares that the recurrence of dis
astrous floods in the United States interferes with the production of goods and
furnishing of services, impairs the free flow of interstate and foreign trade and
commerce, causes widespread hardship and economic distress, and has a general
adverse effect on the Nation's welfare. The Congress hereby further finds and
declares that at present there is not generally available to the people of the
United States any program through private enterprise which is adequate to pro
vide reimbursement for damage to and loss of property as a result of such floods.
It is therefore the purpose of this Act to promote the national welfare by
(1) making available, in cooperation with the various States, a program of in
demnities with respect to certain types of property damaged or lost as a result
of floods and (2) making available a program of reinsurance by the Federal
Government of private insurers who underwrite certain flood risks.
definitions
Sec. 3. As used in this Act the term—
(a) "Administrator" means the Housing and Home Finance Administrator;
(b) "Person" means an individual or group of indviiduals, corporation, part
nership, association, or any other organized group of persons, including State and
local governments and agencies thereof ;

(c) "Real property" means land. Interests in land, and Improvements on land
which are permanently affixed to the land ;
(d) "Insurable interest" means any right, title, interest, or other property
right, legal or equitable, in and to property and any other interest, benefit, or
advantage with respect to property which, in the determination of the Adminis
trator, is an insurable interest for the purpose of this Act by reason of being of
such nature that any loss or destruction of or damage to such property would
result in an immediate and direct pecuniary loss to the person having such other
interest, benefit, or advantage ; and
(e) "United States", when used in a geographical sense, means the several
States, the Ditsrict of Columbia, the Territories of Alaska and Hawaii, the Com
monwealth of Puerto Bico, and all other territories of the United States.
(f ) "State" includes the several States, the District of Columbia, the Terri
tories of Alaska and Hawaii, the Commonwealth of Puerto Rico, and all other
Territories of the United States.
TITLE I—INDEMNITIES
Sec. 101. Subject to the provisions of this Act and such terms and conditions
as the Housing and Home Finance Administrator may prescribe, the Adminis
trator is hereby authorized to issue indemnity contracts obligating the United
States to indemnify persons for damage to or loss of real property, business in
ventories, stored agricultural commodities, household effects, and such other
personal property as he may determine, as a result of floods occurring within
the limits of the United States. For purposes of this Act, the term "flood" shall
include rising water caused by tide, wind, or rain and shall have such further
meaning as prescribed by regulation of the Administrator.
Sec. 102. Indemnity contracts issued under this Act shall be subject to the
payment of fees established by the Administrator. Such fees shall be based on
consideration of the risks involved and the desirability in the public interest
of providing indemnity protection at reasonable cost, and shall be uniform
throughout the United States for similar risks : Provided, That in establishing
such fees the Administrator shall set up "estimated rates" which would be
necessary to provide adequate reserve to pay all claims for losses over a reason
able period of years : And provided further. That no indemnity contract shall be
issued for a fee less than 60 per centum of such "estimated rate", nor unless the
State, in which the property covered by the indemnity contract is located, has
paid into the Federal Flood Indemnity Fund (hereinafter created), to the extent
of such contract, an amount equal to 50 per centum of the difference between
the fee so charged and the "estimated rate". The United States shall pay into
such fund an amount equal to the State's contribution, for each indemnity con
tract issued, appropriations for which are hereby authorized. All administra
tive expenses of the Federal Government under this Act shall be paid from funds
appropriated by the Federal Government as authorized in section 304.
Sec. 103. The Administrator shall, by regulation, provide for the determination
of (1) the types and location of property with respect to which indemnities shall
be provided ; (2) the nature and limits of losses or damage which may be covered
by such indemnity contracts; (3) the fees, terms, and conditions of such indem
nity contracts; and (4) such other matters as may be necessary to carry out the
purposes of this Act. The Administrator may decline any application or risk
and may issue from time to time such regulations with respect to the classifica
tion, limitation, and rejection of risks, and such regulations regarding coverage
available to joint owners and subsidiary and affiliated corporations as he shall
deem appropriate to effectuate the purposes of this Act.
Sec. 104. No indemnity shall be provided under this Act, (1) to any person
without an insurable interest in the property covered ; or (2) if Insurance cover
ing such property from the risk of floods is obtainable at reasonable rates and
upon reasonable conditions from companies authorized to carry on insurance
business in any State or if such insurance is provided by any public program.
Sec. 105. No indemnity contract or contracts shall be issued to any person
obligating the United States in exces of $250,000 in the aggregate. The approved
amount of any claim under an indemnity contract shall be reduced by $300, plus
10 per centum of the remainder, or by such larger amount or percentage as may
be prescribed in the indemnity contract.
Sec. 106. The aggregate amount of obligations under indemnity contracts
outstanding and in force at any one time under this title rhall not exceed
$1,900,000,000, except that, with the approval of the President, such aggregate
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amount may be increased by not to exceed $1 ,000,000,000. Within the limitations
herein prescribed, the Administrator shall from time to time determine the
aggregate amount of such obligations which may be outstanding and in force
under this title, at any one time, in particular geographical ureas (if the United
States, taking into account the needs of persons in such areas for such in
demnity protection.
TITLE II—REINSURANCE
Sec. 201. The Administrator is authorized to provide reinsurance of insurance
companies, under any plan or plans of reinsurance, as he determines will best
effectuate the purpose of this Act, against loss on account of insurance issued
by such companies against damage to or loss of real or personal property, due
to floods occurring within the United States, as may be necessary to enable
such companies to provide such insurance where it would otherwise he un
available.
Sec. 202. The Administrator shall prescribe premium rates for the reinsur
ance he makes available under authority of this Act and the terms and condi
tions under which, and the areas and subdivisions thereof within which, each
rate shall be applicable. All such rates shall be based ui«>n consideration of the
risks involved and shall be adequate, in the judgment of the Administrator, to
: cover all claims for losses under reinsurance agreements over a reasonable pe
riod of years. All such rates shall be uniform throughout the United States
for similar risks.
Sec. 203. The Administrator may by regulation provide for the determination
of (1) the types of property with respect to which reinsurance will be granted,
(2) the maximum premium rate permissible to be charged for any policy of in
surance reinsured under the provisions of this Act, (3) the nature and limits of
losses or damage which may be covered by such policies; (4) provisions which
must be contained in such policies, and (5) such other matters as may be
necessary to carry out the purposes of this title.
Sec. 204. Reinsurance shall be provided by the Administrator under this Act
only to the extent that it is not otherwise available at reasonable rates and upon
reasonable conditions from private sources.
Sec. 205. The aggregate amount of reinsurance outstanding and in force
at any one time under this title shall not exceed $100,000,000.
TITLE III—ADMINISTRATION AND FINANCING
FEDERAL FLOOD INDEMNITY ADMINISTRATION

Sec. 301. (a) There is hereby established a Federal Flood Indemnity Admin
istration as a constituent unit in the Housing and Home Finance Agency at the
head of which shall lie a Commissioner, appointed by the Administrator, who
shall be paid at the same basic rate of compensation established for the Com
missioners of the other constituents of the Housing and Home Finance Agency.
(b) Section 101 of the Government Corporation Control Act, as amended, is
hereby amended by inserting the words "Federal Flood Indemnity Administra
tion," after the words "Federal Housing Administration".
(c) In the performance of, and with respect to, the functions, powers, and
duties vested in him by this Act, the Administrator, notwithstanding the provi
sions of any other law, shall maintain an integral set of accounts which shall be
audited annually by the General Accounting Office in accordance with the prin
ciples and procedures applicable to commercial transactions as provided by the
Government Corporation Control Act, as amended, and no other audit shall be
required : Provided, That such financial transactions of the Administrator as the
Issuing of indemnity contracts and the making of reinsurance agreements, and
vouchers approved by the Administrator in connection with such financial trans
actions, shall be final and conclusive upon all officers of the Government.
FINANCING

»eo. 302. (a) To carry out the functions authorized by this Act, the Administra
tor shall establish a Federal Flood Indemnity Fund and a Federal Flood Rein
surance Fund. All indemnity fees and all payments by the Federal Government
. and by States pursuant to section 102 of this Act shall be deposited in the Federal
Flood Indemnity Fund. AH reinsurance premiums collected under section 202
of this Act shall be deposited in the Federal Flood Reinsurance Fund. Moneys in
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both such funds may be invested in obligations of the United States or in obliga
tions guaranteed as to principal and interest by the United States. Such obliga
tions may be sold and the proceeds reinvested as provided herein if deemed
advisable by the Administrator. Income from such investment and proceeds
from properties acquired under this Act shall lie deposited in the respective funds.
Sec. 303. In order to finance activities under this Act, the Administrator is
authorized to issue to the Secretary of the Treasury, from time to time, notes and
other obligations in an amount not exceeding $500,000,000 outstanding at any one
time. Such obligations shall be in such forms and denomiations, have such
maturities, and be subject to such terms and conditions, as. may be prescribed by
the Administrator with the approval of the Secretary of the Treasury. Such
notes or other obligations shall bear interest, at a rate determined by the Secretary
of the Treasury, taking into consideration the current average rate on outstand
ing marketable obligations of the United States of comparable maturities as of
the last day of the month preceding the issuance of such notes or obligations.
The Secretary of the Treasury is authorized and directed to purchase any notes
and other obligations of the Administrator to be issued hereunder and for such
purpose the Secretary of the Treasury is authorized to use as a public debt trans
action the proceeds from the sale of any securities issued under the Second Lib
erty Bond Act, as amended, and the purposes for which securities may be issued
under such Act as amended, are extended to include any purchase of such notes
and obligations. The Secretary of the Treasury may at any time sell any of the
notes or other obligations acquired by him under this section. All redemptions,
purchases, and sales by the Secretary of the Treasury of such notes or other obli
gations shall be treated as public debt transactions of the United States. Funds
borrowed under this section shall be deposited in such proportions as the Admin
istrator deems advisable in the Federal Flood Indemnity Fund and the Federal
Flood
■*Sec. Reinsurance
304. Moneys Fund.
in the Federal Flood Indemnity Fund and in the Federal
Flood Reinsurance Fund may be used for the following purposes as deemed
necessary by the Administrator: (1) to pay from the Federal Flood Indemnity
Fund approved claims for losses under indemnity contracts and other expenses
incurred under title I of this Act, and (2) to pay from the Federal Flood Rein
surance Fund approved claims under reinsurance agreements and other expenses
incurred under title II of this Act, and (3) to pay to the Secretary of the
Treasury sums borrowed from him, with interest, in accordance with the pro
visions of section 303 of this title: Provided, That no administrative expenses
<>f the Federal Government shall be paid from either of such funds. There is
hereby authorized to be appropriated such sums as may be necessary for admin
istrative expenses of the Federal Government under this- Act.
Sbk. 305. In the event that the Administrator in unable to pay any valid
claim under any indemnity contract or any reinsurance agreement, the Secre
tary of the Treasury shall pay the amount thereof which is hereby authorized
to be appropriated out of any money in the Treasury not otherwise appropriated.
TITLE IV—GENERAL PROVISIONS
PARTICIPATION BY PRIVATE COMPANIES AND PUBLIC AGENCIES

Sec. 401. The Administrator shall encourage the maximum participation of
private companies in providing indemnities and reinsurance under this Act.
Notwithstanding the provisions of any other law, the Administrator is au
thorized and directed to utilize the facilities and services of other public agencies
or private insurance companies and of established insurance agents and brokers
and established insurance adjustment organizations to the maximum extent
which he shall deem practicable and consistent with providing such protection
at minimum cost and he may arrange and contract for payment of reasonable
compensation for such services. The Administrator is hereby authorized to
enter into agreements with private companies prescribing their respective rights
and obligations and providing for any such company to act as underwriting
agent or claim agent or both on behalf of the Administrator.
Sec. 402. The Administrator shall from time to time consult with representa
tives of the insurance industry and shall make continuing studies and investiga
tions for the purpose of developing methods for expanding the reinsurance
program and for facilitating the ultimate assumption of all flood risks by private
insurance carriers.
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Sec. 403. On or before January 3, 1961, the Administrator shall transmit a
report to the President, for submission to the Congress, on the functions, organiza
tion, and accomplishments under this Act, including information on the extent
to which private insurance companies have participated in the indemnity and rein
surance programs established under the Act. This report shall contain such
recommendations as the Administrator deems appropriate including, however,
either (1) a recommendation for such legislation as may be necessary for the
termination of the Government programs under this Act and an assumption
of flood risks t>y private insurance companies or (2) an explanation as to why
such legislation at that time would not be feasible or desirable.
PAYMENT OF CLAIMS

Sec. 404. (a) Under such regulations as the Administrator may prescribe he
shall adjust, compromise, and pay claims, either directly or through agents, for
losses covered by indemnity contracts and reinsurance agreements under this
Act. No claim shall be approved in an aggregate amount which exceeds the
actual cash value of the damaged or lost property or the cost of replacing, repair
ing, or rebuilding the said property with material of like kind and quality (less
depreciation at the time of damage or loss), whichever is lower.
(b) Upon disallowance of any claim or upon refusal of a claimant to accept
the amount allowed by the Administrator, the claimant, withon one year after
the date of mailing notice of disallowance or partial disallowance by the Ad
ministrator, may institute an action against him on such claim in the United
States District Court for any district in which the property covered or a part
thereof is situated. The Administrator shall appoint one or more agents within
the jurisdiction of each United States District Court upon whom service of process
can be made in any action instituted under this section. Exclusive jurisdiction is
hereby conferred upon such courts, sitting without juries, to hear and determine
such actions without regard to the amount in controversy.
COORDINATION WITH OTHEB PROGRAMS

Sec. 405. (a) In carrying out the functions authorized in this Act, the Admin
istrator may consult with other agencies of the Federal Government and inter
state, State, and local public agencies having responsibilities for land-use and
flood control and for flood-zoning and flood-damage prevention in order to as
sure that the indemnity and reinsurance facilities offered are consistent with the
programs of such agencies. Where the program of the Administrator may affect
existing or proposed flood control works under the jurisdiction of agencies of the
Federal Government these agencies shall cooperate with the Administrator in co
ordinating their respective programs. The Secretary of Agriculture and the
Administrator shall coordinate the administration of their respective programs
relating to flood indemnities, insurance, and reinsurance for agricultural com
modities.
(b) The Administrator may receive from, or exchange with, any State insur
ance commission or agency or any private corporation or association experienced
in the problems of indemnities, insurance, or reinsurance, such information as
may be helpful in the establishment of indemnity fees and reinsurance premiums
and the administration of the programs authorized under the provisions of this
ADDITIONAL POWERS

Sec. 406. For the purpose of carrying out functions under this Act the
Administrator may—
(a) sue or be sued;
(b) notwithstanding the provisions of any other law and without regard
to sections 3648 and 3709 of the Revised Statutes, as amended (31 U. S. C.
529 and 41 U. S. C. 5), and section 322 of the Act of June 30, 1932 (47 Stat.
412, as amended (40 U. S. O. 278a) ) , enter into and perform contracts, leases,
cooperative agreements, or other transactions, on such terms as he may
deem appropriate, with any agency or instrumentality of the United States,
or with any State or agency or political subdivision thereof, or with any
person, firm, association, or corporation and consent to modification thereof,
and make advance or progress payments in connection therewith ;
(c) notwithstanding the provisions of any other law and without regard to
sections 3648 and 3709 of the Revised Statutes, as amended (31 U. S. O.
529 and 41 U. S. C. 5), and section 322 of the Act of June 30, 1932 (47
Stat. 412, as amended (40 U. S. C. 278a)), by purchase, lease, or donation
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acquire such real and personal property and any interest therein, make
advance or progress payments in connection therewith, and hold, use,
maintain, insure against loss, sell, lease, or otherwise dispose of such
real and personal property as the Administrator deems necessary to carry
out the purposes of the Act ;
(d) appoint, pursuant to civil service laws and regulations, such officers,
attorneys, and employees as may be necessary to carry out the purposes of
this Act ; fix their compensation in accordance with the provisions of the
Classification Act of 1949, as amended ; define their authority and duties ;
require bonds from such of them as may be necessary ; and delegate to them
and authorize successive redelegations by them of such of the powers vested
in him by this Act as he may determine ;
(e) notwithstanding the numerical limitation in section 505 of the Clas
sification Act of 1949, as amended, the Administrator may establish and
place one position in grade GS-17 and two positions in grade GS-16 in carry
ing out the functions vested in him by this Act, which positions shall be in
addition to any positions presently allocated to the Housing and Home
Finance Agency under said section 505 ;
(f) conduct researches, surveys, and investigations relatings to flood
indemnities and reinsurance and assemble data for the purpose of estab
lishing fees and premiums for flood indemnities and reinsurance under
this Act ;
(g) issue such rules and regulations as he deems necessary to carry out
the purposes of this Act ; and
(h) exercise all powers specifically granted by the provisions of this Act
and such incidental powers as are necessary to carry out the purposes of
this Act.
EXEMPTIONS OF CLAIMS FROM LEVY

Sec. 407. Claims under any indemnity contract or reinsurance agreement under
this Act shall not be liable to attachment, levy, garnishment, or any other legal
process before payment to the insured, or to deduction on account of the indebted
ness of the insured or his estate to the United States except claims of the United
States arising under this Act.
RESERVATION OF RIGHTS IN REAL ESTATE ACQUIRED

Sec. 408. The acquisition by the Administrator of any real property pursuant
to this Act shall not deprive any State or political subdivision thereof of its civil
or criminal jurisdiction in and over such property or impair the civil rights under
the State or local law of the inhabitants on such property.
TAXATION

Sec. 409. Nothing in this Act shall be construed to exempt any real property,
acquired and held by the Administrator in connection with the payment of any
claim under this Act, from taxation by any State or political subdivision thereof,
to the same extent, according to its value, as other real property is taxed.
SEPARABILITY OP PROVISIONS

Sec. 410. If any provision of this Act or the application of such provision to
any person or circumstances, shall be held invalid, the remainder of the Act and
the application of such provision to any person or circumstance other than those
to which it is held invalid shall not be affected thereby.
[S. 2862, 84th Cong., 2d sess.]
AMENDMENT (In the nature of a substitute) intended to be proposed by Mr. Bush to the
bill (S. 2862) to provide for an experimental national flood indemnity and reinsurance
Srogram, and for other purposes, viz : Strike out all after the enacting clause and insert
i lieu thereof the following :
That this Act may be cited as the "National Flood Indemnity Act of 1956".
CONGRESSIONAL FINDINGS AND DECLARATION OF PURPOSE

Sec. 2. The Congress hereby finds and declares that the recurrence of floods
in the United States impairs the free flow of interstate and for-'ifin trade and
commerce, causes wid^sprerd hardship and economic distress, and has a gen
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eral adverse effect on the Nation's welfare. The Congress hereby further finds
and declares that at present there is not generally available to the people of
the United States any program through private enterprise which is adequate to
provide reimbursement for damage to and loss of property as a result of such
floods. It is therefore the purpose of this Act to promote the national welfare by
(1) making available, in cooperation with the various States, a program of in
demnities with respect to certain types of property damaged or lost as a result
of floods and (2) making available a program of reinsurance by the Federal
Government of private insurers who underwrite certain flood risks.
i.

DEFINITIONS

Sec. 3. As used in this Act the term—
(a) "Administrator" means the Housing and Home Finance Administrator;
(b) "Person" means an individual or group of individuals, corporation, part
nership, association, or any other organized group of persons, including State
and local governments and agencies thereof ;
(c) "Real property" means land, interests in land, and improvements on
land w;hich are permanently affixed to the land ;
(d) "Insurable interest" means any right, title, interest or other property
right, legal or equitable, in and to property and any other interest, benefit, or
advantage with respect to property which, in the determination of the Adminis
trator, is an insurable interest for the purpose of this Act by reason of being of
such nature that any loss or destruction of or damage to such property would
result in an immediate and direct pecuniary loss to the person having such other
interest, benefit or advantage :
(e) "United States", when used in a geographical sense, means Ihe several
States, the District of Columbia, the Territories of Alaska and Hawaii, the
Commonwealth of Puerto Rico and other Territories and possessions of the
United States; and
(f) "State" includes the several States, the District of Columbia, the Terri
tories of Alaska and Hawaii, the Commonwealth of Puerto Rico and other
Territories and possessions of the United States.
TITLE I—INDEMNITIES
Sec. 101. (a) Subject to the provisions of this Act and such terms and condi
tions as he may prescribe, the Administrator is hereby authorized to issue in
demnity contracts obligating the United States to indemnify persons for damage
■to or loss of real property, business inventories, stored agricultural commodi
ties, household effects and such other personal property as he may determine,
as a result of floods occurring within the limits of the United States. For pur
poses of this Act, the term "flood" shall include rising water caused by tide, wind,
or rain and shall have such further meaning as prescribed by regulation of the
.Administrator.
(b) Indemnity contracts shall be issued only with respect to property in
those States which participate in the program as hereinafter provided.
Sec. 102. An indemnity contract shall be issued under this Act only upon the
payment of a fee by the person indemnified and the payment of a contribution,
to the extent hereinafter required, by the State in which the property is located.
Such fees shall be established by the Administrator and shall be based on con
sideration of the risks involved and the desirability in the public interest of pro
viding indemnity protection at reasonable cost, and shall be uniform throughout
the United States for similar risks. In establishing such fees the Administrator
shall set up "estimated rates" which would be necessary in his judgment to pay
all claims for probable losses over a reasonable period of years : Proviilvil, That
no indemnity contract shall be issued for a fee less than 60 per centum of such
"estimated rate", nor unless the State, in which the property covered by the
indemnity contract is located, has paid into the Federal Flood Indemnity Fund
(hereinafter created) an amount equal to 50 per centum of the difference between
the fee so charged and the "estimated rate". The Administrator shall pay into
such fund an amount equal to the State's contribution, for each indemnity con
tract issued. All administrative expenses of the Federal Government under this
\ct shall be paid from funds appropriated by the Federal Government.
Sec. 103. The Administrator shall, by regulation, determine (1) the types and
location of property with respect to which indemnities shall be provided; (2)
the nature and limits of losses or damage which may be covered by such indem
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nity contracts; (3) the fees, terms, and conditions of such indemnity contracts;
and (4) such other matters as may be necessary to carry out the purposes of
this Act. The Administrator may decline any application or risk and may issue
from time to time such regulations with respect to the classification, limitation,
and rejection of risks, and such regulations regarding coverage available to
joint owners and subsidiary and affiliated corporations as he shall deem appro
priate to effectuate the purposes of this Act. In exercising authority under this
section, the Administrator shall give consideration to any possible inducement
which the indemnity program may have to the acquisition, maintenance or loca
tion of property in areas which are subject to frequently recurring floods.
Sec. 104. No indemnity contract shall be issued under this Act, (1) if flood
coverage, for the property involved, is obtainable at reasonable rates and upon
reasonable conditions from private insurance companies or under any public
program, or (2) to any person unless he has an insurable interest in the property
to be covered.
Sec. 105. No indemnity contract or contracts shall be issued to any person
in excess of $250,000 in the aggregate. No claim under any indemnity contract
shall be approved in an aggregate amount which exceeds the actual cash value
of the damaged or lost property or the cost of replacing, repairing, or rebuilding
the said property with material of like kind and quality (less depreciation at
the time of damage or loss), whichever is lower: Provided, That the approved
amount of any claim under an indemnity contract shall be reduced by $300, plus
10 per centum of the remainder, or by such larger amount or percentage as may
be prescribed in the indemnity contract.
Sec. 106. The aggregate amount of obligations under indemnity contracts out
standing and in force at any one time under this title shall not exceed $1,900,000,000, which limit may be increased, with the approval of the 'President, by
further amounts not to exceed $1,000,000,000 in the aggregate. Within the limi
tations herein prescribed, the Administrator shall from time to time determine
the aggregate amount of such obligations which may be outstanding and in force
under this title, at any one time, in any State, taking into account the needs of
persons in such States for such indemnity protection.
TITLE II—REINSURANCE
Sec. 201. The Administrator is authorized to provide reinsurance of insur
ance companies, under any plan or plans of reinsurance, as he determines will
best effectuate the purpose of this Act, against loss on account of insurance issued
by such companies against damage to or loss of real or personal property, due
to floods occurring within the United States, as may be necessary to enable such
companies to provide such insurance where it would otherwise be unavailable.
Sec. 202. The Administrator shall prescribe premium rates for the reinsurance
he makes available under authority of this Act and the terms and conditions
under which, and the areas and subdivisions thereof within which, each rate
shall be applicable. All such rates shall be based upon consideration of the risks
involved and shall be adequate, in the judgment of the Administrator, to cover
all claims for losses under reinsurance agreements over a reasonable period of
years. All such rates shall be uniform throughout the United States for similar
risks.
Sec. 203. The Administrator may by regulation provide for the determination
of (1) the types of property with respect to which reinsurance will be granted,
(2) the maximum premium rate permissible to be charged for any policy of
insurance reinsured under the provisions of this Act, (3) the nature and limits
of losses or damage which may be covered by such policies, (4) provisions
which must be contained in such policies, and (5) such other matters as may
be necessary to carry out the purposes of this title.
Sec 204. Reinsurance shall be provided by the Administrator under this Act
only to the extent that it is not otherwise available at reasonable rates and upon
reasonable conditions from private sources.
Sec 205. The aggregate amount of reinsurance outstanding and in force at
any one time under this title shall not exceed $100,000,000.
TITLE III—ADMINISTRATION AND FINANCING
Sec 301. (a) To assist in carrying out the functions, powers, and duties
vested in him by this Act, the Administrator may appoint a Commissioner, and
the basic rate of compensation of such position shall be the same as the basic
69096—56—pt. 2
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rate of compensation established for the Commissioners of the constituents of
the Housing and Home Finance Agency.
(b) The provisions of the Government Corporation Control Act, as amended,
shall apply to the functions vested in the Administrator by this Act, to the same
extent as applicable to wholly owned Government corporations.
Sec. 302. There are hereby established a Federal Flood Indemnity Fund and
a Federal Flood Reinsurance Fund for use by the Administrator in carrying out
the functions authorized by this Act. All indemnity fees and all payments by
the Administrator and by States pursuant to section 102 of this Act shall be
deposited in the Federal Flood Indemnity Fund. All reinsurance premiums
collected under section 202 of this Act shall be deposited in the Federal Flood
Reinsurance Fund. Moneys in each fund, not needed for the current operations
of the Administrator under this Act, may be invested or reinvested by the Admin
istrator in all obligations which are lawful investments for fiduciary, trust, and
public funds of the United States : Provided, That there are no borrowings from
the Secretary of the Treasury, as authorized in section 303 of this Act, outstand
ing, with respect to the fund from which the investment or reinvestment is made.
Income from such investments and proceeds from properties acquired under this
Act shall be deposited in the respective funds.
Sec. 303. In order to finance activities under this Act, the Administrator is
authorized to issue to the Secretary of the Treasury, from time to time, notes
and other obligations in an amount not exceeding $500,000,000 outstanding at any
one time : Provided, That not more than $100,000,000 of such obligations shall be
issued prior to July 1, 1957, without the approval of the President. Such obliga
tions shall be in such forms and denominations, have such maturities, and be
subject to such terms and conditions, as may be prescribed by the Administrator
with the approval of the Secretary of the Treasury. Such obligations shall bear
interest at a rate determined by the Secretary of the Treasury, taking into con
sideration the average rate on outstanding interest-bearing marketable public
debt obligations of the United States. The Secretary of the Treasury is author
ized and directed to purchase any notes and other obligations of the Administrator
to be issued hereunder and for such purpose the Secretary of the Treasury, is
authorized to use as a public debt transaction the proceeds from the sale of any
securities issued under the Second Liberty Bond Act, as amended, and the pur
poses for which securities may be issued under such Act, as amended, are
extended to include any purchase of such notes and obligations. The Secretary
of the Treasury may at any time sell any of the obligations acquired by him
under this section. All redemptions, purchases, and sales by the Secretary of the
Treasury of such obligations shall be treated as public debt transactions of the
United States. Funds borrowed under this section shall be deposited in such
proportions as the Administrator deems advisable in the Federal Flood Indem
nity Fund and the Federal Flood Reinsurance Fund.
Sec. 304. Moneys in the Federal Flood Indemnity Fund and in the Federal
Flood Reinsurance Fund may be used for the following purposes as deemed
necessary by the Administrator: (1) to pay from the Federal Flood Indemnity
Fund approved claims for losses under indemnity contracts and other expenses
incurred under title I of this Act, and (2) to pay from the Federal Flood Rein
surance Fund approved claims under reinsurance agreements and other expenses
incurred under title II of this Act, and (3) to pay to the Secretary of the Treasury
sums borrowed from him, with interest, in accordance with the provisions of
section 303 of this title: Provided, That no administrative expenses of the
Administrator shall be paid from either of such funds.
Sec. 305. There is hereby authorized to be appropriated such sums as may be
necessary to carry out the purposes of this Act.
TITLE IV—GENERAL PROVISIONS
Participation by Private Companies and Public Agencies
. Sec. 401. The Administrator shall encourage the maximum participation of
private companies in the administration of the indemnity and reinsurance pro
grams under this Act. Notwithstanding the provisions of any other law, the
Administrator is authorized and directed to utilize the facilities and services of
other public agencies or private insurance companies and of established insurance
agents and brokers and established insurance adjustment organizations to the
maximum extent which he shall deem practicable and consistent with providing
such protection at minimum cost and he may arrange and contract for payment
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of reasonable compensation for such services, which shall be paid out of funds
appropriated for administrative expenses. The Administrator is hereby author
ized to enter into agreements with private companies prescribing their respective
rights and obligations and providing for any such company to act as under
writing agent or claim agent or both on behalf of the Administrator.
Sec. 402. The Administrator may from time to time consult with representa
tives of the various States to the extent he deems necessary to effectuate the
purposes of this Act. He may also from time to time consult with representa
tives of the insurance industry and shall make continuing studies and investiga
tions for the purpose of facilitating the ultimate assumption of all flood risks
by private insurance carriers.
Sec. 403. On or before January 3, 1961, the Administrator shall transmit a
report to the President, for submission to the Congress, on the functions, organ
ization, and accomplishments under this Act, including information on the extent
to which private insurance companies have participated in the indemnity and
reinsurance programs established under the Act. This report shall contain such
recommendations as the Administrator deems appropriate including, however,
either (1) a recommendation for such legislation as may be necessary for the
termination of the Government programs under this Act and an assumption of
flood risks by private insurance companies or (2) an explanation as to why such
legislation at that time would not be feasible or desirable.
PAYMENT OF CLAIMS

Sec. 404. (a) Under such regulation as the Administrator may prescribe he
shall adjust, compromise, and pay claims, either directly or through agents, for
losses covered by indemnity contracts and reinsurance agreements under this Act.
(b) Upon disallowance of any claim or upon refusal of a claimant to accept
the amount allowed by the Administrator, the claimant, within one year after
the date of mailing notice of disallowance or partial disallowance by the Admin
istrator, may institute an action against him on such claim in the United States
district court for any district in which the property covered or a part thereof
is situated. The Administrator shall appoint one or more agents within the
jurisdiction of each United States district court upon whom service of process
can be made in any action instituted under this section. Exclusive jurisdiction
is hereby conferred upon such courts, sitting without juries, to hear and deter
mine such actions without regard to the amount in controversy.
COORDINATION WITH OTHER PROGRAMS

Sec. 405. (a) In carrying out the functions authorized in this Act, the Admin
istrator may consult with other agencies of the Federal Government and inter
state, State, and local public agencies having responsibilities for land use and
flood control and for flood zoning and flood-damage prevention in order to assure
that the indemnity and reinsurance programs are consistent with the programs
of such agencies. Where the program of the Administrator may affect existing
or proposed flood-control works under the jurisdiction of agencies of the Federal
Government these agencies shall cooperate with the Administrator in coordi
nating their respective programs. The Secretary of Agriculture and the Admin- .
istrator shall coordinate the administration of their respective programs relating
to flood indemnities, insurance and reinsurance for agricultural commodities.
(b) The Administrator may receive from, or exchange with, any State insur
ance commission or agency or any private corporation or association experienced
in the problems of indemnities, insurance, or reinsurance, such information as
may be helpful in the establishment of indemnity fees and reinsurance premiums
and the administration of the programs authorized under the provisions of this
ActADDITIONAL POWERS

Sec. 406. For the purpose of carrying out functions under this Act the Ad
ministrator may:
(a) sue or be sued;
(b) without regard to sections 3648 and 3709 of the Revised Statutes, as
amended (31 U. S. C. 529 and 41 U. S. C. 5) and section 322 of the Act of
June 30, 1932 (47 'Stat. 412, as amended (40 U. S. 0. 278a) ), enter into and
perform contracts, leases, cooperative agreements, or other transactions, on
such terms as he may deem appropriate, with any agency or instrumentality
of the. United States, or with any State or agency or political subdivision
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thereof, or with any person, firm, association or corporation and consent
to modification thereof, and make advance or progress payments in connec
tion therewith ;
(c) without regard to sections 3648 and 3709 of the Revised Statutes, as
amended (31 U. S. C. 529 and 41 U. S. C. 5) and section 322 of the Act of
June 30, 1932 (47 Stat. 412, as amended (40 U. S. O. 278a)), by purchase,
lease, or donation acquire such real and personal property and any interest
therein, make advance or progress payments in connection therewith, and
hold, use, maintain, insure against loss, sell, lease, or otherwise dispose of
such real and personal property as the Administrator deems necessary to
carry out the purposes of the Act ;
(d) appoint, pursuant to civil service laws and regulations, such officers.
attorneys, and employees as may be necessary to carry cut the purposes
of this Act ; fix their compensation in accordance with the provisions of the
Classification Act of 1949, as amended ; define their authority and duties ;
require bonds from such of them as may be necessary ; and delegate to them
and authorize successive redelegations by them, of such of the powers vested
in him by this Act as he may determine :
(e) conduct researches, surveys, and investigations relating to flood in
demnities and reinsurance and assemble data for the purpose of establish
ing fees and premiums for flood indemnities and reinsurance under this Act :
(f) issue such rules and regulations as he deems necessary to carry out
the purposes of this Act ;
(g) exercise all powers specifically granted by the provisions of this Act
and such incidental powers as are necessary to carry out the purposes of this
Act.
RESERVATION OF RIGHTS IN REAL ESTATE ACQUIRED

Sec. 407. The acquisition by the Administrator of any real property pursuant
to this Act shall not deprive any State or political subdivision thereof of its civil
or criminal jurisdicton in and over such property or impair the civil rights under
the State or local law of the inhabitants on such property.
TAXATION

Sec. 408. Nothing in this Act shall be construed to exempt any real property,
acquired and held by the Administrator in connection with the payment of any
claim under this Act, from taxation by any State or political subdivision there
of, to the same extent, according to its value, as other real property is taxed.
SEPARABILITY OF PROVISIONS

Sec. 409. If any provision of this Act or the application of such provision to
any person or circumstances, shall be held invalid, the remainder of the Act
and the application of such provision to any person or circumstance other than
those to which it is held invalid shall not be affected thereby.

Sectional Analysis of S. 2862, National Flood Indemnity
Reinsurance Bill
Section 1—Short title
This section provides that the act may be cited as the "National Flood In
demnity Act of 1956."
Section 2—Congressional findings and declaration of purpose
In this section Congress makes a finding that the recurrence of disastrous
floods interferes with production, impairs the flow of commerce and causes
widespread economic distress. The Congress further finds that there is not
available through private sources any program to provide reimbursement for
the losses resulting from such floods. The Congress therefore proposes to pror
mote the general welfare by making available 2 programs— (1) a program
of flood indemnities in cooperation with the various States, and (2) a program
of reinsurance of private insurers who insure against flood risks.
Section 3—Definitions
This section defines the term "Administrator" to mean the Housing and Home
Finance Administrator and the term "person" to mean an individual or group
of individuals, corporation, partnership, association, or any other organized
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jo-oup of persons, including State and local governments and agencies thereof.
The section also defines the terms "real property," "insurable interest," "United
States," and "State" as used in the act.
TITLE I—INDEMNITIES

Section 101
This section authorizes the Administrator to issue indemnity contracts to -per
sons for damage to or loss of real property, business inventories, stored agri
cultural commodities, household effects, and such other personal property as
he may determine, resulting from floods. Floods are to be defined by the Ad
ministrator ; the term shall include, however, rising water caused by tide, wind,
or rain.
Section 102
This section provides for the payment of a fee by the person indemnified.
In general, the fees shall be established on consideration not only of the risks
involved but also the desirability of providing such protection at reasonable cost.
The fees shall be uniform throughout the United States for similar risks.
In establishing fees for indemnity contracts, the Administrator is required
to set up a schedule of "estimated rates," for different types of contracts, which
would be sufficient to establish an adequate reserve for the payment of claims
(but not administrative expenses). The fee charged the person indemnified
cannot be less than t>0 percent of the "estimated rate." The Administrator
may not issue any indemnity contract unless the State in which the property
is located has paid into the Federal Flood Indemnity Fund an amount equal to
50 percent of the difference between the fee charged and the "estimated rate."
The United States is required to match all State contributions for every in
demnity contract issued. Appropriations are authorized for the Federal con
tributions. This section also provides that all administrative expenses of the
Federal Government shall be paid out of funds appropriated by the Federal
Government.
Section 103
This section authorizes the Administrator to determine by regulation the types
and location of property and the nature and limits of damage or loss which may
be covered by indemnity contracts, as well as the fees, terms, and conditions of
such contracts. It also authorizes the Administrator to classify, limit, and
reject risks and to issue regulations concerning coverage available to joint owners,
and subsidiary, and affiliated corporations.
Section 10Jf
This section provides that no indemnity contract shall be provided if (1) the
person to be insured does not have an insurable interest in the property ; or if
(2) similar coverage is obtainable at reasonable rates and upon reasonable
conditions from private companies or is obtainable under any other public
program.
Section 105
This section provides that the maximum coverage in favor of any one person
(as defined in the act), under one or more indemnity contracts, shall be $250,000.
Each indemnity contract shall be subject to a co-insurance provision under which
the amount of any valid claim would be reduced by $300 plus 10 percent of the
remainder of the claim or by such larger amount and/or percentage as the
Administrator may determine.
Section 106
This section provides that the liability of the United States under indemnity
contracts in force at any one time shall not exceed $1,900 million. The President
may increase this amount by not to exceed $1 billion. The Administrator may
determine the aggregate amount which may be in force at any time in particular
geographical areas.
\

TITLE EC

EEINSUBANCE

Section 201
This section authorizes the Administrator to reinsure private insurance
companies against loss on account of insurance, issued by such companies against
flood risks, covering real or personal property. The Administrator is authorized
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to select the plan or plans of reinsurance which he believes will best effectuate
the purposes of the act. Reinsurance is to be provided only where such insur
ance would not otherwise be available.
Section 202
This section authorizes the Administrator to prescribe premium rates for
reinsurance made available under the act. The premium rates shall be based
on the risks involved and must be adequate, in the judgment of the Administrator,
to establish a reserve for all losses. No consideration shall be given to adminis
trative expenses in establishing such rates. The rates shall be uniform through
out the United States for similar risks.
Section 203
This section authorizes the Administrator to issue regulations pertaining to
reinsurance. He is given specific authority to determine by regulation the terms
and conditions of policies of insurance against flood risks, which are to be issued
by private companies who are reinsured under the act, including (1) the types
of property to be covered, (2) the maximum premium rate to be charged, and
(3) the nature and limits of losses to be covered.
Section 204
Under this section the Administrator Is prohibited from providing reinsurance
when it is available at reasonable rates and upon reasonable terms from private
sources.
Section 205
This section provides that reinsurance in force at any one time shall not exceed
$100 million.
TITLE III

ADMINISTRATION AND FINANCING

Section 301—Federal Flood Indemnity Administration
Subsection (a) establishes in the Housing and Home Finance Agency a new
constituent unit to be known as the Federal Flood Indemnity Administration.
The new unit is to be headed by a Commissioner appointed by the Administrator,
who is to receive the same rate of compensation as the commissioners of other
constituents of this Agency.
Subsection (b) makes the Federal Flood Indemnity Administration subject to
the Government Corporation Control Act, as amended, in the same manner as
wholly owned corporations.
Subsection (c) provides that the Administrator, in carrying out his functions
under the act, shall maintain an integral set of accounts which shall be audited
annually by the General Accounting Office in accordance with the principles and
procedures applicable to commercial transactions, as provided by the Government
Corporation Control Act, as amended. It provides further that no other audit
shall be required. Certain financial transactions of the Administrator, such as
the issuance of indemnity contracts, and the making of reinsurance agreements,
and the approval of vouchers by the Administrator in connection with such
financial transactions are made final and conclusive on all officers of the Govern
ment.
Section 302—financing
This section authorizes the Administrator to establish a Federal flood in
demnity fund and a Federal flood reinsurance fund. Indemnity fees and State
and Federal contributions under section 102 of the act are to be deposited in
the Federal flood indemnity fund and reinsurance premiums are to be deposited
in the Federal flood reinsurance fund. The Administrator is authorized to
invest the moneys in such funds, and the income from these investments, to
gether with the proceeds from any properties acquired under either the in
demnity or reinsurance programs, shall be deposited in the respective funds.
Section 303
This section authorizes the Administrator to borrow from the Secretary of
the Treasury an amount not exceeding $500 million at any one time, to finance
the activities under the act, by the issuance of notes and other obligations. The
terms of such obligations are to be prescribed by the Administrator with the
approval of the Secretary of the Treasury. Provision is also made for the
interest rate on such notes or obligations. Funds borrowed under this sub
section are to be deposited in the Federal flood indemnity fund and the Federal
flood reinsurance fund in such proportions as the Administrator deems feasible.
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Section X04
The Federal Flood Indemnity Fund Is to be used to pay approved claims for
losses under indemnity contracts as well as other expenses (excluding admin
istrative expenses) incurred under title I of the act. The Federal Flood Rein
surance Fund is to be used to pay approved claims under reinsurance agree
ments and other expenses (excluding administrative expenses) incurred under
title II of the act. The respective funds are also to be used to repay sums
borrowed from the Secretary of the Treasury- This section also authorizes the
appropriation of moneys for administrative expenses of the Federal Government
under the act.
Section SOS
This section provides that the Secretary of the Treasury shall pay any valid
claim under either an indemnity contract or a reinsurance agreement if the
Administrator is unable to pay the same and authorizes money "to be appro
priated for this purpose out of any money in the Treasury not otherwise
appropriated.
TITLE IV—GENERAL PROVISIONS

Section 401—Participation by private companies and public agencies
Under this section the Administrator, in providing indemnities and reinsur
ance under this act, is authorized and directed to use the facilities and services
of private insurance companies, established insurance agents and brokers, estab
lished- insurance adjustment organizations and other public agencies insofar as
practicable, consistent with minimum cost of providing such protection. He is
authorized to pay reasonable compensation for such services.
Section 402
This section directs the Administrator to develop means of expanding the
reinsurance program and facilitating the assumption of flood risks by private
carriers. In performing this function he shall consult with representatives of
the insurance industry and make necessary studies and investigations.
Section 403
This section provides that on or before January 3, 1961, the Administrator is
required to make a report to the President for submission to the Congress con
cerning all operations under the act, including the extent to which private in
surance companies have participated in the indemnity and reinsurance pro
grams, and to make such recommendations as he considers appropriate. The
report must contain either a legislative proposal for the termination of the
Government indemnity and reinsurance program and for the assumption of flood
risks by private carriers, or an explanation as to why such legislation would not
be feasible or desirable.
Section 404—Payment of claims
Subsection (a) authorizes the Administrator to adjust, compromise, and pay
claims (under indemnity contracts and reinsurance agreements), either directly
or through agents. Claims shall not be approved in excess of the actual cash,
value of the damaged or lost property or the cost of replacing, repairing, or
rebuilding the property with material of like kind and quality (less depreciation
at the time of damage or loss) whichever is lower.
Subsection (b) permits the claimant to sue the Administrator if a claim is
disallowed in whole or in part. The suit must be brought within 1 year after
the date of mailing the notice of disallowance. Suits must be brought in the
United States District Court for any district in which the property or a part
thereof is located. The Administrator is required to appoint agents upon whom
service of process may be made. The United States District Courts are given
exclusive jurisdiction to determine such actions without regard to the amount
in controversy. The courts shall sit without juries in such cases.
Section 405—Coordination with other program*
Subsection (a) authorizes the Administrator to consult with Federal inter
state, State, and local agencies having responsibilities for land use, flood control,
flood zoning, and flood damage prevention, for the purpose of coordinating the
respective programs. The Secretary of Agriculture and the Administrator are
directed to coordinate the administration of their respective programs concern
ing indemnities, insurance, and reinsurance on agricultural commodities.
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Under subsecton (b) the Admiinstrator is authorized to receive from or
exchange with State insurance commissions and private insurance companies
information pertaining to the problems of indemnities and reinsurance.
Section 406—Addtional powers
Under subsection (a) the Administrator may sue or be sued. Subsection (b)
authorizes the Admiinstrator to enter into and perform contracts, leases, or
other transactions on such terms as he deems appropriate, with Federal agencies
or with any State or agency or political subdivision thereof and with private
persons, firms, or corporations. He may consent to the modification of such
agreements and make progress payments in connection therewith. Subsection
(c) authorizes the Administrator to acquire real and personal property by pur
chase, lease, or donation, and to make advance or progress payments in connec
tion therewith. He is also authorized to sell, lease, or otherwise dispose of such
property and to use, maintain, and insure such property. Subsection (d) author
izes the Administrator to appoint, pursuant to civil service regulations and laws,
officers, attorneys, and employees and to fix their compensation ; define their
authority and duties ; to require bonds of them and to delegate to them and
authorize successive redelegation by them of the powers vested in him by the act.
Subsection (e) authorizes the Administrator to establish 1 position in grade 17
and 2 in grade 16, in carrying out his functions under this act. These positions
are in addition to any position presently allocated to the Housing and Home
Finance Agency under section 505 of the Classification Act of 1949. The Admin
istrator is authorized under subsection (f) to make necessary investigations,
surveys, and researches pertaining to flood indemnities and reinsurance. Sub
section (g) authorizes the Administrator to issue such rules and regulations
as he deems necessary. Under subsection (h) the Administrator is authorized
to exercise all powers specifically granted and such incidental powers as are
necessary to carry out the purposes of the act.
Section J/07—Exemption of claims from levy
This section provides that all claims under either indemnity contracts or rein
surance agreements for losses shall not be liable to attachment, levy, or garnish
ment or any other legal process or to deduction because of any indebtedness of
the insured or his estate to the United States, except claims of the United States
under the act.
Section 408—Reservation of rights in real estate acquired
Under this section any State or political subdivision shall not be deprived of its
civil or criminal jurisdiction concernng real property acqured by the Administra
tor under this act nor shall such acquisition impair the civil rights of the
inhabitants concerning such property under State and local laws.
Section 409—Taxation
This section provides that nothing in the act shall be construed to exempt
property, acquired by the Administrator in connection with claims under indem
nity contracts and reinsurance agreements, from local taxation.
Section 410—Separability of provisions
This section contains the usual separability clause.

[S. 3137, 84th Cong., 2d sess.]
A BILL To provide Insurance against flood damage, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That this Act may be cited as the "Federal
Flood Insurance Act of 1956".
FINDINGS AND DECLARATION OF PURPOSE

Sec. 2. (a) The Congress finds that in the case of recurring natural disasters,
including recurring floods, insurance protection against individual and public loss
Is not always practically available through private or public sources. With spe
cific, reference to insurance against flood loss, the Congress finds that insurance
against certain losses resulting from this peril is not so available. Since preven
tive and protective means and structures against the effects of these disasters can
never wholly anticipate the geographic incidence and infinite variety of the de
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structive aspects of these forces, the Congress finds that the safeguards of insur
ance are a necessary adjunct of preventive and protective means and structures.
Inasmuch as these disasters impede interstate and foreign commerce, hamper
national defense, and cause widespread distress and hardship adversely affecting
the general welfare, without regard to State boundary lines, and in the absence
of insurance protection from private or public sources, the Congress ought to
provide for such protection in the case of flood, and study the feasibility and need
for similar programs in the case of other forms of natural disaster against which
insurance protection is not generally and practically available.
(b) (1) It is the purpose of this Act to authorize and direct the establishment
of a program of Federal insurance and reinsurance against the risks of loss re
sulting from flood as hereinafter defined, and to require a study and report on
insurance and reinsurance against still other natural disaster perils hereinafter
defined and specified, to the extent that such insurance or reinsurance is not
available on reasonable terms and conditions from other public or private sources;
and
(2) It is the purpose of this Act to encourage private insurance companies to
write insurance covering the extent of the risk above $10,000 in the case of
residential property, as defined in section 8 (a) (1), and the risk above $100,000
for any other property, as defined in section 8 (a) (2), and to provide Federal
reinsurance to the extent desirable and necessary to carry out this purpose.
FEDERAL FLOOD INSURANCE ADMINISTRATION"

Sec. 3. (a) To carry out the functions authorized by this Act, there is hereby
created, as a constituent agency of and within the Housing and Home Finance
Agency, an agency to be known as the Federal Flood Insurance Administration
(hereinafter referred to as the "Administration"), which shall be headed by
a Federal Flood Insurance Commissioner (hereinafter referred to as the "Com
missioner") to be appointed by the President, by and with the advice and con
sent of the Senate, who shall be paid at the same basic rate of compensation,
established for the commissioners of the other constituent agencies or units of
the Housing and Home Finance Agency. The management of the Administration
shall be vested in the Commissioner. The Housing and Home Finance Admin
istrator shall be responsible for the general supervision and coordination of
the functions of the Administration with the functions of other constituent
agencies and units of the Housing and Home Finance Agency, but, notwith
standing any other provisions of law, the Commissioner shall establish general
operating policies of the Administration and, unless hereafter expressly author
ized by law, none of the functions of the Administration shall be reassigned
nor shall any of its administrative funds be reallocated.
(b) Section 101 of the Government Corporation Control Act, as amended,
is hereby amended by inserting "Federal Flood Insurance Administration;"
after "Federal Housing Administration ;".
(c) In the performance of, and with respect to, the functions, powers, and
duties vested in him by this Act, the Commissioner, notwithstanding the pro
visions of any other law, shall maintain an integral set of accounts which shall
be audited annually by the General Accounting Office in accordance with the
principles and procedures applicable to commercial transactions as provided
by the Government Corporation Control Act, as amended, and no other audit
shall be required : Provided, That such financial transactions of the Commissioner
as the issuing of insurance policies and the making of reinsurance agreements,
and vouchers approved by the Commissioner in connection with such financial
transactions, shall be final and conclusive upon all officers of the Government
AUTHORITY TO INSURE AND REINSURE

Sec. 4. To aid in carrying out the purposes of this Act, the Commissioner is
authorized and directed to provide insurance and reinsurance against loss
resulting from damage to or destruction of real or personal property (including
property owned by State or local governments) due to flood, as hereinafter
defined, occuring within the United States (including the District of Columbia),
its Territories, and possessions and the Commonwealth of Puerto Rico.
PREMIUM RATES

Sec. 5. The Commissioner shall from time to time to time prescribe (1) pre
mium rates for each type of insurance and reinsurance he shall make available
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under authority of this Act, and (2) terms and conditions upon which and areas
(including subdivisions thereof) within which each rate shall apply. Such
rates shall be based insofar as practicable upon consideration of the risks in
volved and upon calculations of amounts needed to cover all administrative and
operating expenses arising under this Act, as well as reserves for probable losses,
to be accumulated over a reasonable period of years, but such basis shall be used
only to such extent as in the judgment of the Commissioner shall be consistent
with the aim of offering insurance and reinsurance at rates reasonable enough
to make available to those who need it, at rates they can afford, the protection
intended to be provided by this Act.
PROPERTY AND LOSS LIMITS

Sec. 6. The Commissioner is authorized to provide for the determination of
types and location of property with respect to which insurance or reinsurance
shall be made available under this Act, the nature and limits of loss or damage
in any area (including subdivisions thereof) which may be covered by such
insurance or reinsurance, and such other matters as may be necessary to carry
out the purposes of this Act.
EISK CLASSIFICATION

Sec. 7. (a) During a reasonable period of time following the effective date of
this Act, the Commissioner may grant a processing preference to any original
application for insurance filed hereunder, over any subsequent application for
insurance hereunder filed by a person whose original application for such insur
ance has been granted.
(b) The Commissioner may from time to time establish appropriate regulations
regarding the classification and limitation of risks assumed by him under author
ity of this Act.
POLICY AND PROGRAM LIMITS

Sec 8. (a) The aggregate face amount of insurance issued by the Commis
sioner under this Act against loss of or damage to (1) any one residential prop
erty (including personal property thereon) designed for occupancy by one to
four families shall not exceed $10,000, and (2) any other single piece of real
property and any other personal property in any single location shall not exceed
$100,000. No claim for loss shall be approved which exceeds the lesser of (1)
the actual value of the insured property at time of loss or (2) the cost of replac
ing, repairing, or rehabilitating the property destroyed or damaged with material
of like kind and quality in such a manner as to restore it to the condition it was
in at the time such destruction or damage occurred. Each insurance policy
issued by the Commissioner shall contain a loss-deductible clause relieving him
from any liability for paying the first $100 of a proved and approved claim for
loss, or such greater amount in multiples of $25, not exceeding $200, as may be
specified by the Commissioner upon issuance of the insurance policy.
(b) The liability of the Commissioner under insurance or reinsurance out
standing and in force at any one time under this Act shall not exceed $1,000,000,000: Provided, That such limit shall be increased by further amounts of
$1,000,000,000 each on July 1, 1957, and July 1, 1958.
REINSURANCE REGULATORY AUTHORITY

Sec. 9. (a) The Commissioner is authorized to issue such regulations regarding
reinsurance under this Act as he deems advisable in order to carry out the pur
poses of this Act.
(b) The premium rate and terms and conditions of any policy reinsured under
the provisions of this Act shall be subject to aproval by the Commissioner.
(c) The Commissioner shall use his best efforts to encourage private insurance
companies to undertake the issuance of insurance policies covering thac portion
of the loss in excess of the limits specified in section 8 (a) of this Act resulting
from damage to or destruction of real or personal property due to flood as defined
in this Act. The Commissioner shall seek to achieve this end by offering a pro
gram of appropriate reinsurance within the authority granted him by this Act.
(d) Wherever practicable, the Commissioner shall encourage, by offering
suitable reinsurance subject to the provisions of this Act. the issuance by private
insurance companies of policies insuring against loss resulting from damage to
or destruction of real or personal property due to flood.
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NONDTTPLICATION OF AVAILABLE INSURANCE

Sec. 10. (a) No Insurance or reinsurance shall be issued under the provisionsof this Act covering risks against which insurance is available on reasonable
terms from other public or private sources.
(b) No insurance or reinsurance shall be issued under the provisions of this
Act on any property declared by a duly constituted State or local zoning au
thority, or other authorized public body, to be in violation of State or local Hood
zoning laws.
USE OF OTHEB PUBLIC AND PRIVATE FACILITIES

Sec. 11. (a) In providing insurance or reinsurance under this Act, the Com
missioner shall use to the maximum practicable extent the facilities and services
of private organizations and persons authorized to engage in the insurance busi
ness under the laws of any State or District, Territory or possession of the
United States or the Commonwealth of Puerto Rico (including insurance com
panies, agents, brokers, and adjustment organizations) ; and the Commissioner
may arrange for payment of reasonable compensation for such services.
(b) The Commissioner is authorized to enter into agreements for financial
participation of private insurance companies in the underwriting of risks as
sumed, and for ther proportionate participation in premiums received and
profits or losses realized or sustained.
(c) In providing insurance or reinsurance under this Act, the Commissioner
may use the services of other public agencies, and pay reasonable compensa
tion therefor.
(d) The Commissioner may supply, receive from, and exchange with other
agencies of the Federal Government, State, District, Territory, possession, local
and interstate commissions or agencies, and private organizations experienced
in the fields of insurance or reinsurance, such information as may be useful
in the administration of the programs authorized by this Act.
federally aided property
Sec. 12. Any department or agency of the Federal Government engaged in
making direct loans or advances, or in participating in, insuring, or guaranteeing
loans made by private lending institutions, for construction, modernization,
repair, rehabilitation, or purchase of property eligible for assistance under this
Act, may require as a condition for such future financial assistance that such
property be insured against perils of natural disaster to the extent such insurance
is available.
CLAIMS PAYMENT AND JUDICIAL REVIEW

Sec. 13. (a) Under such regulations as the Commissioner may prescribe, ne
shall arrange for prompt adjustment and payment of valid claims for losses
covered by insurance or reinsurance under this Act. He shall collect from
participating insurance companies such amounts as they are obligated to con
tribute toward such losses under agreements entered into pursuant to the pro
visions of section 11 (b) of this Act.
(b) No claim under color of any insurance or reinsurance made available
under this Act shall be liable to attachment, levy, garnishment, or other legal
process before payment to the insured or the insurer, as the case may be, nor
shall any such claim be liable to deduction on account of indebtedness of the
insured or his estate, or the insurer, as the case may be, to the United States,
except claims of the United States arising under this Act.
(c) Upon disallowance of any claim against the Commissioner under color
of any insurance or reinsurance made available under this Act, or upon refusal
of the claimant to accept the amount allowed upon any such claim, the claimant
may institute an action against the Commissioner on such claim in the United
States district court in which a major portion (in terms of value) of the insured
property is located. Any such action must be begun within one year after
the date upon which the claimant receives from the Commissioner written notice
of disallowance or partial disallowance of the claim. For the purposes of this
section, the Commissioner may be sued and he shall appoint one or more agents
within the jurisdiction of each United States district court upon whom service
of process can be made in any action instituted under this section. Exclusive
jurisdiction is hereby conferred upon all United States district courts to hear
and determine such actions without regard to the amount in controversy.
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FUNDS AND TREASURY BORROWINGS

Sec. 14. (a) To carry out the purposes of this Act, the Commissioner is au
thorized to establish two funds to be known as the (1) Disaster Insurance
Fund, and (2) Disaster Reinsurance Fund.
(b) Into the Disaster Insurance Fund shall be deposited all insurance pre
miums collected by the Commissioner for insurance policies issued by him under
this Act. Into the Disaster Reinsurance Fund shall be deposited all fees col
lected by the Commissioner in connection with reinsurance made available by
him under this Act.
(c) Moneys in each of the funds may be invested in obligations of the United
States or in obligations guaranteed as to principal and interest by the United
States. Such obligations may be sold and the proceeds derived therefrom may
be reinvested as above provided if deemed advisable by the Commissioner. In
come from such investment or reinvestment shall be deposited in the respective
fund from which the investment was made.
(d) All salvage proceeds realized by the Commissioner in connection with
insurance made available under this Act shall be deposited in the Disaster
Insurance Fund ; and all salvage proceeds realized by the Commissioner in con
nection with reinsurance made available under this Act shall be deposited in
the Disaster Reinsurance Fund.
(e) The Commissioner is authorized to issue to the Secretary of the Treas
ury from time to time and have outstanding at any one time, in an amount not
exceeding $1,500,000,000 (or such greater amount as may be approved by the
President) notes or other obligations in such forms and denominations, bearing
such maturities, and subject to such terms and conditions as may be prescribed
by the Commissioner, with the approval of the Secretary of the Treasury :
Provided, That before July 1, 1957, the amount of such notes or other obliga
tions issu&d to the Secretary of the Treasury by the Commissioner and out
standing at any one time shall not exceed $1,000,000,000. Such notes or other
obligations shall bear interest at a rate determined by the Secretary of the
Treasury, taking into consideration the current average rate on outstanding
marketable obligations of the United States of comparable maturities as of
the last day of the month preceding the issuance of such notes or other obliga
tions. The Secretary of the Treasury is authorized and directed to purchase
any notes and other obligations to be issued hereunder and for such purpose he
is authorized to use as a public debt transaction the proceeds from the sale of
any securities issued under the Second Liberty Bond Act, as amended, and the
purposes for which securities may be issued under such Act, as amended, are
extended to include any purchases of such notes and obligations. The Secre
tary of the Treasury may at any time sell any of the notes or other obligations
acquired by him under this section. All redemptions, purchases, and sales by
the Secretary of the Treasury of such notes or other obligations shall be treated
as public debt transactions of the United States. Funds borrowed under this
section shall be deposited, in such proportions as the Commissioner deems ad
visable, in the Disaster Insurance Fund and the Disaster Reinsurance Fund.
(f) Moneys in the Disaster Insurance Fund and the Disaster Reinsurance
Fund may be used for the following purposes as deemed necessary by the Com
missioner :
(1) To enable the Commissioner to carry out all functions under this Act,
including the payment of operating and administrative expenses ;
(2) To pay from the Disaster Insurance Fund approved claims for loss under
insurance policies issued by the Commissioner under this Act :
(3) To pay from the Disaster Reinsurance Fund approved claims under rein
surance agreements entered into by the Commissioner under this Act ; and
(4) To repay to the Secretary of the Treasury sums borrowed from him in
accordance with the provisions of subsection (e) of this section.
ADVISORY COMMITTEE

Sec. 15. In carrying out his functions under this Act, the Commissioner shall
appoint an advisory committee as authorized by section 807 of the Housing Act
of 1954 (68 Stat. 590, 645). Such committee shall consist of not less than three
nor more than fifteen persons familiar with the problems of insurance or reinsur
ance, to advise the Commissioner with respect to the formulation of policies and
the execution of functions under this Act.
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DEFINITIONS

Sec. 16. (a) As used in this Act, the word "flood" shall include any flood, tidal
wave, wave wash or other abnormally high tidal water, hurricane, deluge or the
water component of any other severe storm, and landslide due to excess moisture.
(b) As used in this Act, the term "natural disaster" shall include flood as
defined above, earthquake, volcanic eruption, severe freeze, blizzard, duststorm,
hailstorms, snowslide, explosion, drought, smog, radioactive contamination or
other air pollution, and land subsidence due to an underground cave or manmade subterranean excavation, but shall not include fire or wind except where
either of such perils occurs as a result of or in conjunction with one of the perils
listed herein.
STUDIES

Sec. 17. (a) The Commissioner shall undertake a continuing study of the prac
ticability of extending the coverage of insurance programs similar to those
authorized under this Act to one or more of the perils included within the term
"natural disaster" as defined in this Act.
(b) The Commissioner shall also undertake a continuing study of participation
by private insurance companies in the programs authorized by this Act, in order
that the protection it authorizes can be provided, whenever practicable, through
insurance policies issued by private insurance companies and reinsured with the
Commissioner, in lieu of providing such protection through insurance policies is
sued in the name of the Commissioner.
(c) The Commissioner shall undertake a continuing study of the feasibility of
having private insurance companies take over, with or without some form of
Federal financial support, the insurance programs authorized by this Act.
Sec. 18. For the purpose of carrying out functions under this Act the Com
missioner may—■
(a) sue or be sued;
(b) without regard to sections 3648 and 3709 of the Revised Statutes, as
amended (31 U. S. C. 529 and 41 U. S. C. 5), and section 322 of the Act of
June 30, 1932 (47 Stat. 412, as amended (40 U. S. C. 278a) ), enter into and
perform contracts, leases, cooperative agreements, or other transactions, on
such terms as he may deem appropriate, with any agency or instrumentality
of the United States, or with any State or agency or political subdivision
thereof, or with any person, firm, association, or corporation and consent to
modification thereof, and make advance or progress payments in connection
therewith ;
(c) without regard to sections 3648 and 3709 of the Revised Statutes, as
amended (31 U S O. 529 and 41 U. S. C. 5), and section 322 of the Act of
June 30, 1932 (47 Stat. 412, as amended (40 U. S. C. 278a)), by purchase,
lease, or donatipn acquire such real and personal property and any interest
therein, make advance or progress payments in connection therewith, and
hold, use, maintain, insure against loss, sell, lease, or otherwise dispose of
such real and personal property as the Commissioner deems necessary to
carry out the purposes of the Act ;
(d) appoint, pursuant to civil-service laws and regulations, such officers,
attorneys, and employees as may be necessary to carry out the purposes of
this Act ; fix their compensation in accordance with the provisions of the
Classification Act of 1949, as amended ; define their authority and duties ;
require bonds from such of them as may be necessary ; and delegate to
them, and authorize successive redelegations by them, of such of the powers
vested in him by this Act as he may determine ;
(e) issue such rules and regulations as he deems necessary to carry out
the purposes of this Act ; and
(f ) exercise all powers specifically granted by the provisions of this Act
and such incidental powers as are necessary to carry out the purposes of
this Act.
RESERVATION of rights in real estate acquired

Sec. 19. The acquisition by the Commissioner of any real property pursuant
to this Act shall not deprive any State or political subdivision thereof of its
civil or criminal jurisdiction in and over such property or impair the civil rights
under the State or local law of the inhabitants on such property.
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TAXATION

Sec. 20. Nothing in this Act shall be construed to exempt any real property,
acquired and held by the Commissioner in connection with the payment of any
claim under this Act, from taxation by any State or political subdivision thereof,
to the same extent, according to its value, as other real property is taxed.
ANNUAL EEPOBT

Sec. 21. The annunl report made by the Housing and Home Finance Adminis
trator to the President for submission to the Congress under existing law on all
programs provided for under this Act shall contain a comprehensive report
concerning (1) the operation of insurance and reinsurance programs authorized
under this Act, and (2) the status and result of studies authorized under section
17 of this Act, together with such recommendations, if any, for legislative changes
deemed by the Commissioner desirable to improve the operation of programs,
authorized under this Act. The annual report for the calendar year ending
December 31, 1961, shall contain an express opinion of the Commissioner, sup
ported by pertinent findings, concerning the advisability of withdrawing in whole
or in part Federal financial support for insurance policies to be issued at any time
after June 30, 1962, offering protection against one or more of the perils included
in natural disasters as defined in this Act, taking into consideration the desirabil
ity of offering protection against such perils. Such opinion shall be accompanied
by recommendations for legislative changes deemed desirable by the Commis
sioner in the event the opinion is to the effect that any such withdrawal of
financial support is advisable. Unless and until an affirmative opinion is ren
dered, the annual report for every fifth calendar year after 1961 shall contain an
express opinion of the Commissioner on this matter, supported by pertinent
findings.
SEPARABILITY PROVISION

Sec. 22. If any provision of this Act or the application of such provision to any
person or circumstances shall be held invalid, the remainder of the Act and theapplication of such provision to any person or circumstance other than those as to
which it is held invalid shall not be affected thereby.

Sectional Analysis or S. 3137
Section 1—Short title
Federal Flood Insurance Act of 1956.
Section 2—Findings and declaration of policy
(a) Findings of need for national program of insurance against flood loss
and study of insurance against loss from other natural disasters.
(6) Purpose of act: (1) to provide such a program; and (2) to encourage
private insurance of excess loss above Federal coverage, with Federal reinsur
ance, as necessary.
Section 3—Federal Flood Insurance Administration
(a) Creates constituent agency within HHFA to be named Federal Flood
Insurance Administration and to be headed by Commissioner appointed by
President subject to Senate confirmation. HHFA has general supervision but
policy decisions remain with Commissioner.
(6) Administration made subject to Government Corporation Control Act.
(c) Official financial transactions of Commissioner binding on Government
officers ; annual audit to be made by GAO.
Section 4—Authority to insure and reinsure
Commissioner directed to provide insurance against flood loss to real and
personal property, owned privately or by State or local government ; and Com
missioner directed and authorized to reinsure against such loss ; program opera
tive in United States (including District of Columbia), its Territories and pos
sessions and Puerto Rico.
Section 5—Premium rates
Commissioner to establish them. Rates to be based on consideration of risks,
administrative and operating expenses and need for reserves but rates to be
consistent with the aim of offering protection at reasonable rates.
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Section 6—Property and loss limits
Commissioner may determine types and location of property covered, nature
and limits of loss in any area, and other necessary matters.
Section 7—Risk classification
(a) Preference granted to original applications over second applications for
insurance.
(6) Commissioner may regulate classification and limitation of risks.
Section 8—Policy and program limits
(a) Face amount of insurance issued by Commissioner limited to $10,000 on
1- to 4-family residence, including contents, and $100,000 on any other single
piece of real property or personal property in any single location. Claim for
loss not to exceed actual value of property or cost of replacing in prior condi
tion, whichever is lower. L,oss deduction clause of $100 or up to $200 as specified
by Commissioner.
(6) Total liability of Commissioner under insurance and reinsurance program
not to exceed $1 billion originally, plus an additional $1 billion each on July 1,
1957, and July 1, 1958.
Section 9—Reinsurance regulatory authority
(a) Commissioner authorized to regulate reinsurance.
(6) Premium rates, terms, and conditions of reinsured policy are subject to
Commissioner's approval.
(c) Commissioner to use best efforts to encourage private insurance companies
to issue policies covering excess of loss above Federal policy limits. Commiasioner to offer suitable program of reinsurance for this purpose.
(d) Commissioner to encourage private insurance companies to insure against
loss from floods ; Commissioner to offer suitable reinsurance.
Section 10—Nonduplication of available insurance
(a) No insurance or reinsurance to be issued against risks if available on
reasonable terms from public or private sources.
(6) No insurance or reinsurance to be issued on property in violation of flood
zoning laws.
Section 11—Use of other public and private facilities
(a) Commissioner to use private insurance facilities to maximum practicable
extent and may pay reasonable compensation.
(6) Commissioner may allow financial participation of private insurance
companies in profit or loss under program.
(c) Commissioner may use services of other public agencies for reasonable
compensation.
(d) Commissioner may exchange information with private insurance organi
zations and other public agencies.
Section 12—Federally aided property
Federal agency aiding construction, repair, or purchase of property may require
it to be insured against natural disaster to the extent such insurance is available.
Section 13—Claims payments and judicial review
(a) Commissioner to arrange for prompt adjustment and payment of claims,
collecting any share due from participating private companies.
(6) Claim exempted from attachment, levy or garnishment and offset against
other claims due the United States.
(c) Dissatifled claimant may sue Commissioner in United States district
court within 1 year after receipt of notice of total or partial disallowance of
claim.
Section H—Funds and Treasury borrowing
(a) Commissioner to establish disaster insurance fund and disaster reinsur
ance fund.
(&) Insurance premiums for insurance issued by Commissioner are to be de
posited in disaster insurance fund. Reinsurance fees go into disaster reinsur
ance fund.
(c) Moneys in each fund may be invested in United States obligations.
(d) Salvage proceeds go to appropriate fund.
(e) Commissioner may borrow up to $1.5 billion (or greater amount approved
by President) from Secretary of Treasury; Provided, That before July 1, 1957,
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limit is $1 billion. Terms and conditions of evidences of indebtedness to meet
approval of Commissioner and Secretary of Treasury. Interest rate fixed by
Secretary of Treasury according to formula prescribed. Borrowed funds de
posited in appropriate fund.
(/) Disaster insurance fund and disaster reinsurance fund usable for (1)
operating and administrative expenses, (2) payment of claims, and (3) repay
ment of Treasury borrowing.
Section 15—Advisory committee
Commissioner shall appoint advisory committee of 3 to 15 familiar with in
surance or reinsurance problems.
Section 16—Definitions
(a) "Flood" includes flood, tidal wave, wave wash, high tidal water, hurri
cane, deluge, water component of severe storm, and landslide due to excess
moisture.
(6) "Natural disaster" includes flood, plus earthquake, volcanic eruption,
severe freeze, blizzard, duststorm, hailstorm, snowslide, explosion, drought, smog,
radioactive contamination, other air pollution, land subsidence, excluding Are
or wind except where either occurs as result of or in conjunction with one of
the listed perils.
Section 11—Studies
(a) Commissioner to study practicability of extending program to other
natural disasters besides flood.
(6) Commissioner to study reinsurance program to avoid need for flood in
surance by Federal Government.
(c) Commissioner to study feasibility of private insurance takeover of act's
programs with or without Federal financial support.
Section 18—Additional powers
Commissioner may—
(a) sue or be sued;
(6) enter contracts freely;
(c) acquire real or personal property;
(d) hire employees ;
(e) issue necessary rules and regulations;
(/) exercise specific and necessary implied powers.
Section 19—Reservation of rights
Commissioner's acquisition of real property shall not take away State or local
jurisdiction.
Section 20—Taxation
Act not to be construed to exempt from State or local taxation any real
property acquired by Commissioner due to payment of claims.
Section 21—Annual report
Annual report by HHFA to President for submission to Congress shall report
comprehensively (1) operation of act's programs; and (2) status of studies
under section 17, plus legislative recommendations, if any. Annual report for
calendar year 1961 to contain Commissioner's opinion regarding advisability
of withdrawing in whole or in part Federal aid for insurance under act after
June 30, 1962. Affirmative opinion to be accompanied by legislative recommenda
tions. Until affirmative opinion is given, similar report should be made every
fifth year.
Section 22—Separability provision
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Critique of S. 2862, William F. McKenna, Counsel, January 9, 1956
The following observations are made in connection with S. 2862, National Flood
Indemnity Act of 1956, introduced by Senator Bush for the administration on
January 5, 1956.
1. Geographic limits.—Section 3 (e) and (f ) of the bill in defining "United
States" and "State" omit United States possessions. These could be included
by defining the United States and States as the several States, Territories, and
possessions, and the District of Columbia.
2. Personal property.—Section 101 expressly includes in "personal property"
for the purposes of direct Federal flood insurance only business inventories,
stored agricultural commodities and household effects. It leaves to the Admin
istrator's determination other personal property to be included. By contra. „,
section 201 dealing with reinsurance authorizes the Administrator to reinsure
companies insuring against flood loss on "personal property," without expressly
limiting the type covered.
3. Flood.—Section 101 in defining "flood" expressly includes "rising water
caused by tide, wind, or rain." It leaves to the Administrator discretion to
expand this definition by regulation.
4. Rates.—Section 102 requires indemnity contract fees to "be based on con
sideration of the risks involved and the desirability in the public interest of
providing indemnity protection at reasonable cost" (a seeming combination of
actuarial and subsidy approaches to the ratemaking task).
However, the effect of this language is restricted by a proviso that in setting
fees "the Administrator shall set up estimated rates which would be necessary
to provide an adequate reserve to pay all claims for losses over a reasonable
period of years" (a nonprofit, actuarial approach, excluding administrative
expenses).
The next proviso requires the insured to pay at least 60 percent of this non
profit, actuarial rate, the remainder of 100 percent to be paid half by a State
and half by the Federal Government. This leads to the conclusion that a
reasonable cost for indemnity protection is never lower than 60 percent of the
actuarial, nonprofit rate. Query whether this is always true in the light of
testimony received by this committee in its disaster insurance hearings. At
the Goshen, N. Y., hearing, testimony was given that in one instance Lloyds' of
London quoted a rate of $250 per $1,000 value to cover certain real property
against flood risk. It may well be that 60 percent of this ($150 per $1,000)
would still be too high to form a practical rate at which to sell flood insurance.
In other cases, Lloyds' would not insure against flood risk at any rate.
It might prove desirable to allow the administering agency more flexibility
in establishing rates in order to achieve a flood indemnity program that will
truly provide protection to. those who need it.
5. Reserve buildup.—Section 102 requires loss reserves to be provided "over
a reasonable period of years." Since, section 403 contemplates a report to the
Congress by January 3, 1961, oh the feasibility of a transfer of the program
to private insurance companies, presumably the assumption is that adequate
reserves will have been built up by that date—roughly, a 5-year period.
6. Uniformity.—Section 102 contemplates uniform rates for similar risks, an
acceptable concept in theory. This differs from a uniform national rate for all
contracts on a given type of property.
7. State participation.—As worded, section 102 prevents the issuance of a single
indemnity contract until the State in which the property covered is located has
paid into a Federal fund the State's allotted portion of the fee due on the con
tract. This raises a question regarding workability of the entire direct indemnity
program. Many State legislatures meet only biennially. Failure of a State
to provide for its portion of each indemnity contract on property in the State
would deprive all property in the State from protection under this program.
Query whether a given State legislature will be willing to appropriate in ad
vance such indefinite sums as may be needed to fulfill the obligation placed on
the State under this bill. The bill gives the State no voice in the program, but
only the obligation of paying for part of it. Taxation without representation
is as abhorrent between governments as between a government and the governed.
If State financial participation is desired, it would seem more practical to
require the State to contract with the Federal Government to reimburse it annu
ally for a fixed percentage of claims paid on property in the State during the
preceding year ; with authority to offset other moneys due the State from the
Federal Government in the event of default on such contract. This would permit
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the program to go forward without requiring as a condition precedent that the
State participate in each separate contract fee payment.
Testimony given the committee demonstrated the flood problem to be more
national than intrastate in character. Flood conditions in one State may well
be caused or contributed to by action or inaction of a second State wholly outside
the remedial jurisdiction of the suffering State. National problems should be
openly met by Federal measures, not allowed to lack solution by invoking hybrid
Government devices resulting in a program whose benefits may prove more
illusory than real.
Under the bill the State involved retains a veto power over every potential
indemnity contract; yet the contract is designed to afford protection to the
insured, not to the State.
Under the bill, each contract involves a forced subsidy on the part of the State
Involved, for no method is provided for returning funds to the State should
the program prove to be profitable. The bill obviously hopes to make the program
profitable, as section 403 envisions assumption of flood risks by private insurance
companies. Yet it seems to assume a program normally working with compul
sory Federal and State subsidies, hardly a proper yardstick to measure public
acceptability by potential insureds of a similar protective program in which
the insured must pay 100 percent of the actuarial fee plus enough to pay operating
costs and produce an acceptable profit.
Technically It would be possible to omit the States from consideration under
the bill even under its present language if the insured paid 100 percent of the
actuarial fee, but this would too likely prove prohibitive.
For many reasons, this method of compulsory State participation bears careful
scrutiny. It raises serious doubts regarding workability of the indemnity pro
gram on a nationwide basis.
8. Administrative expense.—Section 102 requires all Federal administrative
expenses under the indemnity program to be paid from appropriations out of the
Federal Treasury. A private insurance company would of necessity pay admin
istrative expenses out of fees, earnings and salvage from the insurance program.
The bill's method thus provides an unrealistic and short yardstick against which
to measure the ultimate feasibility of the indemnity program as a profitable com
mercial venture, even without considering the nonprofit nature of the bill's
program.
The Federal crop-insurance program began with a similar device; but more
recently has charged some operating expenses against the program.
0. DccHnrng applications and risks.—Section 103 authorizes the Administrator
to decline any application or risk, as welt as regulating the classification, limita
tion, and rejection of risks. Under the power to decline any application, there
is the danger the Administrator may play favorites or use discrimination in
the absence of further statutory safeguards. Under the power to decline any
risk, there is the danger the Administrator may thwart congressional intent
through inordinate caution in excluding from coverage risks intended to be
covered by this act. The Administrator's other powers to vary fee schedules
according to risks should prove adequate to exclude inadvisable risks.
10. Crop insurance.—Section 104 precludes indemnity if flood insurance is
obtainable on reasonable rates and conditions from a public program. This
presents a problem of cooperating with the Federal crop-insurance program.
which presently covers only about 800 out of 3.000 counties. Under the bill's
present language, the Administrator could issue in-ground crop insurance against
flood In the cases in which insurance is not available from the Federal Crop
Insurance Corporation.
11. /N<ft'iMHity contract limit.—Section 105 limits each indemnity contract to
a Federal obligation of $250,000 per person unwinding a corporation or like organ
isation and a State and local government). Most insurance contracts operate
on h per property rather than a per person basis.
The limit is obviously a policy matter . It would seem needlessly high for
owner-occupants of single family dwellings. It might well prove too low to
meet the IUvhI Insurance needs of many business enterprises. A classified lower
limit for residences and higher limit for other property might better distribute
the allotted Indemnity funds according to need, especially if changed to a per
property rather than a per person basis.
This provision In section 105 speaking of "obligating the United States" in"
in excess of $250,000 per contract leaves doobt as to whether $250,000 is the top
face limit per contract. Another possible interpretation requires consideration
of the provision In section 105 that the United States has no obligation to ua.v
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at least the first $300 of any claim and 10 percent of the balance of the claim.
Would this permit the face amount of each contract to run as high as $278,077
($278,077— $300— [10 percent of the difference between $278,077 and $300=
$27,777] =$250,000)? This could be clarified by placing the limit on the "face
amount of the contract."
Computation indicates that under the present bill 7,600 contracts could be
issued having a face amount of $278,077 if the aggregate United States exposure
is limited to $1.9 billion. Increasing the aggregate limit by $1 billion, as per
mitted by the bill with Presidential approval, would increase the number of
possible contracts by 4,000 for a total of 11,600 contracts. Reducing the limit
per policy to $28,080 would increase the potential number of policies to 116,000.
At a limit of $11,410 the contract potential expands to about 290,000 in number.
These figures compare with some 164 million United States population (com
prising about 42 million families) and 4 million business enterprises (of which
about 2 million are l-or-2-man enterprises, mainly in the service field). Under
the bill's policy of only 1 contract per "person," as denned in the bill, this allows
about 1 contract for every 150 potential family, corporate or Government pur
chasers. Obviously not all these will want to buy flood insurance. But most
businesses and governments will want to buy more than the $11,410 limit used
in arriving at this ratio. The problem is raised whether this size program
will give a true test of the feasibility of the program, since the principle of
adverse selection will work to induce those most exposed to flood risk to apply
early for indemnity contracts, leaving more desirable risks to compete for such
portion, if any, of the total authorized coverage as remains after the greatest
risks have been covered.
12. Loss deductible.—Section 105 employs a formula to determine the minimum
loss deductible. This is $300 plus 10 percent of the remainder of any claim.
In principle this serves the threefold purpose of eliminating nuisance claims,
cutting operating costs, and requiring the insured to share the risk on all portions
of the insured loss. I understand the more normal insurance practice to be to
have a fixed dollar amount loss deductible (frequently $50 on standard extended
coverage). The risk-sharing device is obtained by coinsurance requirements,
forcing the insured to carry insurance on a substantial portion of the value of
the property under the penalty of otherwise receiving only partial recovery for
a partial loss under the policy.
It should be borne in mind that the higher the loss deductible, the less benefit
the policy gives the insured. A disaster victim frequently needs all the cash or ■
credit he can obtain in order to recoup his losses.
13. Aggregate liability.— Section 106 of the bill permits a total aggregate
liability of $1.9 billion under indemnity contracts and permits the President to
increase this by an additional $1 billion. This section also permits the Admin
istrator to earmark portions of this amount for geographic areas of the United
States according to the needs of persons in such areas.
The policy decision to be made on this point is whether an aggregate permissible
exposure to risk of $1.9 billion is sufficient to supply the needs of the country
for flood insurance, considering the limitation this places on the number of
contracts which may be issued when taken in conjunction with the individual
limit per indemnity contract.
14. Reinsurance scope.—Title II of the bill deals with reinsurance. Section
201 authorizes Federal reinsurance of insurance companies against loss on
account of flood insurance on real or personal property. Such reinsurance can
be issued only as necessary to enable insurance companies to provide insurance
where it would otherwise not be available. It should be noted that this provi
sion leaves with the Administrator complete discretion as to type of insurance
to be provided. It also permits coverage of all tyi>es of personal property. How
ever, it makes it necessary to determine whether the insurance involved is
presently available, presumably on any terms ; otherwise, the Administrator
would not be authorized to issue reinsurance under the provisions of this bill.
Interpretation of this provision raises this difficult problem. Testimony given
the committee in its field hearings shows that insurance companies in the Lloyds'
group offered flood risk coverage on some real property in the United States at
a rate of $250 per $1,000 valuation. A question is raised as to whether such an
offer is to be interpreted under the bill as meaning that insurance is available
against flood risk under such conditions.
15. Reinsurance premium rates.—Section 202 requires the Administrator to fix
rates for reinsurance upon consideration of the risks and requires the rates to
be adequate in his judgment to cover all claims for losses under reinsurance
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agreements over a reasonable period of years. This seems to require the Ad
ministrator to calculate such rates on an actuarial basis. It raises the question
whether a private company could successfully compete with the subsidized direct
Government indemnity contract program even if the private company wished to
make use of the reinsurance provisions in the bill. The direct indemnity contract
provisions contemplate a subsidy. The reinsurance provisions appear not to.
except for administrative expense.
16. Uniformity of rates.—Section 202 requires reinsurance rates to be uniform
throughout the United States for similar risks. This provision is acceptable,
since it allows a difference in rates according to risk involved.
17. Conditions in policies reinsured.—Section 203 of the bill grants the Ad
ministrator regulatory authority over the terms and conditions of insurance poli
cies reinsured under the bill. Obviously, such control should be retained by the
Administrator.
18. Noncompetition—Section 204 of the bill precludes the issuance of reinsur
ance if it is otherwise available at reasonable rates and upon reasonable
conditions from private sources. It should be noted that this specifically refers
to reinsurance being available rather than insurance. The provision is proper
as to reinsurance.
19. Aggregate exposure to risk on reinsurance.—Section 205 earmarks $100
million as the top exposure to risk on reinsurance under this bill. This raises
the policy question as to the sufficiency of this amount when balanced against
an authorized exposure to risk of $2.9 billion on indemnity contracts issued by the
United States directly. It also has the effect of isolating this particular $100
million, making it unusable for direct indemnity contracts in the event no need
develops for its use under the reinsurance program.
20. Administering agency.—Title III of the bill provides for administration
and financing of the program. Section 301 creates a new constituent administra
tion within the Housing and Home Finance Agency similar to FHA and PHA
from a housekeeping standpoint. This new unit would be known as the Federal
Flood Indemnity Administration headed by a Commissioner appointed by the
Administrator. The bill does not contemplate confirmation of the Administrator
by the Senate, a departure from the requirement for the heads of FHA and
PHA. Placing administration within a constituent agency of HHFA obviously
raises a policy question. Presumably the main function of the Housing and
Home Finance Agency is to coordinate housing programs of the Government.
Under the bill indemnity contracts would cover other types of property besides
housing, namely business properties and property owned by State and local
governments. Under present programs the experience of the HHFA with insur
ance is primarily limited to general supervision of the mortgage insurance pro
gram administered by FHA. Whether this differing type of insurance is per
suasive as to placing administration of the flood indemnity program within
HHFA is a matter for policy decision. Other programs have suggested that
Jthe choice of the administering agency be left to the President ; or that the
Small Business Administration be named since it already handles a disaster loan
program for business and homes ; or that the Federal Civil Defense Administra
tion be named on the theory that it could complement its wartime duties with
training received in administering the peace-time disaster insurance program,
especially since it already acts as Federal coordinator for disaster relief under an
Executive order. A further possibility would be to name the Treasury Depart
ment, in the absence of reviving RFC, since the problems of liquidating RFC were
jgiven by statute to the Secretary of the Treasury. The old War Damage
Corporation, an RFC subsidiary, is still in the process of liquidation.
21. Budgetary control.—Section 301 (b) makes the FFIA subject to the Gov
ernment Corporation Control Act, but section 301 (c) makes the Administrator's
determination final regarding vouchers he approves in connection with final trans
actions of all indemnity contracts and reinsurance agreements, even as against the
General Accounting Office.
22. Funds.—Section 302 authorizes a Federal flood indemnity fund and Federal
flood reinsurance fund. Into the indemnity fund are to be placed fees paid by the
insured, together with payments by the Federal and State governments. Rein
surance premiums are to be placed in the reinsurance fund. The Administrator
is empowered to invest money in both funds in United States obligations. These
provisions are satisfactory.
2.'?. Fhinncinci. — Section .'10.'! authorizes the Administrator to borrow up to
$.~iOO million at any one time from the Secretary of the Treasury in order to
finance activities under the bill. The remaining provisions of the section dealing
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with interest to be paid on such borrowings are couched in the usual language.
Money borrowed is to be placed in the indemnity fund or the reinsurance fund
as deemed advisable by the Administrator. The policy question here raised is
whether the amount here provided is sufficient, but it should be recalled that
indemnity fees are to be collected in advance and that section 305 of the bill
authorizes the Secretary of the Treasury to pay valid claims out of the United
States Treasury. Presumably the $500 million borrowing authorization would
be called upon to meet the need of the Administrator for indemnity reserves
before adequate reserves have been built up over the reasonable period of years
allowed by the other portions of the bill. None of this amount is available for
Federal administrative expenses since these are to be paid out of appropriated
funds under the provisions of section 304 of the bill.
Apparently section 305 sets up a safety valve which gives claimants a direct
line to the United States Treasury in the event the Administrator is unable to
pay any valid claim under this bill. Also, presumably, no interest is to be paid
by the Administrator for the use of money so paid out by the Federal Treasury.
24. Participation.—Title IV of the bill contains general provisions. Section
401 directs the Administrator to encourage maximum participation of private
companies under this bill. It directs him to use the services and facilities of
public groups and private insurance companies, agents, brokers and adjustment
organizations. It authorizes him to agree with private companies that they may
act as underwriter agent or claim agent on the Administrator's behalf.
The section does not seem to provide express authority for the Administrator
to enter into participation agreements with private companies whereby they will
share in the profits or losses from the program in a manner similar to that
arrangement carried out by the War Damage Corporation. It is, of course,
questionable whether any such grant of authority would be placed in use by
private companies at this time.
25. Private takeover.-—Section 402 instructs the Administrator to consult with
insurance industry representatives to make continuing studies concerning
methods for expanding the reinsurance program and for facilitating the take
over of all flood risks by private insurance carriers.
This section appears to have supplanted provisions for a formal advisory board.
Under it the Administrator is limited to consultation with insurance industry
representatives. Other bills have authorized a broader representation on ad
visory boards by permitting membership to those familiar with insurance or
reinsurance problems.
26. Duration.—No express termination date is provided in this bill. How
ever, section 403 requires the Administrator to send a report to the President
on or before January 3, 1961. The President in turn is to submit the report to
the Congress. Among other matters it is to contain recommendations for legis
lation terminating the Government insurance program and providing for assump
tion of flood risk by private companies or, in the alternative, it is to explain
why such legislation would not be feasible or advisable at that time.
As previously pointed out, it is questionable whether the bill sets up a
proper yardstick for measuring the feasibility of a flood-insurance program,
since it contemplates both Federal and State subsidy of premium payments.
Moreover, it does not envision any profit being made on the program ; and it
requires payment of all Government administrative and operating expenses out
of general United States Treasury funds rather than out of funds raised under
the indemnity program.
Since the staff study indicated that in any given year the amount of flood
damage in the United States varies considerably from the average amount
of damage over a long span of years, it is questionable whether a 5-year pro
gram will truly test the feasibility of flood insurance. A period of light damage
during that 5 years might inaccurately lead to the belief that such a program
over a longer period would be commercially profitable. On the other hand, a
period of heavy damage during the 5-year period might lead to the unfair con
clusion that no private insurance program is commercially feasible while in
truth it might prove feasible over a longer period of years.
27. Payment of claims.—Section 404 (a) authorizes the Administrator to pay
claims either directly or through his agents. It limits claims to the actual cash
value of the indemnified property or the cost of replacing such property with
material of like kind or quality, less depreciation at the time of loss. It is
suggested that the latter test make it plain that indemnity paid will equal the
cost of replacing the damaged property in the condition it was in just before
the damage occurred. Translating the formula into a computation of depreciated
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value of a damaged road becomes complex when compared with the similar
calculation of estimating the actual cost of repair in order to restore the road
to its undamaged condition.
28. Judicial review.—Section 404 (b) allows a dissatisfied claimant 1 year
within which to file suit in the Federal court in the district where the property
is located. One year is measured from the date the Administrator mails notice
of disallowance in whole or in part to the claimant.
Such a provision will assure judicial review for dissatisfied claimants.
29. Coordination.—Section 405 (a) empowers the Administrator to consult
with other Government agencies having jurisdiction over land use and flood
control, in order to assure that the indemnity and reinsurance program is con
sistent with the programs of such Government agencies. This apparently is
intended to encourage flood zoning. The Administrator is also entitled to the
cooperation of other Federal agencies where the Administrator's program may
affect existing or proposed flood control works. Finally, the Secretary of Agri
culture and the Administrator are to coordinate their respective programs for
flood indemnity insurance and reinsurance of agricultural commodities.
Section 405 (b) authorizes the Administrator to receive from or exchange with
certain State or private organizations dealing with insurance problems informa
tion helpful in establishing fees and premiums and in administering the in
demnity and reinsurance programs. As a minor point, it should be noted that
this does not expressly authorize the Administrator to supply information to
such groups unless he receives something in return for such information. This
deficiency could be remedied by adding the word "supply," before the word
"receive."
30. General corporate powers.—Section 406 grants the Administrator general
powers usually assigned to a corporation. These include the authority to sue
and be sued ; to enter into contracts ; to acquire and dispose of real or personal
property; to hire employees under the Civil Service and Classification Acts,
requiring bonds as necessary (but not authorizing the Administrator to pay
bond premiums) ; to place three positions in supergrades; to conduct necessary
research and investigation ; to issue rules and regulations ; and to exercise
incidental powers necessary to carry out the purposes of the bill.
31. Exemption from attachment.—Section 407 of the bill exempts claims under
the bill from attachment, garnishment, levy or other legal processes and also
exempts claims from setoff against indebtedness due the United States. This
provision is designed to insure receipt of funds from an approved claim by the
person indemnified.
32. Jurisdiction of real estate.—Section 408 of the bill preserves civil and
criminal jurisdiction for States and political subdivisions over any real property
acquired by the Administrator under the bill.
33. Taxation.—Section 409 provides that nothing in the bill shall be con
strued to exempt from taxation by any State or political subdivision any real
property acquired and held by the Administrator in connection with the payment
of any claim under the bill. This is a provision similar to that contained in
comparable portions of the National Housing Act concerning the takeover of
property on foreclosure or default. It should be noted that it is limited in scope
in that it applies only to property taken over in connection with payment of a
claim under this bill.
34. Separability.—Section 410 of the bill is the usual separability provision
sustaining a portion of the act even though the remainder be held invalid.

Senator Lehman. All these bills are officially before us. However,
I believe it is a fair statement of this committee's present state of mind
to say that the major alternatives before us are the administration bill,
S. 2862, introduced by Senator Bush, and the Lehman-Kennedy bill,
S. 3137. Senator Kennedy worked with me in the redraft of my bill.
These hearings, therefore, will be largely concerned, I expect, with
these two bills and the differences between them. It is my hope that
witnesses will direct their remarks to evaluation and constructive
criticism of this pending legislation. In a moment, I want to men
tion some of the differences between the two bills I have mentioned in
order to set the stage for these hearings.
Before I do so, however, I think it is important to point out how
large the area of agreement is between Senator Bush's bill and my
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own. Both bills set up a flood-insurance program. Both recognize
that this program breaks new ground, since private insurance com
panies have not written flood insurance in the past and indeed have
asserted their inability to do so. Therefore, both programs recognize
that some element of Government subsidy is necessary. Both legisla
tive proposals view the enterprise as one demanding flexibility and an
experimental approach.
I believe also that Senator Bnsh and the administration share with
me and my cosponsors a sincere desire to put a workable program into
operation as soon as possible.
I have every reason to believe that we may expect quick action from
the full committee as soon as this subcommittee is ready to make its
recommendations. Moreover, I know that the interest in this program
among Senators from all over the country is very great, and I believe
we may expect prompt action on the Senate floor. We have the as
surance of the majority leader to this effect.
Now let me mention briefly a few of the variances between S. 3137
and S. 2862.
First, the administration bill contains a provision under which no
insurance may be issued in a State until that State has made arrange
ments to pay a portion of the premiums. The Lehman-Kennedy bill
contains no such requirement. The program set forth in S. 3137
would be an entirely Federal one, in cooperation with the insurance
industry.
Second, the administration bill contains a formula whereby pre
mium rates to be insured are to be set at 60 percent of the actuarial
rate, however that may be established. The remaining 40 percent
would be paid half by the participating State government and half
by the Federal Government. The Lehman-Kennedy bill uses more
general language, envisioning a rate below actuarial levels if necessary.
Third, the administration bill, would limit policies to one per per
son. The Lehman-Kennedy bill would place its limits on a per-locusof-property basis, with a grant of authority to the Administrator to
honor original applications before honoring those made by persons
who are, as it were, coming around for a second helping.
Fourth, the administration bill would earmark its funds and sep
arate those for direct insurance from those to be used for the rein
surance program. The Lehman-Kennedy bill would not.
There are other differences, some specific and critical, others general
and perhaps philosophic. The staff has prepared a detailed comEarative analysis of the differences among all three of the bills pending
efore us, which has already been inserted in the record. (See p. 932.)
Now let us proceed with the hearing which today will be devoted
to the administration, and its first witness, Mr. Frank J. Meistrelh
Deputy Administrator of the Housing and Home Finance Agency,
which under the terms of both the Bush bill and the Lehman-Kennedy
bill would administer the insurance program.
Senator Bush. Mr. Chairman, I would like to compliment the chair
man on his opening statement and to assure him of my eagerness to
cooperate in any way. As he has pointed out, there is a large area of
agreement in these bills, and I think there is no question that the
chairman and all of us will work primarily to get something in the
nature of a flood insurance bill which people can afford and which can
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Critique of S. 2862, William F. McKenna, Counsel, January 9, 1956
The following observations are made in connection with S. 2862, National Flood
Indemnity Act of 1956, introduced by Senator Bush for the administration on
January 5, 1956.
1. Geographic limits.—Section 3 (e) and (f) of the bill in defining "United
States" and "State" omit United States possessions. These could be included
by defining the United States and States as the several States, Territories, and
possessions, and the District of Columbia.
2. Personal property.—Section 101 expressly includes in "personal property"
for the purposes of direct Federal flood insurance only business inventories,
stored agricultural commodities and household effects. It leaves to the Adminstrator's determination other personal property to be included. By contra.:.,
ection 201 dealing with reinsurance authorizes the Administrator to reinsure
impanies insuring against flood loss on "personal property," without expressly
miting the type covered.
3. Flood.—Section 101 in defining "flood" expressly includes "rising water
nsed by tide, wind, or rain." It leaves to the Administrator discretion to
land this definition by regulation.
-. Rates.—Section 102 requires indemnity contract fees to "be based on con•ration of the risks involved and the desirability in the public interest of
rtding indemnity protection at reasonable cost" (a seeming combination of
arial and subsidy approaches to the ratemaking task ) .
iwever, the effect of this language is restricted by a proviso that in setting
"the Administrator shall set up estimated rates which would be necessary
ovide an adequate reserve to pay all claims for losses over a reasonable
i of years" (a nonprofit, actuarial approach, excluding administrative
ses).
next proviso requires the insured to pay at least 60 percent of this nonactuarial rate, the remainder of 100 percent to be paid half by a State
alf by the Federal Government. This leads to the conclusion that a
able cost for indemnity protection is never lower than 60 percent of the
al, nonprofit rate. Query whether this is always true in the light of
ny received by this committee in its disaster insurance hearings. At
hen, N. Y., hearing, testimony was given that in one instance Lloyds' of
quoted a rate of $250 per $1,000 value to cover certain real property
flood risk. It may well be that 60 percent of this ($150 per $1,000)
ill be too high to form a practical rate at which to sell flood insurance,
cases, Lloyds' would not insure against flood risk at any rate,
ht prove desirable to allow the administering agency more flexibility
ishing rates in order to achieve a flood indemnity program that will
ade protection to. those who need it.
rve buildup.—Section 102 requires loss reserves to be provided "over
We period of years." Since, section 403 contemplates a report to the
>y January 3, 1961, oh the feasibility of a transfer of the program
insurance companies, presumably the assumption is that adequate
11 have been built up by that date-—roughly, a 5-year period.
mity.—Section 102 contemplates uniform rates for similar risks, an
concept in theory. This differs from a uniform national rate for all
a given type of property.
articipation.—As worded, section 102 prevents the issuance of a single
>ntract until the State in which the property covered is located has
Federal fund the State's allotted portion of the fee due on the conraises a question regarding workability of the entire direct indemnity
any State legislatures meet only biennially. Failure of a State
r its portion of each indemnity contract on property in the State
» all property in the State from protection under this program,
r a given State legislature will be willing to appropriate in adlefinite sums as may be needed to fulfill the obligation placed on
•r this bill. The bill gives the State no voice in the program, but
ition of paying for part of it. Taxation without representation
between governments as between a government and the governed,
ncial participation is desired, it would seem more practical to
e to contract with the Federal Government to reimburse it annupercentage of claims paid on property in the State during the
with authority to offset other moneys due the State from the
lent in the event of default on such contract. This would permit
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FUNDS AND TREASURY BORROWINGS

Sec. 14. (a) To carry out the purposes of this Act, the Commissioner is au
thorized to establish two funds to be known as the (1) Disaster Insurance
Fund, and (2) Disaster Reinsurance Fund.
(b) Into the Disaster Insurance Fund shall be deposited all insurance pre
miums collected by the Commissioner for insurance policies issued by him under
this Act. Into the Disaster Reinsurance Fund shall be deposited all fees col
lected by the Commissioner in connection with reinsurance made available by
him under this Act.
(c) Moneys in each of the funds may be invested in obligations of the United
States or in obligations guaranteed as to principal and interest by the United
States. Such obligations may be sold and the proceeds derived therefrom may
be reinvested as above provided if deemed advisable by the Commissioner. In
come from such investment or reinvestment shall be deposited in the respective
fund from which the investment was made.
(d) All salvage proceeds realized by the Commissioner in connection with
insurance made available under this Act shall be deposited in the Disaster
Insurance Fund ; and all salvage proceeds realized by the Commissioner in con
nection with reinsurance made available under this Act shall be deposited in
the Disaster Reinsurance Fund.
(e) The Commissioner is authorized to issue to the Secretary of the Treas
ury from time to time and have outstanding at any one time, in an amount not
exceeding $1,500,000,000 (or such greater amount as may be approved by the
President) notes or other obligations in such forms and denominations, bearing
such maturities, and subject to such terms and conditions as may be prescribed
by the Commissioner, with the approval of the Secretary of the Treasury :
Provided, That before July 1, 1957, the amount of such notes or other obliga
tions issua-l to the Secretary of the Treasury by the Commissioner and out
standing at any one time shall not exceed $1,000,000,000. Such notes or other
obligations shall bear interest at a rate determined by the Secretary of the
Treasury, taking into consideration the current average rate on outstanding
marketable obligations of the United States of comparable maturities as of
the last day of the month preceding the issuance of such notes or other obliga
tions. The Secretary of the Treasury is authorized and directed to purchase
any notes and other obligations to be issued hereunder and for such purpose he
is authorized to use as a public debt transaction the proceeds from the sale of
any securities issued under the Second Liberty Bond Act, as amended, and the
purposes for which securities may be issued under such Act, as amended, are
extended to include any purchases of such notes and obligations. The Secre
tary of the Treasury may at any time sell any of the notes or other obligations
acquired by him under this section. All redemptions, purchases, and sales by
the Secretary of the Treasury of such notes or other obligations shall be treated
as public debt transactions of the United States. Funds borrowed under this
section shall be deposited, in such proportions as the Commissioner deems ad
visable, in the Disaster Insurance Fund and the Disaster Reinsurance Fund.
(f) Moneys in the Disaster Insurance Fund and the Disaster Reinsurance
Fund may be used for the following purposes as deemed necessary by the Com
missioner :
(1) To enable the Commissioner to carry out all functions under this Act.
including the payment of operating and administrative expenses :
(2) To pay from the Disaster Insurance Fund approved claims for loss under
insurance policies issued by the Commissioner under this Act :
(3) To pay from the Disaster Reinsurance Fund approved claims under rein
surance agreements entered into by the Commissioner under this Act ; and
(4) To repay to the Secretary of the Treasury sums borrowed from him in
accordance with the provisions of subsection (e) of this section.
ADVISORY COMMITTEE

Sec. 15. In carrying out his functions under this Act, the Commissioner shall
appoint an advisory committee as authorized by section 807 of the Housing Act
of 1954 (68 Stat. 590, 645). Such committee shall consist of not less than three
nor more than fifteen persons familiar with the problems of insurance or reinsur
ance, to advise the Commissioner with respect to the formulation of policies and
the execution of functions under this Act.
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DEFINITIONS

Sec. 16. (a) As used in this Act, the word "flood" shall include any flood, tidal
wave, wave wash or other abnormally high tidal water, hurricane, deluge or the
water component of any other severe storm, and landslide due to excess moisture.
(b) As used in this Act, the term "natural disaster" shall include flood as
defined above, earthquake, volcanic eruption, severe freeze, blizzard, duststorm,
hailstorms, snowslide, explosion, drought, smog, radioactive contamination or
other air pollution, and land subsidence due to an underground cave or manmade subterranean excavation, but shall not include fire or wind except where
either of such perils occurs as a result of or in conjunction with one of the perils1
listed herein.
STUDIES

Sec. 17. (a) The Commissioner shall undertake a continuing study of the prac
ticability of extending the coverage of insurance programs similar to those
authorized under this Act to one or more of the perils included within the term
"natural disaster" as defined in this Act.
(b) The Commissioner shall also undertake a continuing study of participation
by private insurance companies in the programs authorized by this Act, in order
that the protection it authorizes can be provided, whenever practicable, through
insurance policies issued by private insurance companies and reinsured with the
Commissioner, in lieu of providing such protection through insurance policies is
sued in the name of the Commissioner.
(c) The Commissioner shall undertake a continuing study of the feasibility of
having private insurance companies take over, with or without some form of
Federal financial support, the insurance programs authorized by this Act.
Sec. 18. For the purpose of carrying out functions under this Act the Com
missioner may—■
(a) sue or be sued;
(b) without regard to sections 3648 and 3709 of the Revised Statutes, as
amended (31 U. S. C. 529 and 41 U. S. C. 5), and section 322 of the Act of
June 30, 1932 (47 Stat. 412, as amended (40 U. S. C. 278a) ), enter into and
perform contracts, leases, cooperative agreements, or other transactions, on
such terms as he may deem appropriate, with any agency or instrumentality
of the United States, or with any State or agency or political subdivision
thereof, or with any person, firm, association, or corporation and consent to
modification thereof, and make advance or progress payments in connection
therewith ;
(c) without regard to sections 3648 and 3709 of the Revised Statutes, as
amended (31 U S O. 529 and 41 U. S. C. 5), and section 322 of the Act of
June 30, 1932 (47 Stat. 412, as amended (40 U. S. C. 278a)), by purchase,
lease, or donation acquire such real and personal property and any interest
therein, make advance or progress payments in connection therewith, and
hold, use, maintain, insure against loss, sell, lease, or otherwise dispose of
such real and personal property as the Commissioner deems necessary to
carry out the purposes of the Act ;
(d) appoint, pursuant to civil-service laws and regulations, such officers,
attorneys, and employees as may be necessary to carry out the purposes of
this Act ; fix their compensation in accordance with the provisions of the
Classification Act of 1949, as amended ; define their authority and duties ;
require bonds from such of them as may be necessary ; and delegate to
them, and authorize successive redelegations by them, of such of the powers
vested in him by this Act as he may determine ;
(e) issue such rules and regulations as he deems necessary to carry out
the purposes of this Act ; and
(f ) exercise all powers specifically granted by the provisions of this Act
and such incidental powers as are necessary to carry out the purposes of
this Act.
RESERVATION OF RIGHTS IN REAL ESTATE ACQUIRED

Sec. 19. The acquisition by the Commissioner of any real property pursuant
to this Act shall not deprive any State or political subdivision thereof of its
civil or criminal jurisdiction in and over such property or impair the civil rights
under the State or local law of the inhabitants on such property.
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TAXATION

Sec. 20. Nothing in this Act shall be construed to exempt any real property,
acquired and held by the Commissioner in connection with the payment of any
claim under this Act, from taxation by any State or political subdivision thereof,
to the same extent, according to its value, as other real property is taxed.
ANNUAL REPORT

Sec. 21. The annual report made by the Housing and Home Finance Adminis
trator to the Preside.it for submission to'the Congress under existing law on all
programs provided for under this Act shall contain a comprehensive report
concerning (1) the operation of insurance and reinsurance programs authorized
under this Act, and (2) the status and result of studies authorized under section
17 of this Act, together with such recommendations, if any, for legislative changes
deemed by the Commissioner desirable to improve the operation of programs,
authorized under this Act. The annual report for the calendar year ending
December 31, 1961, shall contain an express opinion of the Commissioner, sup
ported by pertinent findings, concerning the advisability of withdrawing in whole
or in part Federal financial support for insurance policies to be issued at any time
after June 30, 1962, offering protection against one or more of the perils included
in natural disasters as defined in this Act, taking into consideration the desirabil
ity of offering protection against such perils. Such opinion shall be accompanied
by recommendations for legislative changes deemed desirable by the Commis
sioner in the event the opinion is to the effect that any such withdrawal of
financial support is advisable. Unless and until an affirmative opinion is ren
dered, the annual report for every fifth calendar year after 1961 shall contain an
express opinion of the Commissioner on this matter, supported by pertinent
findings.
SEPARABILITY PROVISION

Sec. 22. If any provision of this Act or the application of such provision to any
person or circumstances shall be held invalid, the remainder of the Act and theapplication of such provision to any person or circumstance other than those as to
which it is held invalid shall not be affected thereby.

Sectional Analysis op S. 3137
Section 1—Short title
Federal Flood Insurance Act of 1956.
Section S—Findings and declaration of policy
(a) Findings of need for national program of insurance against flood loss
and study of insurance against loss from other natural disasters.
(6) Purpose of act: (1) to provide such a program; and (2) to encourage
private insurance of excess loss above Federal coverage, with Federal reinsur
ance, as necessary.
Section 3—Federal Flood Insurance Administration
(a) Creates constituent agency within HHFA to be named Federal Flood
Insurance Administration and to be headed by Commissioner appointed by
President subject to Senate confirmation. HHFA has general supervision but
policy decisions remain with Commissioner.
(6) Administration made subject to Government Corporation Control Act.
(c) Official financial transactions of Commissioner binding on Government
officers ; annual audit to be made by GAO.
Section 4—Authority to insure and reinsure
Commissioner directed to provide insurance against flood loss to real and
personal property, owned privately or by State or local government ; and Com
missioner directed and authorized to reinsure against such loss ; program opera
tive in United States (including District of Columbia), its Territories and pos
sessions and Puerto Rico.
Section 5—Premium rates
Commissioner to establish them. Rates to be based on consideration of risks,
administrative and operating expenses and need for reserves but rates to lie
consistent with the aim of offering protection at reasonable rates.
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Section 6—Property and loss limits
Commissioner may determine types and location of property covered, nature
and limits of loss in any area, and other necessary matters.
Section 7—Risk classification
(a) Preference granted to original applications over second applications for
insurance.
(6) Commissioner may regulate classification and limitation of risks.
Section 8—Policy and program limits
(a) Face amount of insurance issued by Commissioner limited to $10,000 on
1- to 4-family residence, including contents, and $100,000 on any other single
piece of real property or personal property in any single location. Claim for
loss not to exceed actual value of property or cost of replacing in prior condi
tion, whichever is lower. Loss deduction clause of $100 or up to $200 as specified
by Commissioner.
(6) Total liability of Commissioner under insurance and reinsurance program
not to exceed $1 billion originally, plus an additional $1 billion each on July 1,
1957, and July 1, 1958.
Section 9—Reinsurance regulatory authority
(a) Commissioner authorized to regulate reinsurance.
(6) Premium rates, terms, and conditions of reinsured policy are subject to
Commissioner's approval.
(c) Commissioner to use best efforts to encourage private insurance companies
to issue policies covering excess of loss above Federal policy limits. Commis
sioner to offer suitable program of reinsurance for this purpose.
(d) Commissioner to encourage private insurance companies to insure against
loss from floods ; Commissioner to offer suitable reinsurance.
Section 10—Nonduplication of available insurance
(a) No insurance or reinsurance to be issued against risks if available on
reasonable terms from public or private sources.
(B) No insurance or reinsurance to be issued on property in violation of flood
zoning laws.
Section 11—Use of other public and private facilities
(a) Commissioner to use private insurance facilities to maximum practicable
extent and may pay reasonable compensation.
(6) Commissioner may allow financial participation of private insurance
companies in profit or loss under program.
(c) Commissioner may use services of other public agencies for reasonable
compensation.
(d) Commissioner may exchange information with private insurance organi
zations and other public agencies.
Section 12—Federally aided property
Federal agency aiding construction, repair, or purchase of property may require
it to be insured against natural disaster to the extent such insurance is available.
Section 13—Claims payments and judicial review
(a) Commissioner to arrange for prompt adjustment and payment of claims,
collecting any share due from participating private companies.
(6) Claim exempted from attachment, levy or garnishment and offset against
other claims due the United States.
(c) Dissatified claimant may sue Commissioner in United States district
court within 1 year after receipt of notice of total or partial disallowance of
claim.
•;
Section 14—Funds and Treasury borrowing
(a) Commissioner to establish disaster insurance fund and disaster reinsur
ance fund.
(6) Insurance premiums for insurance issued by Commissioner are to be de
posited in disaster insurance fund. Reinsurance fees go into disaster reinsur
ance fund.
(c) Moneys in each fund may be invested in United States obligations.
(d) Salvage proceeds go to appropriate fund.
(e) Commissioner may borrow up to $1.5 billion (or greater amount approved
by President) from Secretary of Treasury; Provided, That before July 1, 1957,
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limit Is $1 billion. Terms and conditions of evidences of indebtedness to meet
approval of Commissioner and Secretary of Treasury. Interest rate fixed by
Secretary of Treasury according to formula prescribed. Borrowed funds de
posited in appropriate fund.
(/) Disaster insurance fund and disaster reinsurance fund usable for (1)
operating and administrative expenses, (2) payment of claims, and (3) repay
ment of Treasury borrowing.
Section 15—Advisory committee
Commissioner shall appoint advisory committee of 3 to 15 familiar with in
surance or reinsurance problems.
Section 16—Definitions
(a) "Flood" includes flood, tidal wave, wave wash, high tidal water, hurri
cane, deluge, water component of severe storm, and landslide due to excess
moisture.
(B) "Natural disaster" includes flood, plus earthquake, volcanic eruption,
severe freeze, blizzard, duststorm, hailstorm, snowslide, explosion, drought, smog,
radioactive contamination, other air pollution, land subsidence, excluding fire
or wind except where either occurs as result of or in conjunction with one of
the listed perils.
Section n—Studies
(a) Commissioner to study practicability of extending program to other
natural disasters besides flood.
(6) Commissioner to study reinsurance program to avoid need for flood in
surance by Federal Government.
(c) Commissioner to study feasibility of private Insurance takeover of act's
programs with or without Federal financial support.
Section 18—Additional powers
Commissioner may—
(a) sue or be sued;
(6) enter contracts freely;
(c) acquire real or personal property;
(d) hire employees;
(e) issue necessary rules and regulations;
(/) exercise specific and necessary implied powers.
Section 19—Reservation of rights
Commissioner's acquisition of real property shall not take away State or local
Jurisdiction.
Section 20—Taxation
Act not to be construed to exempt from State or local taxation any real
property acquired by Commissioner due to payment of claims.
Section 21—Annual report
Annual report by HHFA to President for submission to Congress shall report
comprehensively (1) operation of act's programs; and (2) status of studies
under section 17, plus legislative recommendations, if any. Annual report for
calendar year 1961 to contain Commissioner's opinion regarding advisability
of withdrawing in whole or in part Federal aid for insurance under act after
June 30, 1962. Affirmative opinion to be accompanied by legislative recommenda
tions. Until affirmative opinion is given, similar report should be made every
fifth year.
Section 22—Separability provision
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Critique of S. 2862, William F. McKenna, Counsel, January 9, 1956
The following observations are made in connection with S. 2862, National Flood
Indemnity Act of 1956, introduced by Senator Bush for the administration on
January 5, 1956.
1. Geographic limits.—Section 3 (e) and (f) of the bill in denning "United
States" and "State" omit United States possessions. These could be included
by defining the United States and States as the several States, Territories, and
possessions, and the District of Columbia.
2. Personal property.—Section 101 expressly includes in "personal property"
for the purposes of direct Federal flood insurance only business inventories,
stored agricultural commodities and household effects. It leaves to the Admin
istrator's determination other personal property to be included. By contra.;-,
section 201 dealing with reinsurance authorizes the Administrator to reinsure
companies insuring against flood loss on "personal property," without expressly
limiting the type covered.
3. Flood.—Section 101 in defining "flood" expressly includes "rising water
caused by tide, wind, or rain." It leaves to the Administrator discretion to
expand this definition by regulation.
4. Rates.—Section 102 requires indemnity contract fees to "be based on con
sideration of the risks involved and the desirability in the public interest of
providing indemnity protection at reasonable cost" (a seeming , combination of
actuarial and subsidy approaches to the ratemaking task ) .
However, the effect of this language is restricted by a proviso that in setting
fees "the Administrator shall set up estimated rates which would be necessary
to provide an adequate reserve to pay all claims for losses over a reasonable
period of years" (a nonprofit, actuarial approach, excluding administrative
expenses).
The next proviso requires the insured to pay at least 60 percent of this non
profit, actuarial rate, the remainder of 100 percent to be paid half by a State
and half by the Federal Government. This leads to the conclusion that a
reasonable cost for indemnity protection is never lower than 60 percent of the
actuarial, nonprofit rate. Query whether this is always true in the light of
testimony received by this committee in its disaster insurance hearings. At
the Goshen, N. Y., hearing, testimony was given that in one instance Lloyds' of
London quoted a rate of $250 per $1,000 value to cover certain real property
against flood risk. It may well be that 60 percent of this ($150 per $1,000)
would still be too high to form a practical rate at which to sell flood insurance.
In other cases, Lloyds' would not insure against flood risk at any rate.
It might prove desirable to allow the administering agency more flexibility
in establishing rates in order to achieve a flood indemnity program that will
truly provide protection to. those who need it.
5. Reserve buildup.—Section 102 requires loss reserves to be provided "over
a reasonable period of years." Since, section 403 contemplates a report to the
Congress by January 3, 1961, oh the feasibility of a transfer of the program
to private insurance companies, presumably the assumption is that adequate
reserves will have been built up by that date—roughly, a 5-year period.
6. Uniformity.—Section 102 contemplates uniform rates for similar risks, an
acceptable concept in theory. This differs from a uniform national rate for all
contracts on a given type of property.
7. State participation.—As worded, section 102 prevents the issuance of a single
indemnity contract until the State in which the property covered is located has
paid into a Federal fund the State's allotted portion of the fee due on the con
tract. This raises a question regarding workability of the entire direct indemnity
program. Many State legislatures meet only biennially. Failure of a State
to provide for its portion of each indemnity contract on property in the State
would deprive all property In the State from protection under this program.
Query whether a given State legislature will be willing to appropriate in ad
vance such indefinite sums as may be needed to fulfill the obligation placed on
the State under this bill. The bill gives the State no voice in the program, but
only the obligation of paying for part of it. Taxation without representation
is as abhorrent between governments as between a government and the governed.
If State financial participation is desired, it would seem more practical to
require the State to contract with the Federal Government to reimburse it annu
ally for a fixed percentage of claims paid on property in the State during the
preceding year ; with authority to offset other moneys due the State from the
Federal Government in the event of default on such contract. This would permit
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the program to go forward without requiring as a condition precedent that the
State participate in each separate contract fee payment.
Testimony given the committee demonstrated the flood problem to be more
national than intrastate in character. Flood conditions in one State may well
be caused or contributed to by action or inaction of a second State wholly outside
the remedial jurisdiction of the suffering State. National problems should be
openly met by Federal measures, not allowed to lack solution by invoking hybrid
Government devices resulting in a program whose benefits may prove more
Illusory than real.
Under the bill the State involved retains a veto power over every potential
Indemnity contract; yet the contract is designed to afford protection to the
Insured, not to the State.
Under the bill, each contract involves a forced subsidy on the part of the State
involved, for no method is provided for returning funds to the State should
the program prove to be profitable. The bill obviously hopes to make the program
profitable, as section 403 envisions assumption of flood risks by private insurance
companies. Yet it seems to assume a program normally working with compul
sory Federal and State subsidies, hardly a proper yardstick to measure public
acceptability by potential insureds of a similar protective program in which
the insured must pay 100 percent of the actuarial fee plus enough to pay operating
costs and produce an acceptable profit.
Technically it would be possible to omit the States from consideration under
the bill even under its present language if the insured paid 100 percent of the
actuarial fee, but this would too likely prove prohibitive.
For many reasons, this method of compulsory State participation bears careful
scrutiny. It raises serious doubts regarding workability of the indemnity pro
gram on a nationwide basis.
8. Administrative expense.—Section 102 requires all Federal administrative
expenses under the indemnity program to be paid from appropriations out of the
Federal Treasury. A private insurance company would of necessity pay admin
istrative expenses out of fees, earnings and salvage from the insurance program.
The bill's method thus provides an unrealistic and short yardstick against which
to measure the ultimate feasibility of the indemnity program as a profitable com
mercial venture, even without considering the nonprofit nature of the bill's
program.
The Federal crop-insurance program began with a similar device; but more
recently has charged some operating expenses against the program.
9. Declining applications and risks.—Section 103 authorizes the Administrator
to decline any application or risk, as well as regulating the classification, limita
tion, and rejection of risks. Under the power to decline any application, there
is the danger the Administrator may play favorites or use discrimination in
the absence of further statutory safeguards. Under the power to decline any
risk, there is the danger the Administrator may thwart congressional intent
through inordinate caution in excluding from coverage risks intended to be
covered by this act. The Administrator's other powers to vary fee schedules
according to risks should prove adequate to exclude inadvisable risks.
10. Crop insurance.—Section 104 precludes indemnity if flood insurance is
obtainable on reasonable rates and conditions from a public program. This
presents a problem of cooperating with the Federal crop-insurance program,
which presently covers only about 800 out of 3,000 counties. Under the bill's
present language, the Administrator could issue in-ground crop insurance against
flood in the eases in which insurance is not available from the Federal Crop
Insurance Corporation.
11. Indemnity contract limit.—Section 105 limits each indemnity contract to
a Federal obligation of $250,000 per person (including a corporation or like organ
ization and a State and local government). Most insurance contracts operate
on a per property rather than a per person basis.
The limit is obviously a policy matter . It would seem needlessly high for
pwner-occupants of single family dwellings. It might well prove too low to
meet the flood insurance needs of many business enterprises. A classified lower
limit for residences and higher limit for other property might better distribute
the allotted indemnity funds according to need, especially if changed to a per
property rather than a per person basis.
This provision in section 105 speaking of "obligating the United States" not
in excess of $250,000 per contract leaves doubt as to whether $250,000 is the top
face limit per contract. Another possible interpretation requires consideration
of the provision in section 105 that the United States has no obligation to pay
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at least the first $300 of any claim and 10 percent of the balance of the claim.
Would this permit the face amount of each contract to run as high as $278,077
($278,077— $300— [10 percent of the difference between $278,077 and $300=
$27,777] =$250,000)? This could be clarified by placing the limit on the "face
amount of the contract."
Computation indicates that under the present bill 7,600 contracts could be
issued having a face amount of $278,077 if the aggregate United States exposure
is limited to $1.9 billion. Increasing the aggregate limit by $1 billion, us per
mitted by the bill with Presidential approval, would increase the number of
possible contracts by 4,000 for a total of 11,600 contracts. Reducing the limit
per policy to $28,080 would increase the potential number of policies to 116,000.
At a limit of $11,410 the contract potential expands to about 290,000 in number.
These figures compare with some 164 million United States population (com
prising about 42 million families) and 4 million business enterprises (of which
about 2 million are l-or-2-man enterprises, mainly in the service field). Under
the bill's policy of only 1 contract per "person," as defined in the bill, this allows
about 1 contract for every 150 potential family, corporate or Government pur
chasers. Obviously not all these will want to buy flood insurance. But most
businesses and governments will want to buy more than the $11,410 limit used
in arriving at this ratio. The problem is raised whether this size program
will give a true test of the feasibility of the program, since the principle of
adverse selection will work to induce those most exposed to flood risk to apply
early for indemnity contracts, leaving more desirable risks to compete for such
portion, if any, of the total authorized coverage as remains after the greatest
risks have been covered.
12. Loss deductible.—Section 105 employs a formula to determine the minimum
loss deductible. This is $300 plus 10 percent of the remainder of any claim.
In principle this serves the threefold purpose of eliminating nuisance claims,
cutting operating costs, and requiring the insured to share the risk on all portions
of the insured loss. I understand the more normal insurance practice to be to
have a fixed dollar amount loss deductible (frequently $50 on standard extended
coverage). The risk-sharing device is obtained by coinsurance requirements, ■
forcing the insured to carry insurance on a substantial portion of the value of
the property under the penalty of otherwise receiving only partial recovery for
a partial loss under the policy.
It should be borne in mind that the higher the loss deductible, the less benefit
the policy gives the insured. A disaster victim frequently needs all the cash or i
credit he can obtain in order to recoup his losses.
13. Aggregate liability.— Section 106 of the bill permits a total aggregate
liability of $1.9 billion under indemnity contracts and permits the President to
increase this by an additional $1 billion. This section also permits the Admin
istrator to earmark portions of this amount for geographic areas of the United
States according to the needs of persons in such areas.
The policy decision to be made on this point is whether an aggregate permissible
exposure to risk of $1.9 billion is sufficient to supply the needs of the country
for flood insurance, considering the limitation this places on the number of
contracts which may be issued when taken in conjunction with the individual
limit per indemnity contract.
;
14. Reinsurance scope.—Title II of the bill deals with reinsurance. Section
201 authorizes Federal reinsurance of insurance companies against loss on
account of flood insurance on real or personal property. Such reinsurance can
be issued only as necessary to enable insurance companies to provide insurance
where it would otherwise not be available. It should be noted that this provi
sion leaves with the Administrator complete discretion as to type of insurance
to be provided. It also permits coverage of all types of personal property. How
ever, it makes it necessary to determine whether the insurance involved is
presently available, presumably on any terms ; otherwise, the Administrator
would not be authorized to issue reinsurance under the provisions of this bill.
Interpretation of this provision raises this difficult problem. Testimony given
the committee in its field hearings shows that insurance companies in the Lloyds'
group offered flood risk coverage on some real property in the United States at
a rate of $250 per $1,000 valuation. A question is raised as to whether such an
offer is to be interpreted under the bill as meaning that insurance is available
against flood risk under such conditions.
15. Reinsurance premium rates.—Section 202 requires the Administrator to fix
rates for reinsurance upon consideration of the risks and requires the rates to
be adequate in his judgment to cover all claims for losses under reinsurance
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agreements over a reasonable period of years. This seems to require the Ad
ministrator to calculate such rates on an actuarial basis. It raises the question
whether a private company could successfully compete with the subsidized direct
Government indemnity contract program even if the private company wished to
make use of the reinsurance provisions in the bill. The direct indemnity contract
provisions contemplate a subsidy. The reinsurance provisions appear not to,
except for administrative expense.
16. Uniformity of rates.—Section 202 requires reinsurance rates to be uniform
throughout the United States for similar risks. This provision is acceptable,
since it allows a difference in rates according to risk involved.
17. Conditions in policies reinsured.—Section 203 of the bill grants the Ad
ministrator regulatory authority over the terms and conditions of insurance poli
cies reinsured under the bill. Obviously, such control should be retained by the
Administrator.
18. Noncompetition—Section 204 of the bill precludes the issuance of reinsur
ance if it is otherwise available at reasonable rates and upon reasonable
conditions from private sources. It should be noted that this specifically refers
to reinsurance being available rather than insurance. The provision is proper
as to reinsurance.
19. Aggregate exposure to risk on reinsurance.—Section 205 earmarks $100
million as the top exposure to risk on reinsurance under this bill. This raises
the policy question as to the sufficiency of this amount when balanced against
an authorized exposure to risk of $2.9 billion on indemnity contracts issued by the
United States directly. It also has the effect of isolating this particular $100
million, making it unusable for direct indemnity contracts in the event no need
develops for its use under the reinsurance program.
20. Administering agency.—Title III of the bill provides for administration
and financing of the program. Section 301 creates a new constituent administra
tion within the Housing and Home Finance Agency similar to FHA and PHA
from a housekeeping standpoint. This new unit would be known as the Federal
Flood Indemnity Administration headed by a Commissioner appointed by the
Administrator. The bill does not contemplate confirmation of the Administrator
t>y the Senate, a departure from the requirement for the heads of FHA and
PHA. Placing administration within a constituent agency of HHFA obviously
raises a policy question. Presumably the main function of the Housing and
Home Finance Agency is to coordinate housing programs of the Government.
Under the bill indemnity contracts would cover other types of property besides
housing, namely business properties and property owned by State and local
governments. Under present programs the experience of the HHFA with insur
ance is primarily limited to general supervision of the mortgage insurance pro
gram administered by FHA. Whether this differing type of insurance is per
suasive as to placing administration of the flood indemnity program within
HHFA is a matter for policy decision. Other programs have suggested that
jfthe choice of the administering agency be left to the President ; or that the
Small Business Administration be named since it already handles a disaster loan
program for business and homes ; or that the Federal Civil Defense Administra
tion be named on the theory that it could complement its wartime duties with
training received in administering the peace-time disaster insurance program,
especially since it already acts as Federal coordinator for disaster relief under an
Executive order. A further possibility would be to name the Treasury Depart
ment, in the absence of reviving RFC, since the problems of liquidating RFC were
jgiven by statute to the Secretary of the Treasury. The old War Damage
Corporation, an RFC subsidiary, is still in the process of liquidation.
21. Budgetary control.—Section 301 (b) makes the FFIA subject to the Gov
ernment Corporation Control Act, but section 301 (c) makes the Administrator's
determination final regarding vouchers he approves in connection with final trans
actions of all indemnity contracts and reinsurance agreements, even as against the
General Accounting Office.
22. Funds.—Section 302 authorizes a Federal flood indemnity fund and Federal
flood reinsurance fund. Into the indemnity fund are to be placed fees paid by the
insured, together with payments by the Federal and State governments. Rein
surance premiums are to be placed in the reinsurance fund. The Administrator
is empowered to invest money in both funds in United States obligations. These
provisions are satisfactory.
23. Fhmncing.—Section 303 authorizes the Administrator to borrow up to
$500 million at any one time from the Secretary of the Treasury in order to
finance activities under the bill. The remaining provisions of the section dealing
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with interest to be paid on such borrowings are couched in the usual language.
Money borrowed is to be placed in the indemnity fund or the reinsurance fund
as deemed advisable by the Administrator. The policy question here raised is
whether the amount here provided is sufficient, but it should be recalled that
indemnity fees are to be collected in advance and that section 305 of the bill
authorizes the Secretary of the Treasury to pay valid claims out of the United
States Treasury. Presumably the $300 million borrowing authorization would
be called upon to meet the need of the Administrator for indemnity reserves
before adequate reserves have been built up over the reasonable period of years
allowed by the other portions of the bill. None of this amount is available for
Federal administrative expenses since these are to be paid out of appropriated
funds under the provisions of section 304 of the bill.
Apparently section 305 sets up a safety valve which gives claimants a direct
line to the United States Treasury in the event the Administrator is unable to
pay any valid claim under this bill. Also, presumably, no interest is to be paid
by the Administrator for the use of money so paid out by the Federal Treasury.
24. Participation.-—Title IV of the bill contains general provisions. Section
401 directs the Administrator to encourage maximum participation of private
companies under this bill. It directs him to use the services and facilities of
public groups and private insurance companies, agents, brokers and adjustment
organizations. It authorizes him to agree with private companies that they may
act as underwriter agent or claim agent on the Administrator's behalf.
The section does not seem to provide express authority for the Administrator
to enter into participation agreements with private companies whereby they will
share in the profits or losses from the program in a manner similar to that
arrangement carried out by the War Damage Corporation. It is, of course,
questionable whether any such grant of authority would be placed in use by
private companies at this time.
25. Private takeover.—Section 402 instructs the Administrator to consult with
insurance industry representatives to make continuing studies concerning
methods for expanding the reinsurance program and for facilitating the take
over of all flood risks by private insurance carriers.
This section appears to have supplanted provisions for a formal advisory board.
Under it the Administrator is limited to consultation with insurance industry
representatives. Other bills have authorized a broader representation on ad
visory boards by permitting membership to those familiar with insurance or
reinsurance problems.
26. Duration.—No express termination date is provided in this bill. How
ever, section 403 requires the Administrator to send a report to the President
on or before January 3, 1961. The President in turn is to submit the report to
the Congress. Among other matters it is to contain recommendations for legis
lation terminating the Government insurance program and providing for assump
tion of flood risk by private companies or, in the alternative, it is to explain
why such legislation would not be feasible or advisable at that time.
As previously pointed out, it is questionable whether the bill sets up a
proper yardstick for measuring the feasibility of a flood-insurance program,
since it contemplates both Federal and State subsidy of premium payments.
Moreover, it does not envision any profit being made on the program ; and it
requires payment of all Government administrative and operating expenses out
of general United States Treasury funds rather than out of funds raised under
the indemnity program.
Since the staff study indicated that in any given year the amount of flood
damage in the United States varies considerably from the average amount
of damage over a long span of years, it is questionable whether a 5-year pro
gram will truly test the feasibility of flood insurance. A period of light damage
during that 5 years might inaccurately lead to the belief that such a program
over a longer period would be commercially profitable. On the other hand, a
period of heavy damage during the 5-year period might lead to the unfair con
clusion that no private insurance program is commercially feasible while in
truth it might prove feasible over a longer period of years.
27. Payment of claims.—Section 404 (a) authorizes the Administrator to pay
claims either directly or through his agents. It limits claims to the actual cash
value of the indemnified property or the cost of replacing such property with
material of like kind or quality, less depreciation at the time of loss. It is
suggested that the latter test make it plain that indemnity paid will equal the
cost of replacing the damaged property in the condition it was in just before
the damage occurred. Translating the formula into a computation of depreciated
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value of a damaged road becomes complex when compared with the similar
calculation of estimating the actual cost of repair in order to restore the road
to its undamaged condition.
28. Judicial review.—Section 404 (b) allows a dissatisfied claimant 1 year
within which to file suit in the Federal court in the district where the property
is located. One year is measured from the date the Administrator mails notice
of disallowance in whole or in part to the claimant.
Such a provision will assure judicial review for dissatisfied claimants.
29. Coordination.—Section 405 (a) empowers the Administrator to consult
with other Government agencies having jurisdiction over land use and flood
control, in order to assure that the indemnity and reinsurance program is con
sistent with the programs of such Government agencies. This apparently is
intended to encourage flood zoning. The Administrator is also entitled to the
cooperation of other Federal agencies where the Administrator's program may
affect existing or proposed flood control works. Finally, the Secretary of Agri
culture and the Administrator are to coordinate their respective programs for
flood indemnity insurance and reinsurance of agricultural commodities.
Section 405 (b) authorizes the Administrator to receive from or exchange with
certain State or private organizations dealing with insurance problems informa
tion helpful in establishing fees and premiums and in administering the in
demnity and reinsurance programs. As a minor point, it should be noted that
this does not expressly authorize the Administrator to supply information to
such groups unless he receives something in return for such information. This
deficiency could be remedied by adding the word "supply," before the word
"receive."
30. General corporate powers.—Section 406 grants the Administrator general
powers usually assigned to a corporation. These include the authority to sue
and be sued ; to enter into contracts ; to acquire and dispose of real or personal
property ; to hire employees under the Civil Service and Classification Acta,
requiring bonds as necessary (but not authorizing the Administrator to pay
bond premiums) ; to place three positions in supergrades; to conduct necessary
research and investigation ; to issue rules and regulations : and to exercise
incidental powers necessary to carry out the purposes of the bill.
31. Exemption from attachment.—Section 407 of the bill exempts claims tinder
the bill from attachment, garnishment, levy or other legal processes and also
exempts claims from setoff against indebtedness due the United States. This
provision is designed to insure receipt of funds from an approved claim by the
person indemnified.
32. Jurisdiction of real estate.—Section 408 of the bill preserves civil and
criminal jurisdiction for States and political subdivisions over any real property
acquired by the Administrator under the bill.
33. Taxation,—Section 409 provides that nothing in the bill shall be con
strued to exempt from taxation by any State or political subdivision any real
property acquired and held by the Administrator in connection with the payment
of any claim under the bill. This is a provision similar to that contained in
comparable portions of the National Housing Act concerning the takeover of
property on foreclosure or default. It should be noted that it is limited in scope
in that it applies only to property taken over in connection with payment of a
claim under this bill.
34. Separability.—Section 410 of the bill is the usual separability provision
sustaining a portion of the act even though the remainder be held invalid.

Senator Lehman. All these bills are officially before us. However,
I believe it is a fair statement of this committee's present state of mind
to say that the major alternatives before us are the administration bilL
S. 2862, introduced bv Senator Bush, and the Lehman-Kennedy bill,
S. 3137. Senator Kennedy worked with me in the redraft of my bill.
These hearings, therefore, will be largely concerned, I expect, with
these two bills and the differences between them. It is my hope that
witnesses will direct their remark;? to evaluation and constructive
criticism of this pending legislation. In a moment, I want to men
tion some of the differences between the two bills I have mentioned in
order to set the stage for these hearings.
Before I do so, however, I think it is important to point out how
large the area of agreement is between Senator Bush's bill and my
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own. Both bills set up a flood-insurance program. Both recognize
that this program breaks new ground, since private insurance com
panies have not written flood insurance in the past and indeed have
asserted their inability to do so. Therefore, both programs recognize
that some element of Government subsidy is necessary. Both legisla
tive proposals view the enterprise as one demanding flexibility and an
experimental approach.
I believe also that Senator Bush and the administration share with
me and my cosponsors a sincere desire to put a workable program into
operation as soon as possible.
I have every reason to believe that we may expect quick action from
the full committee as soon as this subcommittee is ready to make its
recommendations. Moreover, I know that the interest in this program
among Senators from all over the country is very great, and I believe
we may expect prompt action on the Senate floor. We have the as
surance of the majority leader to this effect.
Now let me mention briefly a few of the variances between S. 3137
and S. 2862.
First, the administration bill contains a provision under which no
insurance may be issued in a State until that State has made arrange
ments to pay a portion of the premiums. The Lehman-Kennedy bill
contains no such requirement. The program set forth in S. 3137
would be an entirely Federal one, in cooperation with the insurance
industry.
Second, the administration bill contains a formula whereby pre
mium rates to be insured are to be set at 60 percent of the actuarial
rate, however that may be established. The remaining 40 percent
would be paid half by the participating State government and half
by the Federal Government. The Lehman-Kennedy bill uses more
general language, envisioning a rate below actuarial levels if necessary.
Third, the administration bill would limit policies to one per per
son. The Lehman-Kennedy bill would place its limits on a per-locusof-property basis, with a grant of authority to the Administrator to
honor original applications before honoring those made by persons
who are, as it were, coming around for a second helping.
Fourth, the administration bill would earmark its funds and sep
arate those for direct insurance from those to be used for the rein
surance program. The Lehman-Kennedy bill would not.
There are other differences, some specific and critical, others general
and perhaps philosophic. The staff has prepared a detailed comEarative analysis of the differences among all three of the bills pending
efore us, which has already been inserted in the record. (See p. 932.)
Now let us proceed with the hearing which today will be devoted
to the administration, and its first witness, Mr. Frank J. Meistrell,
Deputy Administrator of the Housing and Home Finance Agency,
which under the terms of both the Bush bill and the Lehman-Kennedy
bill would administer the insurance program.
Senator Bush. Mr. Chairman, I would like to compliment the chair
man on his opening statement and to assure him of my eagerness to
cooperate in any way. As he has pointed out, there is a large area of
agreement in these bills, and I think there is no question that the
chairman and all of us will work primarily to get something in the
nature of a flood insurance bill which people can afford and which can
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be put into use as quickly as possile. And I assure my complete
cooperation to that end.
Senator Lehman. I am quite sure of that. I thank the Senator
from Connecticut.
Senator Robertson. Mr. Chairman, I would like to add this com
ment: All of us are very busy these days. It is going to be a little
difficult for some of us to examine all the testimony on these three
measures. I hope after all the testimony has been concluded, this
subcommittee will call on the staff to carefully examine all the testi
mony and submit a recommendation to the committee of what it
thinks the committee's action should be, with explanatory notes on
why it submits this recommendation. Then we can develop any dif
ferences between the patrons of the bill and other viewpoints and
have a better idea without too much laborious work and study of the
testimony of individual witnesses as to what would be the proper thing
to do.
I am very much interested in seeing something of this kind done.
My only desire is to know what to do.
Senator Lehman. I want to say the staff has been very coopera
tive and very helpful to us on both sides of this.
Senator Robertson. They have already given us a preliminary
synopsis of the differences, but it is too condensed for me.
Senator Lehman. The staff study is very useful. I am sure we will
call on the staff for a great deal of help in many directions. The ex
act course of action of the committee, I think, may be decided by the
committee when it meets later on after the testimony has been sub
mitted to the committee or prior to that time if necessary.
(The following was received with reference to the above:)
March 1, 1956.
Memorandum bt William F. McKenna, Counsel; Approved by Robert A.
Wallace, Staff Director
In response to discussion between Senator Lehman and Senator Robertson at
the February 16, 1956, session of disaster insurance hearings before the Sub
committee on Securities, the staff presents this memorandum outlining the
major problems to be settled in preparing appropriate legislation.
In an effort to assist the subcommittee in reaching a conclusion on this mat
ter, the pros and cons of these problems are discussed in this memorandum, based
on a review of the testimony presented during 8 days of hearings held by the
committee between October 31 and December 19, 1955, and 5 more days of
hearings held by the subcommittee between February 16 and 27, 1956.
I. SHALL STATE PARTICIPATION

BE REQUIRED IN
PROGRAM ?

THE INSURANCE OR INDEMNnT

S. 2862 was introduced for the administration by Senator Bush on January 5,
1956, and an amendment in the nature of a substitute was introduced by Senator
Bush on January 18, 1956. It requires each State to pay half the difference
between the actuarial premium required to pay losses and the percentage (not
less han 60 percent) of that premium paid by the insured. In other words, the
State must pay 20 percent of the actuarial premium if the insured pays 60 per
cent of that premium. The Federal Government would pay the remaining
20 percent.
S. 3137 was introduced by Senator Lehman for himself and Senator Kennedy
as well as several cosponsors on February 6. It contains no State participation
requirements.
S. 2768 was introduced by Senator Saltonsall for Senator Kennedy, himself,
and several other cosponsors on January 5, 1956. It contains no State partici
pation requirement.
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Arguments for
1. States have a responsibility to share flood burdens.
2. State's own economy is helped by flood insurance.
3. Would add incentive to participating States to work for flood control and
flood zoning.
4. Each State can decide whether or not it wants this type of insurance or
indemnity protection available to its residents.
5. Some States have no major flood problem.
6. The bill authorizes consultation with State officials.
7. Each State's total cotnribution would vary with flood exposures existing
in that State.
8. Forty-flve State legislatures will convene early in 1957.
9. Legal and financial problems presented by States participating can be
worked out as in the case of other Federal-State programs : compare unemploy
ment insurance, old age and survivors insurance, and the urban renewal program.
10. Private insurance companies can still issue insurance in nonparticipating
States, with the aid of Federal reinsurance.
Arguments against
1. Many States face constitutional prohibitions against using State funds to
aid individuals.
2. The program will be delayed because of the need for State enabling legis
lation ; many State legislatures meet only biennially.
3. Some States will probably oppose the program on the ground they cannot
afford to participate in it
4. The requirement for State participation imposes an added burden on areas
already hard hit financially due to floods.
5. It would also place participating States in a poorly competitive tax posi
tion as compared with nonparticipating States.
6. Indirectly penalizes States because the Federal Government has not
carried out the flood-control responsibilities it assumed.
7. It further penalizes participating States because they must contribute to a
Federal program while nonparticipating States may benefit from Federal relief.
8. It would penalize taxpayers of participating States because they would be
required to pay Federal taxes to help the Federal Government provide relief
for victims in nonparticipating States.
9. Conversely, it penalizes taxpayers in nonparticipating States because they
must pay a part of the amount needed to subsidize the entire insurance or
indemnity program.
10. The flood problem is national in character, not intrastate; floods in one
State may be caused by conditions in another State.
11. The Federal Government can better spread the overall burden than can
a State.
12. A requirement for State participation allows the State to veto a Federal
program by inaction.
13. The program is intended primarily to benefit the insured," not the State in
which he hapi>ens to live ; therefore, the States should be allowed no veto power
over the program.
14. Such a provision allows a State to frustrate a Federal policy by failing
or refusing to participate.
15. Under S. 2862 the State has no voice in fixing terms or conditions of the
program.
16. Under S. 2862 no provision is made for any refund of State contributions
if a profit should be realized from the program.
17. Under S. 2862 State payment of a share of a premium is made a condition
precedent to the issuance of each indemnity contract.
18. Other Federal-State programs are not analogous.
19. Finally, requiring State participation will result in an impractical, un
workable program.
II. WHAT

KATE MAKING FORMULA SHALL BE TT6ED?

S. 2768 requires rates to be based on risks and adequate to cover administrative
expenses and loss reserves so far as practical.
S. 2862 declares a policy of requiring premiums to be adequate to provide loss
reserves over a reasonable period of years while at the same time considering
the desirability of providing protection at a reasonable cost. It requires at least
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00 percent of the actuarial rate (excluding administrative expenses) to be paid
by the insured, and the balance is to be paid half by the Federal Government and
half by the State in which the property indemnified is located.
S. 3137 requires rates to be based on risks in order to be adequate to cover
administrative excuses and loss reserves : but this base is to be considered only
to the extent necessary to provide insurance to those who need it at rates they
can afford.
Arguments for specifying insured's percentage of actuarial rate
1. Limits amount of subsidy required to be paid by Federal Government.
2. The percentage is a minimum and should be increased as practical in order
to approach actuarial rate.
Arguments against specifying insured's percentage of actuarial rate
1. Even the minimum percentage may result in a prohibitive rate, discouraging
purchase of insurance.
2. In view of the present inability to determine precisely what an actuarial
rate would amount to, the percentage approach denies the administering agency
flexibility necessary to achieve a rate at which insurance will sell.
Arguments for fleaoibility in rate making
1. Because the experts cannot now iix an actuarial rate precisely, flexibility
is required.
2. Since an actuarial rate may be prohibitive, it is necessary to permit the
administering agency to fix a lower rate.
Arguments against unlimited flexibility in rate making
1. Leaves the program too open to subsidies.
2. Under some interpretations might imi>ose an ability-to-pay test on pur
chasers of insurance.
III. WHAT LIMITS SHAM, BE PLACED OX FACE AMOUNTS OF POLICIES ?

S.276S provides a policy limit of $250,000 per single piece of real property.
S. 2862 provides a limit of $2r>0,000 per person.
S. 3137 provides a limit per policy of 10,000 for l-to-5-family homes and
$100,000 for other types of property, all on a per property basis with authority in
the administering agency to grant first preference to original applications by
any person,
Arguments for high limit
1. Since fWod damage tends to be catastrophic, victims need maximum recov
ery for property severely damaged or destroyed.
2. Purchasers will not overinsure, since recovery is limited to property value
anyway.
3. Private insurance companies hesitate to issue their own coverage against
losses in excess of the Government limit, even relying on Federal reinsurance.
Arguments against high limits
1. The higher the limit the more total exposure the Federal Government must
assume on this entire program.
2. Possibly private companies will write insurance against losses in excess of
Government's limits if the Federal reinsurance program is made attractive
enough.
, . ,
3. Lower limits will enable the benefits of the program to be spread among
more persons, assuming a widespread demand for this type of insurance develops.
4. Large organizations equipped to apply swiftly for insurance may use up
available Government insurance before smaller businesses and homeowners get
around to applying for insurance.
Arguments for "per property" basis
2. Follows normal insurance practice.
2. Encourages greater participation in the program by customers willing to
purchase insurance.
Argument against "per property" basis
1. Enables disproprotionate amount of insurance under program to be obtained
by a few organizations.
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Argument for "per person" limit
1. Helps spread benefits among those needing it most.
Arguments against "per person" limit
1. May provide totally inadequate coverage for corporations or public bodies,
since each category is defined as a "person."
2. Requires sharing limit between home and business for person operating a
one-man business enterprise.
,..■'■ ,, .
3. "Per person" limits provide little hope of issuing blanket policies to mort
gagees to cover their portfolio.
IV. HOW MUCH SHALL BE ALLOTTED AS THE FEDERAL GOVERNMENT'S EXPOSURE TO
RISK REPRESENTED BY THE AGGREGATE FACE AMOUNT OF THE POLICIES ISSUED?

S. 2768 limits this amount to one-half billion dollars a year for each of 3 fiscal
years.
' •,< <
S. 2862 limits the amount of direct indemnity contracts to $1.9 billion, but allows
an additional $1 billion worth with presidential approval. It earmarks $100
million for reinsurance.
S. 3137 provides a limit of $1 billion tor eacli of 3 fiscal years.
Arguments for a low limit
•'>.!•■'
1. Confines the extent of a possible Federal subsidy.
''■'•> ■' '■
2. Conforms to the experimental nature of the whole program.
3. Is likely to gain more acceptance in the House and Senate.
' -:"
Arguments against a low limit
'
1. Denies an opportunity to obtain the benefits of the insurance principle of
spreading the risk.
2. The aggregate face amount of policies issued normally greatly exceeds the
probable loss expected.
Mr. Herd of the American Insurance Co. and Mr. Yount of the American Mutual
Alliance indicated the normal insurance practice to be the writing of far greater
amounts of insurance than they expect to pay out in losses.
Mr. Yount noted that a $3 billion program would provide insurance for only
300,000 homes if the face amount of each policy is $10,000.
He also noted that with $3 billion at risks on which the assumed loss rate is as
high as 1 percent, the amount of losses expected would only amount to $30 million.
This in effect would be the amount the private insurance company would plan to
pay.
••■"....■
V. WHAT LOSS DEDUCTIBLE PROVISION SHALL BE PLACED IN THE BILL?

S. 270& and S. 2862 both provide a loss deductible provision requiring that there
be deducted from each claim before it is paid by the administering agency the
amount of $300 plus 10 percent of the balance of the claim, as a minimum.
S. 3137 provides a flat loss deductible per claim of $100 or up to $200 if the
administering agency so decides.
Arguments for high loss deductible provision
1. By requiring the insured to share the risk, it encourages him to exercise
more care in preventing damage to his property ; it specifically discourages
construction on high-risk flood plains.
2. It discourages nuisance claim.
3. By reducing the Government's share of risk, it enables a decrease in the
premium charge.
Arguments against high loss deductible provision
1. Disaster victims stand in real need of reimbursement; high deductible
reduces the amount they can receive.
2. A provision of $300 plus 10 percent of the balance of the claim places a
greater burden in terms of loss recovery on an insured suffering a small loss as
compared with an insured suffering a large loss,
3. If this premium is to be made acceptable to the purchaser, the usual
argument that a higher deductible permits a lower actuarial rate need not
apply.
VI. WHAT PERILS SHOULD BE COVERED?

S. 2768 covers ood, hurricane, tide, tidal wave, and high water.
S. 2862 covers flood, including rising water from tide, wind, or rain and permits
the Administrator to expand this definition.
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S. 3137 covers flood, tidal wave, wave wash, or other abnormally high tidal
water, hurricane, deluge or the water component of any other severe storm, or
landslide due to excessive moisture. It also directs a study of the feasibility
of extending coverage to other forms of natural disaster.
Arguments for broad definition of flood
1. It will make available protection to those who need it.
2. It will better enable the spreading of the risk.
Argument against broad definition of flood
1. It will expand the risk exposure of the Government program by encouraging
purchase of insurance by those having the highest risk from each form of flood.
Arguments for coverage of other perils
1. It will enable a better spreading of the risk.
2. It will provide insurance against some perils for which no private insurance
is available.
Arguments against coverage of other perils
1. It will increase the Government's exposure to risk.
2. Since the greatest present demand is for flood insurance, it would be pref
erable to start with this and leave other forms of insurance to later development.
VII. SHOULD FEDERAL AGENCIES ADVANCING AID TO PROPERTY BE PERMITTED TO
REQUIRE RECIPIENTS TO PURCHASE FLOOD INSURANCE?

S. 2768 and S. 3137 grant such authority to Federal agencies.
S. 2862 contains no such provision.
Arguments for
1. This will serve as a means of overcoming reluctance of prospective pur
chasers.
2. It is appropriate to afford flood protection to property receiving Federal aid.
3. It will help to spread the risk and include coverage on properties not sub
ject to great risk exposure.
.i? .
Arguments against
1. It is not a true application of insurance principles, especially if the pur
chaser is not subject to the risk against which the insurance is bought.
2. It may have indirect adverse effects on the Federal programs granting
such aid.
3. As a matter of administrative discretion purchase of flood insurance could
be encouraged by such Federal agencies even without express statutory author
ity.
Vm. SHOULD CLAIMS BE EXEMPTED FROM LEVY, ATTACHMENT AND SIMILAR LEGAL
PROCESSES ?

S. 2768 and S. 2862, as amended, contain no provision on this subject although
S. 2862, as originally introduced, did contain such a provision.
S. 3137 contains a provision exempting claims from legal process.
Arguments* for the provision
1. It enables claimants to receive money sorely needed for rehabilitation.
2. The existence of the claim is purely a windfall as far as persons are con
cerned who would attach it or levy execution against it.
3. It would relieve the administering agency of administrative delay in settling
claims.
Argument against the provision
1. It grants a preference to a particular class of debtors who may be in no
greater distress than other recipients of insurance claim proceeds resulting from
other types of Insurance.
IX. SHOULD ADMINISTRATIVE EXPENSES BE MADE PART OF THE PROGRAM EXPEN8F.8
OR SHOULD THEY BE PAID FROM SEPARATE APPROPRIATED FUNDS?

S. 2768 and S. 3137 both make administrative expenses a program expense pay
able from insurance funds.
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S. 2862 does not make administrative expenses a program expense, but instead
provides they should be paid from appropriated funds.
Arguments for making administrative expenses a program expense
1. This provides a direct yardstick of the commercial feasibility of the pro
gram, since a private insurance company would have to include administrative
expenses in the premium charged.
2. It avoids the necessity of obtaining appropriations each year for this con
tinuing insurance program.
Arguments against including administrative expenses as a program expense
1. Since the program is intended to include a subsidy in ratemaking, it does
not afford a true yardstick of commercial feasibility in any event.
2. It bypasses the Appropriation Committee's procedure.
X. SHOULD THE ADVISORY COMMITTEE BE REQUIRED TO CONTAIN MEMBERS FAMILIAR
WITH INSURANCE OR REINSURANCE?

S. 2768 requires an advisory committee composed of six or more persons
experienced in writing property insurance.
S. 2862 contains no specific provision for the makeup of an advisory com
mittee. It relies on a grant of authority in the Housing Act of 1954 for the
appointment of advisory committees. It also authorizes the Administrator to
consult with insurance industry representatives.
S. 3137 requires the appointment of an advisory committee of 3 to 15 members
familiar with insurance or reinsurance.
Arguments for
1. This experimental program will require the expert advice of persons
familiar with insurance practices and principles.
2. S. 3137, which uses as a test the requirement that members be familiar with
insurance problems, allows a broader participation than does S. 2768, which
requires members to be experienced in writing property insurance.
Argument against
1. It is unnecessary to provide a statutory requirement for the makeup of the
advisory committee, since the Administrator would be expected in any event to
see that it contains people familiar with insurance problems.
XI. SHOULD THE STATUTE PROVinE FOR A NEW ADMINISTRATION WITHIN HHFA TO
HANDLE THIS PROGRAM, LEAVING POLICY DECISIONS WITH A COMMISSIONER TO BE
CONFIRMED BY THE SENATE?

S. 2768 vests administration of the program with such agency as the Presi
dent may name.
S. 2862, as amended, places the power of policy decision within the Housing
and Home Finance Administrator and permits him to name a Commissioner to
handle the program. S. 2862, as originally introduced, established a new con
stituent administration within HHFA to handle the program.
S. 3137 establishes a new constituent agency within HHFA to be known as
the Federal Flood Insurance Administration. It reserves policy decisions for
the Commissioner heading that Administration. It also requires that he be
confirmed by the Senate.
Arguments for
1. Since this is a new program, power of policy decisions should be granted
to a Commissioner in a new constitutent agency within HHFA.
2. This will avoid confusion which arose concerning division of responsibility
between the HHFA Administrator and the Federal Housing Commissioner dur
ing the investigation of windfalls under the housing programs.
3. It will assure the Senate a voice in the selection of a qualified person to
head this new Administration.
Arguments against
1. The Hoover Commission recommendations and recent Executive policies
tend to vest policy decisions in the head of an agency.
2. Recent constituent units in HHFA, such as the Community Facilities Ad
ministration, have been constituted without Senate confirmation of the head
of the agency.
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XII. WHAT TYPE OF PROPERTY SHOULD BE COVERED BY THIS PBOGBAM ?

S. 2768 covers only privately owned real property and business inventories.
S. 2862 covers real property and business inventories, stored farm commod
ities, household effects and other personal property designated' by the Adminis
trator, whether such property is owned by a private individual or organization
or a State or local government.
,|8. 3137 covers real or personal property whether owned by a private individual
or organization or State or local government.
Argument for covering all types of personal property
. 1. Floods hit hard on personal property owned by tenants as well as home
owners and business property owners.
Arguments against covering all types of personal property
1. Due to the nature of flood damage, the exact amount of damage to per
sonal property not destroyed may be difficult to ascertain.
2. It increases the Federal Government's exposure to loss.
3. Personal property "floater" policies are available from private insurance
Companies.
4. It adds to administrative expenses.
. Senator Lehman. Now Mr. Meistrell.

statement of frank j. meistrell, deputy administrator ;
Accompanied by ashley foard, assistant general
counsel, and david lowery, assistant director of plans
and programs, housing and home finance agency
1 Mi". Meistrell. Mr. Chairman, I have a prepared statement which
I would like to ask the privilege to read, and then at its conclusion
answer any questions you may care to raise.
Senator Lehman. Very well.
Mr. Meistrell. Mr. Chairman and members of the committee, I
appreciate the opportunity to appear before your committee and pre
sent the views of the Housing and Home Finance Agency on proposed
legislation relating to flood indemnity, insurance, and reinsurance.
It is well recognized that both public and private facilities are
presently inadequate to protect flood victims against financial losses.
This situation is of major importance to our Nation in terms of hard
ship to individual citizens and adverse effect upon our economy.
Throughout our history floods have constituted perhaps the greatest
natural disaster to man, and they continue to strike vast areas of our
country. Notwithstanding the tremendous losses involved, there no
where exists in our economy any method by which victims of these
floods can substantially retrieve their losses. Although insurance
coverage is available for almost every other form of natural peril, it
is not generally available for flood losses. I will not dwell on the need
for legislation in this field. Your committee has already obtained ex
tensive information on the subject through hearings and staff studies.
As one of the agencies assisting in relief following the recent floods
in the Northeast, the Housing and Home Finance Agency began early
last fall to study methods for relieving the plight of homeowners
whose homes were destroyed or seriously damaged, as well as attempt
ing to develop some method for avoiding similar hardships in the
future. As part of this study the Housing Agency undertook to de
termine whether some form of insurance or indemnity proirram could
give property owners financial protection against flood losses. For
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this purpose we held a series of meetings on the subject with repre
sentatives of casualty insurance companies and various lending
groups, and these studies have continued in consultation with other
agencies of the Federal Government. On the basis of our studies
and consultation, we reached the conclusion that if this financial pro
tection is to be afforded property owners, some form of Government
participation is necessary.
As you know, private insurance companes do not write flood in
surance on real property of any kind, except for possibly a few iso
lated cases. They do underwrite flood risks in connection with per
sonal property to some extent. In general, however, it may be stated
that private insurance companies are unwilling to assume flood risks
at this time. It is the considered opinion of insurance company under
writers that insurance against the peril of flood applicable to fixed
property cannot successfully be written. They feel that the virtual
certainty of the loss by flood, its catastrophic nature, and the impossi
bility of making this line of insurance self-supporting, prevents them
from prudently engaging in this field of insurance. Also insurance
companies have indicated that they have not entered this line of in
surance because a flood disaster of considerable magnitude during the
early years of any flood-insurance operation could bankrupt a com
pany before sufficient reserves were accumulated.
Accordingly, Government participation is required if the needed
protection for property owners is to be made available. Therefore,
we have undertaken to determine the most feasible program which
can be developed, with maximum opportunity for participation by the
private insurance industry and with the greatest opportunity for pri
vate enterprise to supplant the Government in this field of operation
as soon as possible. In our judgment, necessary legislative authority
for carrying out such a program would be provided by S. 2682, intro
duced on January 5 by Senator Bush on behalf of himself and 18 other
Senators. We recommend the enactment of this bill, with an amend
ment in the nature of a substitute introduced by Senator Bush on
January 18, and have been authorized to state that the bill as amended
is in accord with the program of the President.
With your permission I would like first to summarize briefly the
major provisions of that bill. I will then comment upon the basic
considerations involved and the relationship of the bill to other legis
lation on the same subject pending before your committee. These
other bills before the committee are S. 3137, introduced on February 6
by Senator Lehman on behalf of himself and 10 other Senators, and
S. 2768, introduced on January 5 by Senator Saltonstall for Senator
Kennedy, himself, and 10 other Senators.
FLOOD INDEMNITY AND REINSURANCE PROGRAMS UNDER S. 2 86 2

The bill we are recommending, S. 2862, introduced by Senator Bush,
makes provision for an experimental flood indemnity and reinsurance
program on a voluntary basis. It would be administered by the
Federal Government, acting through the Housing and Home Finance
Administrator, who would be required to utilize private insurance fa
cilities to the fullest extent possible in the operation of the program.
69096—56—pt. 2

1
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The indemnity program would require contributions from the person
to be indemnified, the State, and the Federal Government.
Senator Robertson. May I interrupt, because I may not be able to
stay for the full presentation.
Senator Lehman. Yes, Senator.
Senator Robertson. If you require State contributions there would
have to be State action, because I do not imagine any State has any
law to underwrite this type of insurance at the present time.
I would like to know if the whole thing in any State will hinge on
whether you have to wait until the State acts, and if the State turns
it down you would not have any program in that State ? Congress, of
course, cannot force a State to go into this. It might be quite de
sirable to have some State contribution, but I just do not see how
you are going to have it as a practical thing ; if they are going to do
anything within the near future on this.
I wanted you to comment on that phase of it. That was not in your
original bill ; was it ?
Senator Bush. Mr. Chairman, may I comment?
Senator Lehman. Yes, please.
Senator Bush. I see no reason why it should be any more difficult tor
the States to comply with their obligations under the bill than for
the Federal Government to. We have an appropriation process here.
We have appropriated funds in advance, the same thing as the States
would be required to do. So I do not think there is any complication
for the States any more than there is for the Federal Government.
Senator Robertson. I understood this was to be a continuing in
surance program.
Senator Bush. I beg your pardon ?
Senator Robertson. I understood what he was recommending was
a continuing insurance program.
Mr. Meistrell. That is correct.
Senator Robertson. From year to year over an indefinite period,
and those who wanted to go into it would pay so much premium and
the Federal Government would put in so much, and if the insurance
company was willing to take part of the risk they could come into
it. I wanted him to explain how he would bring the States in.
Mr. Meistrell. We propose to make this program optional with the
States. There are 45 State legislatures meeting between now and the
early part of next year. Those States that choose to participate would
in certain instances need legislative action. The financial aspect of
the program would be a matter to be determined by each individual
State. It is a fiscal problem and not unlike what we have in the
Federal Government.
Senator Robertson. Yes; but I was just thinking about my home
State. The legislature there is now in session. It will end its session
about the 10th of March. They are not to meet again for 2 years.
Will there be no insurance program in Virginia for over 2 years under
this bill ?
Mr. Meistrell. I am not sufficiently familiar with your legislative
processes in Virginia.
Senator Robertson. It is just a question of when, under our con
stitution and State laws, the legislature meets. It just does not meet
after this year for 2 more years, unless there is a special session.
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Senator Btjsh. It is not unusual for special sessions of the legisla
ture to be held if the need is pressing. I am sure the Senator has
had them down there, and we have, too.
Senator Robertson. We had one this past fall over the school issue,
and if they keep pressing us we may have some more. It is just not
normal to have a special session for every issue that comes up, because
it is rather expensive.
Senator Bush. The State would have the option of calling a special
session if necessary, depending on the extent of the need presented
by this situation. I do not know whether Viriginia has a pressing
need, or as pressing as some others do.
Senator Robertson. Is it impossible to frame this bill so that if
the States that have not had a chance to meet, or do not care to go
into it, can still be under the insurance plan ?
Mr. Meistrell. Of course, private carriers under this program
could go into that State without the State having had an opportunity
to take affirmative action.
I think, Senator, there are only three States that are not in session
or will not be in session after the expiration of a reasonable time.
Senator Robertson. Can you give us some indication of what kind
of financial obligation the State would incur if it goes into it? Has
that been worked out, as to what the State is supposed to do and the
Federal Government is supposed to do ?
Mr. Meistrell. Yes. That would depend on the extent to which
the State desires to participate, recognizing the extent of exposure
within that State, and the amount of money they choose to appropriate
for participation.
Senator Robertson. Would there be a minimum a State would be
required to have before you could put this insurance plan into effect ?
Mr. Meistrell. I go into these questions you are raising, Senator,
in this statement, and if you choose I will proceed with it or answer
your specific questions.
Senator Robertson. I will be glad for you to do that. I just wanted
the assurance that it was covered in here somewhere.
Mr. Meistrell. Yes.
Senator Robertson. Certainly if Virginia could not participate in
it then I would not know just what the financial picture is. We have
a pretty tight budget in Virginia. We are not as rich as some of the
other States, you know. It is not easy to say here is a good, new cause
and let us put some money into that. In Virginia we cannot engage
in deficit financing.
Senator Lehman. I am going to reserve most of my questions for
later on in the session, but I do want to emphasize what the Senator
from Virginia has said, that there are a number of States, and I do
not know how many, that have only biennial sessions, not even every
year. Of course Virginia does not meet every year, and they will
recess after the next few weeks. However, there are a number of
States that have only biennial sessions.
As I understand your recommendation, this would be purely, ex
clusively, and entirely an optional matter ?
Mr. Meistrell. That is correct. Optional on the part of the State
if they choose to participate.
Senator Lehman. We, of course, are very anxious to get legislation
before the Senate as promptly as possible and, we hope, enact it. I
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wonder whether any survey has been made by the administration, by
your agency, to determine how many States would participate in the
program on such a basis ?
Mr. Meistrell. No ; Senator Lehman, we did not make any survey.
Senator Lehman. None at all? You are just shooting in the dark
on this as to insurance—that any of the States would come in under
this optional plan?
Mi\ Meistrell. We have not contacted any individual State. Your
own State of New York had some representatives down here with
whom we talked some months ago, but apart from that
Senator Robertson. In connection with what the State will do, of
course, what they can do may be limited by their constitution.
Mr. Meistrell. That is correct.
Senator Robertson. We have a provision in our constitution now
that you cannot take any school money and appropriate it to an indi
vidual. So we called a constitutional convention and it will meet in a
few days. They will take that out of the constitution and then the
legislature proposes in certain counties if they do not care to operate
a desegregated school system they will have a public-school system and
everybody who wants to go to it can go, and those who do not want to
go can get a tuition grant.
Here is another proposal that the State appropriate the taxpayers'
money for an individual. Will you not have to help us get our tuition
grant past the Supreme Court on the school cases before we feel sure
we could go into another scheme of contributing giants to individuals
in another phase ?
Mr. Meistrell. That is a legal problem and I am reluctant to
comment, Senator, on the legal aspects of either the segregation appro
priation or the contribution of your State to a premium.
Senator Robertson. Of course, in Virginia we face a little different
situation than we do in Congress. In Congress we fall back on the
general-welfare clause, which was never granting any overall power,
but the Supreme Court ruled they are not going to question what
Congress does, and Congress can spend money for anything it pleases.
Under our State constitution we cannot do that. We do not have any
general-welfare clause in our constitution. The Federal legislature
can do anything and if they say very piously, this is to promote the
general welfare, here goes the money. We cannot do that in Virginia.
Senator Lehman. Are there any other questions?
You may proceed.
Mr. Meistrell. As Senator Robertson raised the question, each
State would decide for itself whether or not it wished to participate
in the indemnity program. The reinsurance program contemplates
the writing of flood insurance by private companies which would
have reinsurance contracts with the Federal Government. This pro
gram would require no contributions by the State or Federal Gov
ernment.
The administrator would be authorized under the terms of the bill
to issue indemnity contracts, upon the payment of a fee, protecting
the person indemnified against damage to or loss of real or personal
property caused by floods. Business inventories, stored agricultural
commodities, and household effects are specifically mentioned as items
of persona] property which may be covered by the indemnity con
tracts.
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Senator Lehman. May I interrupt you? I want to make this re
quest, and I make it now for fear I may forget it later on.
Senator Bush. Would the Senator speak a little louder, please?
Senator Lehman. I would very much like your agency, which is
the agency designated in both of the two bills now before us to ad
minister this program, to immediately make a survey of the laws and
constitutions of tlie various States to ascertain whether as a matter
of fact participation such as has been suggested in the administration
bill is practicable and legal.
(The information referred to follows:)
As previously explained, S. 2862 makes provision for a flood indemnity program
on a Federal-State partnership basis. Individual States may participate in
this program by agreeing to make certain financial contributions to a Federal
flood indemnity fund. Such contributions would be matched by the Federal
Government, if a State agrees to participate, flood indemnity contracts would
be made available to the owners of property located in that State, upon payment
of a fee, protecting them against flood loss or damage. The total amount of a
State's contribution would depend on tlie amount it is required to pay with
reference to each individual contract covering property in that State as well
as the total volume of indemnity contracts written in the State. The Admin
istrator would determine the State's share as to individual contracts according
to standards set forth in the bill. This may be any amount up to one-third of
the amount of the fee paid by the person indemnified.
Under the flood indemnity program provided in S. 2862 the people of each
State acting through their duly elected representatives would have the oppor
tunity of comparing the economic advantages of such a program with its cost
and to determine for themselves whether they wish to participate and make
available to owners of property within the State a form of financial protection
against flood losses which would not otherwise be available either from private
or public sources.
The devastation caused by floods is the concern of both the Federal Govern
ment and the affected individual States. Just as the Federal Government and
the States cooperate in providing emergency relief in the event of a disaster,
joint action is desirable to provide some form of financial relief for those suf
fering property losses in such disasters. It is appropriate that the Federal Gov
ernment and the individual States should share the cost of such a program
because both derive substantial economic benefits. It is equally appropriate
that participating States with the greatest exposure to flood losses should bear
a greater proportion of the cost of such a program compared to those States with
less exposure.
A flood-indemnity program such as that proposed in S. 2862 would be of sub
stantial benefit to States affected by flood disasters. Indemnity protection in
the event of a disaster would result in an early restoration of the State's
economy. It would immediately provide the necessary funds to initiate new
construction and carry out rehabilitation measures and in this way would also
aid in the restoration of the tax base. Such a program would also have the
effect of creating many opportunities for employment and bringing about a
normal resumption of business.
The Federal-State flood indemnity program outlined in the proposed bill is
feasible, because every State wishing to participate in the economic advantages
offered by such a program may do so. Unless there is a State constitutional
barrier a State could participate by simply appropriating funds for this purpose.
If a State is prohibited by a constitutional restriction from appropriating fu,nds
for the purposes provided in the bill, the people have it within their power to
amend the constitution as has been done with reference to other Federal-State
programs.
Under existing authority and appropriations, it would definitely be impos
sible for the Housing and Home Finance Agency to make an exhaustive study
of the constitutions, laws, and judicial decisions of every State in the Union
to determine which States could become participants in the program by passage
of an appropriation measure, which States would require amendments to other
laws and which State constitutions contain restrictions on the use of public
funds for such a purpose. In addition, we believe that it is undesirable for
employees of the Federal Government to set themselves up as legal experts in
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interpreting the constitution, laws, and judicial decisions of each, of the 48
States.
However, we wish to point out that experience in other programs would indi
cate that we should not anticipate serious legal obstacles in this respect.
The State, unlike the Federal Government, is not a government of limited
powers. Under the United States Constitution, powers not specifically delegated
to the Federal Government are reserved to the States. The State may use
any of its sovereign powers for the general welfare of its people unless some
superior Federal power prohibits such action. In our judgment the States
would not be confronted with any such superior power under S. 2862.
Under the various State constitutions, all legislative powers are given to the
State legislatures, unless such grant of power is expressly restricted. Since,
of course, there is no specific restriction as to aid to a program of flood indem
nities, it is only necessary to consider general restrictions in State constitutions.
Restrictions which are particularly pertinent to the present issue may be para
phrased as follows :
(1) No person shall be deprived of his life, liberty, or property without due
process of law.
(2) Taxes may be levied and the public funds expended only for a public pur
pose or use.
(3) No exclusive privileges, grants, or concessions shall be made to any private
individual, firm, or corporation.
(4) The credit of a State shall not be loaned or advanced to or for the aid
of any private person, firm, or corporation.
In general, court decisions interpreting these various State constitutional
provisions have made clear that they do not prohibit State aid if a public use
or purpose is to be served, even though benefits indirectly inure to individuals.
Accordingly, these constitutional provisions raise one broad basic issue, i. e.,
whether the use of State funds for a designated purpose would constitute a public
use or purpose. Judicial decisions on this broad issue recognize that the concept
of public use grows with an expanding civilization. A use may be considered
public today which would not have been considered public 25 years ago, because
of the many social and economic changes that have intervened.
The basic issue facing us is whether a State can use its sovereign power, par
ticularly its tax power, to make available to owners of property located within
the State indemnity contracts issued by the Federal Government protecting the
property owner from flood loss or damage where such financial protection is
otherwise unavailable. Is this a public purpose for which tax funds may be
used? From the point of view of constitutional law it seems to be immaterial
which sovereign power is used if the menace warrants public action and the
power applied is reasonably related to the evil and is calculated to check it.
Serious floods covering wide areas in a State may completely disrupt a State's
economy and interfere with the general welfare of its inhabitants by destroying
factories, business establishments, homes, and public thoroughfares. Floods dis
rupt transportation and community facilities ; they cause an upheavel in business
and create serious unemployment ; they not only make many people homeless but
leave them with heavy mortgage debts; they breed crime; and they result In
increased tax burdens not only by destroying the tax base but also by causing large
relief expenditures.
These are some of the evils of such natural disasters. In our judgment the pro
posed indemnity program is related to these evils and is calculated to remedy the
situation. For every dollar appropriated by a State in the indemnity program
some property owner will obtain insurance protection against flood losses which
would otherwise not be available. This indemnity protection in the event of a
catastrophe will not only result in the flow of funds into the affected areas but
will strengthen the credit of flood victims. This accumulated financial relief will
result in the construction, reconstruction, and rehabilitation of industrial plants,
business establishments, homes, and schools; it will put new life into stricken
communities and strengthen morale ; it will create employment and aid business
enterprises to build up new inventories and resume normal business activities.
In addition, it will restore the tax base, reduce relief costs, and help prevent
looting and similar crimes. Thus it may be stated that a flood indemnity program
would satisfy a great public need and would promote the general welfare. This
would surely indicate that a public purpose was involved in the expenditure of
tax funds to provide indemnity protection.
It could be argued that these funds were not being used for a public purpose
if such financial protection was available to- property owners from private sources
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or some other public source. Since flood insurance is generally not available from
private or public sources and if it were available, indemnity contracts could
not be issued by the Federal Administrator, under the proposed legislation, such
angument has no pertinence.
In conclusion let me say that we feel very strongly, for the reasons heretofore
stated, that the individual States which desire to gain the economic advantages of
this program should be willing to bear an equitable part of the cost. We believe
also that the Federal Government should offer these advantages to the States and
let each State decide for itself whether it wishes to participate. If a State desires
to become a partner with the Federal Government in the indemnity program pro
posed in S. 2862 it has the inherent authority to do so.

Senator Robertson. And then I would like him to add to that re
port the basis of the decision that the States must come in on this,
rather than the individual insurance companies and the Federal
Government? Why do you have to bring the States in on it? Just
who made that decision and what was the basis of that decision that
you have to bring the States in this to make it work ?
Mr. Meistrell. I will cover that, Senator Robertson, as we go
along.
No item could be covered by indemnity contracts if insurance for
them is available on reasonable terms from private insurance com
panies or under any other public program such as Federal crop in
surance. In issuing indemnity contracts, the Administrator would
be required to give consideration to the undesirability of encouraging
the acquisition, maintenance or location of property in areas which
are subject to frequently recurring floods.
The person to be indemnified would pay a fee equal to at least 60
percent of an estimated rate, which would be the rate determined by
the administrator to be adequate to produce sufficient proceeds over
a reasonable period of years to pay claims.
Senator Lehman. May I interrupt you? As I understand it, that
rate under this bill would have to be an actuarial rate.
Mr. Meistrell. That is correct. I think you understand, Senator
Lehman, that we exclude any loading in the rate for administrative
or operating: expenses and for the cost that may be involved in operat
ing the facilities for the ratemaking process. It is a pure premium
rate.
Senator Lehman. Would that include agents' fees ?
Mr. Meistrell. No; it would not. The rate is designed to produce
a pure premium without any loading for acquisition cost or overhead.
Senator Lehman. Very well. Would you proceed, please?
Mr. Meistrell. The participating State in which the property is
located and the Federal Government would equally share in paying
the balance of the estimated rate. Presently I will discuss the more
important aspects of establishing these rates. Administrative costs
for the operation of this program would be borne solely by the Federal
Government and would not be taken into consideration in establish
ing the estimated rate or fee. The fees charged, plus the Federal and
State contributions, would be placed in a Federal flood indemnity fund
from which losses would be paid. As the 60-percent figure represents
the minimum percentage to be paid by the person to be indemnified, a
higher percentage could be established if feasible, which would reduce,
of course, the contributions by the Federal and State Governments.
The bill would limit the maximum indemnity coverage per person
to $250,000, and would require that all approved claims be reduced
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by a minimum of $300 plus at least 10 percent of the remainder of the
claim.
The Administrator would be authorized to issue indemnity contracts
in an aggregate amount of $1,900 million outstanding at any one time,
which amount could be increased by $1 billion with the approval of the
President. The Administrator would be authorized to determine the
aggregate amount of these contracts which could be outstanding at
one time in any State, taking into account the needs of persons in that
State for such indemnity protection. This would permit an alloca
tion of the authorization on an equitable basis.
Authority would also be given the Administrator to enter into rein
surance agreements with private insurance companies, subject to limi
tations in the bill, under any plan of reinsurance he deems will best
effectuate the purposes of the act. He could, for example, reinsure
against excess losses, a percentage of losses, or losses on other bases,
within prescribed limitations. The reinsurance authorization would
be limited to $100 million outstanding at any one time. The reinsur
ance program would involve no participation by the States and no
contributions from the Federal Government except the payment of
its own administrative expenses. Thus, flood insurance from private
sources could also become available under a reinsurance program in
States which may not participate in the indemnity program. The
Administrator would be required to establish premiums for reinsur
ance which, in his judgment, would be adequate to pay claims over a
reasonable period of years. A separate Federal flood reinsurance fund
would be created for this program. Although the amount of the rein
surance authorization would be small compared to the authorization
for indemnity contracts, it may be some time before private insurance
companies will participate to any extent in the reinsurance program.
It is hoped that the reinsurance program will in time prove to be a
convenient vehicle for the transition from these Government-operated
programs to the assumption of flood risks by private carriers alone.
As a backstop or reserve fund for the indemnity and reinsurance
programs (which may become necessary in the event of a large catas
trophe prior to the accumulation of reserves from contributions, fees,
and premiums) , the bill would authorize the Administrator to borrow
from the Treasury up to $500 million outstanding at any one time,
except that not more than $100 million could be borrowed prior to
July 1, 1957, without the approval of the President.
The Administrator would be specifically authorized to consult with
representatives of the various States and with representatives of the
insurance industry. Under the bill, he would also consult with other
agencies of the Federal Government and States having responsibilities
for land-use and flood control and for flood-zoning and flood-damage
protection in order to assure that the indemnity and reinsurance pro
grams are consistent with the programs of those agencies. The Secre
tary of Agriculture and the Administrator would be required to coor
dinate their respective programs relating to flood indemnities, insur
ance, and reinsurance for agricultural commodities.
Senator Lehman. May 1 interrupt you again?
Mr. Meistreix. Yes, sir.
Senator Lehman. Does the administration bill allow the States to
have any voice in determining the terms and conditions of indemnity
contracts beyond the provisions of section 402, which permits the
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Housing and Home Finance Administrator to consult the State rep
resentatives in the Administrator's discretion ? Is there any provision
made at all, in recognition of the participation of the State, for them
to have any voice?
Mr. Meistrell. There is the consultation and meeting with various
State representatives in order that the program be consistent not only
with the various State activities, but with Federal activities as well.
Senator Lehman. But it is merely consultation ?
Mr. Meistrell. Yes. It is not mandatory.
Senator Lehman. But they do not have any voice whatsoever, even
though they are expected to participate ?
Mr. Meistrell. That is correct.
Senator Lehman. With the liabilities?
Mr. Meistrell. That is correct.
Senator Lehman. Thank you.
Mr. Meistrell. The programs authorized by this bill would not
be a substitute for the relief and rehabilitation programs of the Fed
eral Government and private organizations, nor for the insurance or
other aids made available by Federal and State Governments, such as
crop insurance, flood control, and watershed flood prevention.
I believe this summarizes the major provisions of S. 2862. The pro
visions of the other two bills being considered by your committee are
also directed toward the same general objective of affording property
owners protection where not otherwise available, against financial
losses resulting from floods. For this purpose they would each author
ize, on a limited basis, a federally administered program of flood in
demnity (or insurance) and reinsurance to be carried out through the
facilities of private insurance companies to the fullest extent feasible.
I would now like to comment on the basic considerations involved in
S. 2862 and its relationship to the other two bills.
estimated rate and fee under indemnity contract
One of the most difficult problems in connection with this legislation
relates to provisions for establishing fees or premiums which a person
would have to pay to obtain an indemnity contract or an insurance
policy. As provided in S. 2862, this fee for an indemnity contract must
be at least 60 percent of the estimated rate, which is the rate that would
be adequate over a reasonable period of years, in the judgment of the
Administrator, to obtain funds sufficient to pay claims for probable
losses. Thus, it is contemplated that the rates would-be computed to
reflect differences in risks and would be applied to the value of prop
erties or to such other feasible base as the Administrator may deter
mine. Since exposure of properties to flood damage can vary widely,
there can be a wide range in the estimated rates as between different
properties. For example, homes located at a low elevation near a
river's edge, where even a small flood could damage them, would be
subject to greater losses annually than homes on a higher elevation and
some distance from the river, where only larger floods would damage
them. Thus, there could be a wide range in rates even in a single area.
A wide range in rates for insurance is not unusual. Fire insurance
rates, for example, vary from about 10 cents to $1.60 per $100, depend
ing upon such factors as the type of construction involved, the use of
property, its location, the degree of protection accorded by fire depart
ment services, and the availability of adequate water supply.
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As you may know, the rates under the crop-insurance program of
the Department of Agriculture vary widely, depending on the crop
insured, the risk involved in the location, and the amount of insurance
per acre. We are informed that these rates range from 3 percent to as
much as 35 percent of the amount of protection offered. We also un
derstand that the experience of the Department would indicate that
with respect to crop insurance, if the rate is equitably adjusted to risks
involved the amount of the rate has little effect on the acceptability
of the insurance.
To compute the estimated rates under the indemnity program, it is
necessary to know the frequency of floods and flood stages, the con
tour of the flood plain, and the location and values of properties
exposed to the flood hazard. There is available a considerable body
of information on flood frequency and flood stages on most important
river basins. In establishing rates, this information must be related
to the contour of the floodable areas and the location of the particular
properties within such areas, and the values of these properties and
their types of construction. From this information the probable
annual damage can be derived, and when they are related to the value
of a property, the estimated rate can be established. The important
areas of information which are now lacking are the facts relating to
properties exposed to flood peril such as elevation, value, and type
of construction.
The local rating bureaus which establish insurance premium rates
for fire and extended coverage have for their own purposes accumu
lated information on individual properties which could be useful for
these flood programs. It has been indicated that, if S. 2862 is enacted,
these bureaus will make their facilities available for the purpose of as
sisting in establishing a rate structure on an out-of-pocket reimburs
able basis.
In our examination of this problem we have studied other available
information from both public and private sources which might be
used to determine what the estimated rates would be at this tima
Our study has disclosed that there is no significant information
readily available on rates of insurance against the risk of flood which
would indicate what these estimated rates would be.
I think I should mention that within the limits of our present
authorizations and appropriations, we could not undertake the neces
sary studies to obtain this additional information.
Senator Bush. Mr. Chairman?
Senator LejiAan. Senator Bush.
Senator Bush. You say:
within the limits of our present authorizations and appropriations, we could
not undertake the necessary studies to obtain this additional information.
Would you like to have that ? Would it be helpful if that appro
priation and authority were given?
Mr. Meistkeix. Senator Bush, I doubt that we would. We are
interested in undertaking an experimental program. Much of the
raw data for computing a rate schedule or schedules is available. It
is necessary to superimpose on that raw data the information which
is also generally available concerning the probability of floods, the
contour of floodable areas and the probable losses that might arise
from floods. There is a fairly representative body of information
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on that. So that the problem really is attempting to formulate a rate
schedule with information that is now generally available.
After you computed a rate or rate schedule there is nothing certain
about how long that would be in effect. For example, you might
come up with a rate schedule for areas in Connecticut, and if you
had a severe flood, within a week or two thereafter your entire rate
schedule may have to be revised. We did not undertake that study,
therefore, for the reasons that we felt it would be an unnecessary one
at this time.
Senator Bush. Go ahead.
Mr. Meistrell. The authority in the bill to charge fees as low as
60 percent of the "estimated rates" recognizes the fact that the in
demnity program may not otherwise be feasible, at least in its initial
stages. The contributions by the Federal and State Governments
combined would total a maximum of 40 percent of the estimated rates
to cover average losses. In addition, the administrative expenses
involved would be absorbed solely by the Federal Government rather
than included in the estimated rates, as is the case with the private
insurance industry. Consequently, the fee to be charged to a property
owner could be as low as 50 percent of what would have to be charged
if all losses and administrative expenses were included. It is our
best judgment that the contributions involved in the indemnity pro§ram should be initially authorized at the amounts prescribed in
. 2862, in order to make the indemnity contracts acceptable at the
outset. On the other hand, it is our best judgment that no greater
contributions are required or would be warranted. No one can foresee
at this time with any certainty whether the fees to be charged on
indemnity contracts will actually result in widespread purchases of
those contracts. The real test lies in offering the protection at stated
fees so that property owners exposed to varying degrees of damage
•can weigh the amount of fees to be charged annually against the
damages which their properties may suffer when floods occur.
I should point out that S. 2862 is sufficiently flexible to permit several
choices of indemnity coverage to be offered, so that the property owner
could choose the extent of coverage which he feels he could afford to
purchase. Let us take, for example, the case where the homeowner can
afford to pay only $1 per $1,000, which is roughly the rate he might be
paying for fire insurance, excluding extended coverage. In some
areas, for $10,000 of flood indemnity coverage he would be paying $10
a year and the State and Federal contributions would be $6.67 com
bined. The total estimated rate would thus be $16.67 annually. In
other areas and for different types of properties, the rate might well be
higher. If the homeowner could not afford to pay more than the $10,
the policy would be adjusted to provide him with coverage propor
tionate to the amount he pays. This could be done through several
methods. One would be to increase the minimum $300 deductible
amount ; another would be to increase the minimum 10 percent deducti
ble percentage ; and a third would be to provide for coinsurance or for
a limited amount of coverage.
Senator Lehman. May I interrupt to point out to the witness that
in an academic way it is something which is very interesting, but it is
an established fact that the only insurance policy that has been offered
by any insurance, company, has been offered by Lloyd's of London for
many, many times the amounts that you have specified here. No
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American company has been willing to write this insurance. We
recognize that fact.
We are not trying to compete with insurance companies for a
minute. We want them to do all or such part of this project as they
can undertake, but the fact remains that the Government must make it
possible for homeowners and for the owners of industrial plants to get
insurance at a reasonable rate.
There is no use talking about the rates and no use in thinking of
insurance being available to the homeowner at the rates that they could
get it from Lloyd's of London, which are completely impracticable, or
from insurance companies in this country if they were willing to under
take it at all.
What we are trying to get at is to make insurance available at a
reasonable rate, at a rate that would really cover this man against the
loss he would suffer from destruction or damage to his home, or to his
inventory, or to his personal possessions. Of course, you can say if a
man wants to be protected and he has a $10,000 home he should take out
only part, or cover only part of the value of that property, or make
the deductions instead of $300, $1,000, or $3,000, or any other arbitrary
figure. But I do not see how that is going to help the homeowner to
protect himself at a reasonable rate.
I emphasize this question of reasonable rates just as strongly as the
need for protection.
Mr. Meistreix. I think, Senator Lehman, you and I are thinking
in the same way there. I think we both have the same objective in
mind of making insurance available to the homeowners, the smallbusiness man, to the extent which he may properly need. That is
implicit through Senator Bush's bill.
I do want to point out, however, we should not confuse two things :
We should not confuse relief with insurance. If we are talking about
a form of insurance program, or an indemnity program, I do not
know how you can avoid approaching it from an actuarial basis and
determining upon an actuarial rate.
It has this additional factor, that if you and I think, as we have
so indicated, and as I know Senator Bush thinks, that the private
carriers should be encouraged to get into this business and get into it
as quickly as they can if it is feasible, we will establish that a lot
quicker and on a lot firmer basis if we can determine an actuarial
rate that is sound upon which the carriers themselves could act.
Once you leave that premise and start talking about a rate and then
getting it down to a point where it is related to a man's ability to
pay for the same amount of insurance which another fellow wants
and can pay, you are destroying the very premise on which insurance
is predicated. The further you move away from an actuarial rate to
a subsidized rate, and the more the Federal Government absorbs that
difference, the more you are approaching a relief program. It is
a matter of philosophy.
If we are talking relief and we are going to get our absorption of
the rate or cost to the individual to 60, or 70, or 80, or 90 percent, I
think we might just as well tip the scale over and call it relief and
put an end to it. I think we must clearly keep in mind whether we
are talking about reimbursing people for losses, which no relief pro
gram does, or we are talking about a form of insurance related to a
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rate structure that is sound. Then I think we clarify some of the
fuzzy thinking that may be going on among a lot of people that are
interested in this problem.
Senator Lehman. I think where we differ—and I know our objec
tive is the same—but where we differ is I do not think that the provid
ing of insurance at a reasonable rate to people who cannot get insur
ance in any other way is relief on the part of the Federal Government.
I think we might just as well realize right now that they cannot get
this insurance except through Government auspices and that in all
probability it will require some form of subsidy. I think we would
be just deluding ourselves to take any other position in this matter.
But I think that is a long, long, long way from just giving relief. I
think it is completely different from that.
Mr. Meistrell. If I may amplify ?
Senator Lehman. In section 102 it says :
Such fees shall be established by the Administrator, and shall be based on
considerations of the risk involved and the desirability in the public interest
of providing indemnity protection at reasonable costs, and shall be uniform
throughout the United States.
What do you mean about providing indemnity protection at reason
able costs save what I emphasized here in my remarks ?
Mr. Meistrell. We think this is a sound way to approach this ratemaking process. We have in mind that you would attempt to develop
an actuarial rate, whatever it may be, but a sound rate. Then having
determined that, have the Federal Government absorb some portion
of the premium and have a State absorb some portion of the premium
and have the individual who wants the protection pay something for
it. Now, as I read the bill introduced by you, it provides—and we go
along to a certain extent on this
Senator Bush. On what page ?
Mr. Meistrell. I am reading from S. 3137, page 5, section 5, line 18.
Your bill provides :
That such rates shall be based insofar as practicable upon consideration of
risks involved and upon calculations of amounts needed to cover all adminis
trative and oi«rating expenses as well as reserve for probable losses to be
accumulated over a reasonable period of years.

That is, in substance, the insurance company formula. When they
are calculating a rate they take, or attempt to determine, how much
they are going to need for the losses they incur. They also put a load
ing in the rate for their administrative and operating expenses, and
in certain lines they put a loading in for profit. We say if you are
going to get a rate—and we are serious in what we say—that we want
as much coverage as we can afford for the people—then the emphasis
should be on getting the rate as low as possible. That is the reason
why we say, start with the low rate and let the Federal Government
and the State government absorb enough of it so people can afford
to pay.
Once you throw into the rate administrative and operative expenses
you have got anywhere from a 30-percent to a 50-percent loading in
that rate to start with. We are not going to put that in. We are not
going to ask the people to pay that. We are going to absorb that
ourselves.
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Now to go on. That is the base upon which this rate under S. 3137
is to be predicated. S. 3137 goes on to say :
But such basis shall be used only to such extent as, in the judgment of the
Commissioner, shall be consistent with the aim of offering insurance and rein
surance at rates reasonable enough to make available to those who need it at
rates they can afford the protection intended to be provided.

Now, I will be less candid than I would like to be, Senator, if I did
not state that I do not know what that means, because if you say you
are going to have a rate which is the traditional rate formula that the
carriers follow of loading in the administrative and operating ex
penses, and you are going to come up with that rate and then you are
going to say to a Commissioner, "Now, no matter what that rate is,
don't consider it if you do not think it is a good one after you look at
the fellow and see what he can afford to pay," in my judgment, this
is a pocketbook rate. You look at the fellow and ask him what he can
afford to pay, and if he tells you he can only afford to pay so much,
he is entitled to get that insurance.
I think you are putting a very undue responsibility on anyone who
is charged with the administration of this program to set up no
standards, and no method by which the rate fdrmula can be checked;
with no control by the Congress as to what is going to be charged. I
think for that reason alone I would recommend that this whole rate
formula be very carefully analyzed.
Senator Lehman. I have no objection at all to an investigation being
made as to the costs of this insurance, but added to the basis on which
the actuarial costs are ascertained I have in my bill, part of which you
have already quoted, but not all—
But such bases shall be used only to such extent as in the judgment of the
Commissioner shall be consistent with the aim of offering insurance and rein
surance at rates reasonable enough to make available to those who need it at
rates they can afford the protection intended to be provided by this act.
I think it is quite possible and maybe probable that in order to do
that the Federal Government will have to give a subsidy to the owners
of property. But you yourself, or Senator Bush, rather, himself in
his bill recognizes the principle of subsidy.
Mr. Meistrell. That is correct.
Senator Lehman. He says we will pay all of the administrative
expenses and we will pay 20 percent of this rate. So it is not a matter
of principle that is involved here, but it is simply a matter of the
extent to which the Federal Government is willing to go in order
to protect its citizens when they cannot protect themselves.
We hear a lot, a great deal, about the point that the Government
should not do anything which the individual or business can do by
itself. Here is a case where the individual and industry and insur
ance companies cannot do this thing. We know that. That was
clearly demonstrated in the hearings we had. You have accepted that
principle, and Senator Bush accepted that principle in his bill. It is
only a matter of the extent to which we are willing to go in order to
subsidize these people, if necessary.
Mr. Meistrell,. I think it is a little bit more than the extent to which
we are going to go in this respect : We recognize that there is a subsidy
and we further recognize in this bill that to the extent that we need
a subsidy of 40 percent, 20 percent from the State and 20 percent from
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the Federal Government, that is it. We are asking the individual to
make a contribution of not less than 60 percent of the rate. When we
get into section 5 of this other bill there are no standards. There is
no method whereby anyone could administer this program except on
the basis of two tests. First, is there a need and, if so, what can the
fellow afford to pay. I say to you under that provision it is perfectly
possible for the need test and the ability-to-pay test to approach 100
percent, or approach 90 percent. You cannot do that under Senator
Bush's bill, but under yours you can. You can approach 80 or 90
or 100 percent, and I just raise the question, Senator Lehman, how
far do you go before you say this is relief and recognize it as such.
That is the only point I am making.
Senator Lehman. You see, under Senator Bush's bill a man has
to pay a certain percentage of the actuarial rate. He is not relieved
of paying something—possibly a very large percentage.
Mr. Meistrell. Correct.
Senator Lehman. Under my bill he certainly will have to pay the
premium at whatever level the premium is set. You talk about an
actuarial cost, but you yourself nave said there is no way of deter
mining with any degree of accuracy what a fair actuarial cost will be.
Mr. Meistrell. No; I did not say that, Senator Lehman. I said
at the present time there is no way of determining what the rate
would be, but if the Congress should enact this bill it would be in my
judgment important to provide in the bill a method of determining
a rate structure. I did not say you could not do it. I said we could
not do it at this time. But if you are going to put this program into
effect there must be some sound rate structure established. Having
done that, what Senator Bush provides is that having established a
sound rate structure based on actuarial considerations, that the indi
vidual who wants to buy insurance has got to take his fair share of
the load. The minimum he will be required to pay is 60 percent of
the rate—the other 40 percent to be made up from contributions of
the State and Federal Governments.
Under your bill there is no standard. It would seem to say to the
Commissioner :
Take into consideration in your rate deliberations tbat you will give some
consideration to operating expenses, administrative expenses, and amounts you
need for loss reserves, but having arrived at that figure then, Mr. Commissioner,
you determine whether the fellow needs insurance, and if he does you deter
mine how much he can afford to pay.

That is the point I am making.
If you are going to determine on some formula, which I frankly
do not quite develop in my mind—but if you are going to determine
an ability-to-pay test and you are going to put that responsibility on
the Commissioner, he very well may extend that ability to pay to
zero and say, "Well, this fellow cannot afford to pay much, or this
community cannot afford to pay much and, therefore, we will let
them off the hook and we will pay it all." And, when you reach that
point I say it is relief. That is the only point I am making.
Senator Lehman. Now wait a minute. You talk as if we were
considering the means, the ability to pay, of an individual. There
is no such thought. The rate base, the rate which this man would
have to pay, would be based on the general ability of those who wish
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insurance. The general ability to pay of those who wish the insur
ance. It is not the individual.
Of course, I did not expect you to say to me, "I will only pay a
dollar a hundred, or a dollar a thousand, or $10." But it is the gen
eral rate that is paid.
Mr. Meistrell. Senator Lehman, that is a matter of interpretation.
I am merely pointing this out. If the Congress should choose to
follow this type of formula it would certainly in my judgment need
some clarification, because it says :
reasonable enough to make available to those who need It at rates they can
afford the protection intended to be provided.

Senator Bush. But would that not seem to say
Senator Lehman. If you do not mind, I do not think the witness
completed his statement.
Mr. Meistrell. Senator Lehman, with your permission I wanted
to refer to a statement that appeared in the Congressional Record.
I think it is on page 1782, February 6, 1956, in which this means test
which I adverted to as an individual test, was implied in a statement
there. I am attempting to find the exact reference. May I read this
statement ?
If this legislation is to accomplish its intended purpose the schedule of rates at
which insurance is made available must be within the means of prospective
customers to pay. The bill's formula for ratemaking will allow appropriate
flexibility in establishing these rates.

When I referred a moment ago to the ability-to-pay test I had in
mind this reference which said that the insurance as made available
must be within the means of prospective customers to pay. Whether
you intend by that to examine each individual applicant for insur
ance as to his ability to pay; whether you would approach it from
the standpoint of a community, are questions that trouble me.
Let me advert to one other point. You intend, I assume, under this
bill to insure corporations, States, and municipalities. I would have
considerable difficulty if I were administering this act, to apply the
ability-to-pay test to a State like New York, or the city of New York,
or a corporation like Standard Oil. How could I determine what
their ability to pay is in determining a rate; and yet, under this
act I have an obligation to do that. Excuse me. Senator Bush, I did
not mean to interrupt.
Senator Lehman. Go ahead. I did not mean to stop you.
Senator Bush. I just wanted to ask the witness whether it is not
true that under the language he has just read at the top of page 6 in
the Lehman bill that it would put the Administrator in a position
where he would be obliged almost to discriminate between neigh
bors next door to each other down on the flood plain of the Naugatuck River, for instance?
Mr. Meistheix. 1 think, Senator Bush, that is an inevitable result
of the standard.
Senator Bush. I think just as an illustration, only the day before
yesterday we passed by there when we went up the valley and I
have in mind a sight 1 saw from the road with Val Peterson and
General Fleming of the Army engineers. Here is a development
on the flood plain but raised about 10 or 12 feet above the bed of the
river itself, or the water level. It is a development of 20 homes that
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survived the last flood. Although they were flooded they survived
it. There are 20 neighbors there in more or less the same size of house,
and so forth. Is it not true, in your opinion, under the language we
are discussing at the top of page 6 of the Lehman bill, that the Ad
ministrator might be obliged to discriminate between those people so
as to give one a more favorable rate than the other simply on his
own assertion as to what he could or could not afford to pay ?
Mr. Meistrell. I think that is a very logical conclusion, Senator
Bush, that may very properly result.
Senator Bush. I think the chairman is quite right that our bill is
a subsidy bill and so is his. We all agree we have to have a subsidy
bill if we are going to have a bill. But the only thing I think our
bill lays the subsidy right out in the open and in this bill the sub
sidy is left quite indeterminate, if not entirely concealed, in the lan
guage at the top of page 6, and leaves the Administrator in the almost
impossible position of responsibility with regard to it. I do not see
how he could operate under that.
Mr. Meistrell. I think to illustrate it in a very simple way, if an
Administrator or Commissioner in charge of this program wanted to
build up a big volume of business he could drop the rate down to the
point where the Federal Government might be absorbing it all.
Senator Lehman. Who would be able to do that?
Mr. Meistrell. The Commissioner could, under the language in
this ratemaking section, because he has two tests to go by—those who
need it and the ability of them to pay. When you talk of the ability
to pay I can readily imagine a situation where to get broad coverage
and to sell a great deal of this insurance that the ability to pay test
may be very flexible.
Senator Lehman. Of course, it is meant to be flexible.
Mr. Meistrell. We meant that too, of course, Senator Lehman.
But I think of the two ratemaking sections I have great reluctance to
undertake a program where there are no standards, there are no checks-,
and there is no way under this language to come up with a rate that
is actuarially sound and could be defended, when you insert a need
test and an ability-to-pay test.
Senator Lehman. Let me make this very clear so that there will
be no misunderstanding. You have raised some question about what
you believe to be vagueness of the language I have used on pages 5
and 6 of section 5 of the bill. I want to make it very clear that the
formula which I have suggested, and which I believe is the only
formula that is going to be practicable and effective in its use, is with
the idea and the intention of setting up a schedule of rates—not rates
for an individual homeowner or a property owner who wishes to take
out insurance. That, of course, is furthest from my mind. When
you talk about a man with a lot of neighbors in the same section pay
ing a different rate from his neighbors because he was less able to pay,
that of course is not a serious argument it seems to me because I have
tried to make it clear—and I am making it clear again I hope—that
this is with the intention of setting up a schedule of rates under the
same conditions and not to permit a differentiation as between indi
viduals in the same circumstnces, or operating under the same con
ditions.
69096—56—pt. 2
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Senator Btjsh. Would the Senator be willing to change the lan
guage so as to make that point very clear, or does he think this lan
guage makes it clear ?
Senator Lehman. I want to say to you I believe we are going to
change the language a whole lot in these bills.
Senator Bush. I appreciate that.
Senator Lehman. Before we are ready to submit a clean bill to
Congress.
Senator Bush. Mr. Chairman, I would like to ask the witness again
if that language in the first line, where it says, "those who need it" is
not going to mean to the Administrator any one of those who need it.
Senator Lehman. May I say to the Senator, I think the language I
have used is entirely clear but some question as to its clarity has been
raised by the Senator from Connecticut and by the Administrator.
I want to say if there is any question I want to set forth as clearly
as possible what the intention of the sponsors of S. 3137 is with regard
to this particular matter. Certainly there will no change in the bill
at the moment but I have no doubt at all that there will be many
changes and much clarification of the language required before we
get through with this legislation.
Mr. Meistrell. Senator Lehman, I would like to raise this ques
tion: If you have in mind clarifying this language what in your
judgment would be the standard for determining the amount of the
premium or rate the Federal Government would consider reasonable
to absorb ?
Senator Lehman. I do not know what the Administrator—and
you may be the Administrator
Mr. Meistrell. No; I mean, under the bill—■—
Senator Lehman. Under the bill this Administrator is lodged in
your Department. I do not know.
Mr. Meistrell. Did I say the "Administrator" ?
' Senator Lehman. I could ask you if you were Administrator how
you would arrive with any degree of accuracy at an actuarial base.
Mr. Meistrell. Perhaps I did not make myself clear. What I had
in mind was what in your judgment would be a minimum or a maxi
mum that the Congress would consider should be absorbed either by
the Federal Government under your program, or the State govern
ment and Federal Government under Senator Bush's program, as
an amount to be included in the rate ? In other words, as I understand
your proposal, if the actuarial rate should be determined as $1, for
example, and you then applied the need test and ability to pay test,
and if the individual or group of individuals cannot pay the actuarial
rate, or the rate based on the need for getting into the premium ad
ministrative and operating expenses and the reserve for losses—what
ever that rate may be—if the individual cannot afford to pay it but.
he needs it and the Administrator so determines that he needs it, then
he has got some flexibility in coming up with a rate that that in
dividual or group of individuals can afford to pay. Obviously, if
what they can afford to pay is much lower than what they ought
to pay, somebody has got to put up that money. I would assume under
your bill it would be the function of the Federal Government to
absorb it. If it is, then I would like to know what would be the
maximum amount you would recommend to the Congress as absorp
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tion by the Federal Government in making up the difference between
the actuarial rate and the ability to pay.
Senator Lehman. I am not prepared to state how much of this
subsidy the Federal Government should assume. I will say this : That
I have said many times in the hearings that it is idle to talk about this
kind of legislation without recognizing that a subsidy will be needed.
Mr. Meistrell, Correct. Correct.
Senator Lehman. To what extent that subsidy will be needed I do
not know at the present time. However, I can say to you that I am
quite certain if we depend on the States to put up 20 percent of this
subsidy—half of the 40 percent which is left after the insurer pays his
premium—we are leaning on a very, very weak and insecure reed.
Very. Because I do not believe that you are going to get the States to
do that, and I do not believe in many cases they could do it.
To what extent the actual cost could be reduced by the assumption
of a subsidy by the Government, I do not know, but I do know this :
That we have heard in the case of some insurance companies that they
demand $20 and $25 a hundred to cover the insurance. I do not know
whether the actual cost, if you could make an actuarial survey, would
be $5 or $6, or $8 or $10 a hundred, or $3 a hundred. I think if it gets
beyond a certain point it is just out of the reach of the average citizen
of this country to protect himself.
Mr. Meistrell. That is right.
Senator Lehman. It is almost the only thing I know of in which he
cannot obtain protection. He can obtain protection against tornadoes,
earthquakes, fire, and damage of various kinds. But in this partic
ular thing he just cannot get the protection at any reasonable rate—
and I use the word "reasonable" in that,
Mr. Meistrell. Yes. Yes.
Senator Lehman. That is my whole position. But you may con
tinue.
Mr. Meistrell. Yes, sir. Thank you. Under S. 2862 the Admin
istrator would endeavor to keep Federal and State contributions as
low as possible, and fees would be increased to the extent that ex
perience shows that this is feasible. It is hoped that this will afford
a means of gradually eliminating the State and Federal contributions
and serve to demonstrate that flood risks may be underwritten by pri
vate companies.
In contrast to the recommended bill, S. 3137 would not provide a
specific limitation on the extent to which subsidies by the Federal
Government would be used to reduce the premiums to be paid by the
property owners. It first states in section 5 that the premium rates
may be established on the basis of general considerations such as the
risks involved and estimated operating expenses and reserves for
losses. However, it then states that such considerations shall be used
only to the extent that they are consistent with the aim of offering
insurance or reinsurance at rates reasonable enough to make available
to those who need it, at rates they can afford, the protection intended to
be provided.
Although I believe that flexibility is an essential feature of legisla
tion on this subject, the provisions of section 5 in S. 3137 are too broad
and indefinite and would not afford adequate direction by the Congress
nor adequate control by the Congress over premiums and subsidies—
one of the most important aspects of this program.
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Under the section 5 provisions, the Federal subsidy could be any
amount, and this could result in the program developing into vir
tually an outright relief program. Indeed, those provisions would
place the burden on the agency administering the program to make
the insurance and reinsurance available to all who need it "at rates
they can afford" to pay, and consequently there is no limit to the
amount of Federal subsidy involved. To assure that the desired
protection would be made available to all persons who need it, at
rates they can afford, would seem to require some kind of "means
test" for relating premium rates to the ability of individual property
owners to pay.
A further complication under these provisions would exist in con
nection with establishing rates for municipalities and other public
bodies. It is not clear how rates would be determined on the basis
of the ability of States and municipalities to pay premiums.
PROGRAMS LIMITED, EXPERIMENTAL, AND FLEXIBLE

I believe that almost everyone who has dealt with the subject of
flood insurance or indemnity would agree that it embraces very diffi
cult and complex problems, the solution of which depends to a great
extent upon the development of facts and experience which could
not be obtained prior to the enactment of authorizing legislation and
the initiation of operations under it. Experience of the Government
in the field of war-damage insurance is helpful but limited, because
the potential damage covered under that program was almost beyond
calculation and the actual losses under it were relatively small. The
Federal crop-insurance program with all risk coverage affords per
haps more valuable experience, but as it applies only to growing crops
the experience is of limited value to programs relating to flood insur
ance or indemnity.
It is, therefore, our recommendation that the proposed programs
be placed on a limited, experimental, and flexible basis. The provi
sions in S. 2862 before your committee are in accord with that rec
ommendation. The powers conferred by the recommended bill are
necessarily flexible and, consequently, the programs under this bill
should be limited until experience is gained and the Congress has
an opportunity to review operations under the legislation. Discre
tion would be conferred by other provisions of this bill which would
require study and specific regulations by the Administrator.
Senator Lehman. May I point out there that although there is
no specific limitation in the bill with respect to rates, or with respect
to the subsidy that might have to be offered on the policies, there is
a limitation in my bill with regard to the liability that it assumes.
Mr. Meistrell. I am aware of that.
Senator Lehman. A very definite limitation.
Senator Bush. Mr. Chairman, may I ask a question?
Senator Lehman. Surely.
Senator Bush. In preparing this, and doing your study on this
bill, did you consider the question of crop insurance? Did you talk
with those people, and so forth ?
Mr. Meistrell. Yes, we did, Senator Bush.
Senator Bush. They have had crop-insurance programs for some
time. They testified before us, I believe, but do you remember how
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many years they have been working on the crop-insurance program ?
It is 10 years ?
Mr. Meistrell. I think, Senator Bush, the crop-insurance program
was started in 1938, but operations were suspended in 1944 and rein
stated in 1945. Congress reduced the scope of the program and placed
it on an experimental basis in 1947.
Senator Bush. Yes. But they still consider it definitely on an
experimental basis, do they not?
Mr. Meistrell. Yes; I believe they do.
Senator Bush. That is the point I wanted to make.
Mr. Meistrell. S. 2862 authorizes an experimental program. The
Housing Administrator would be required on or before January 3,
1961, to transmit a report to the President for submission to the Con
gress on operations under the legislation including information on the
extent to which private insurance companies have participated in the
programs. This report would have to either (1) make recommenda
tion for such legislation as may be necessary for the termination of
the Government programs and an assumption of flood risk by private
insurance companies, or (2) an explanation as to why such legislation
at that time would not be feasible or desirable.
The 5-year period should be adequate to demonstrate the accepta
bility of the programs and provide significant information on the
classes of contracts which are marketable. This information, with our
administrative experience, may prove adequate to determine the feasi
bility of private operations in this field. Several provisions of S. 2862
would limit the extent of operations. I should like to comment on
those for a moment.
1. MAXIMUM AMOUNT OF INDEMNITY CONTRACT

No indemnity contract or contracts could be issued to any person in
excess of $250,000 in the aggregate. This limitation applies to the
contracts issued to any person, as distinguished from a maximum
amount with respect to a particular property. It would have the
effect of excluding full coverage on the property of States and prop
erty of larger corporations and municipalities. It would adequately
cover the homeowner and the small-business establishment, where the
needs are greatest. If this limitation were removed from the bill, it
would be necessary to provide much larger authorizations than the bill
now contains.
It is also desirable to spread the risk among as many areas and with
respect to as many separate properties as possible. Of course, this
can be done to a greater extent, with a limited amount of authoriza
tion, if the very large policies are excluded. Developing a broad dis
tribution of indemnity contracts would be important not only in Gov
ernment operations but in attempting to obtain private assumption
of flood risks. In many cases it is also true that large corporations can
act as self-insurers and suffer less relative financial loss from floods
than smaller businesses, as well as obtaining more tax advantages.
In contrast to the maximum limitation per person under the recom
mended bill, S. 3137 would place the maximum limitation on the prop
erty. Under S. 3137, the coverage limitation is $10,000 for residential
property (including personal property thereon), designed for occu
pancy by 1 to 4 families. The maximum is $100,000 for any other
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single piece of real property, and $100,000 for any other personal
property in any single location. Thus, a large corporation doing
business in many localities could insure each one of its properties in
flood areas up to $100,000. Similarly each individual property of a
State or municipality could be insured up to these amounts. In addi
tion, each one of these corporations or bodies could carry flood insur
ance on personal property up to $100,000 in each separate location.
Under such a program, therefore, an unduly large proportion of
the limited authorization could be used up by large corporations,
States, and municipalities to the detriment of the homeowner and
small-business man.
It also appears to us that the amounts of the dollar limitations
contained in S. 3137 are inequitable. It is not clear why a home, in
cluding its personal property, should be limited to $10,000 coverage,
while all other types of real property and all other types of personal
property on a single location each have a $100,000 limitation. It
would seem to be inequitable also to have the same coverage limitation
for all residential properties whether they are designed for occu
pancy by 1, 2, 3, or 4 families. We believe it is preferable to have
a maximum limitation per person with administrative discretion to
prescribe lower limitations for different types of properties as the
Administrator may determine on the basis of data developed in the
initiation of the program. S. 2862 would provide that authority.
Senator Lehman. Would there not be a very considerable ad
vantage to the Government as far as that is concerned, if we limited
the maximum to a single piece of property? I am thinking about
industrial concerns. An industrial concern may have five factories.
He can either take out under S. 2862 a blanket policy covering his
property or, under my bill, he would be required to take out separate
policies for each one of these factories. He does not know where
the flood is going to hit him. It may hit him in only 1 of the 5, but
he will have to pay the premium on all 5. It seems to me there is a
considerable advantage.
Mr. Meistrell. Well, Senator Lehman, there is again a matter of
emphasis. If we are interested, as I know Senator Bush is, in pro
tecting the small-home owner and the small-business man, then it
would seem to me when you place the emphasis on multiple-location
risks, permitting the large corporations to insure many of their loca
tions at unlimited amounts, then you necessarily deplete your author
ization in favor of those who perhaps can take these losses with less
financial hurt than the small-business man and small-home owner
whom I think we are primarily interested in. For that reason we felt
that if you limit the coverages on a per person basis rather than on
per properties basis, we would accomplish a much more effective
method of helping those who need to be helped. That is the reason
why we chose the per person rather than the per property test.
Senator Lehman. As far as the homes are concerned, the over
whelming majority are in the $10,000 class.
Mr. Meistrell. That is correct. That is correct.
Senator Lehman. And those are the people who really need pro
tection.
Mr. Meistreu,. That is correct.
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Senator Lehman. Not the fellow who has the $75,000 or $100,000
home. He can usually take care of himself pretty well, or write it
off his income tax.
Mr. Meistrell. It is the little people I think Senator Bush had
in mind in having this bill require the per person test rather than
the per property test, since the latter would permit large corporations
to insure in considerably larger amounts and use up your authoriza
tion before these little people who need it so badly ever got a chance
at it.
Senator Lehman. But we have a preference clause in this, in that
the fellow who requires an application for an insurance policy can
not be frozen out by some fellow who comes back and wants to in
crease his policy and get a different policy.
Mr. Meistrell. Yes.
Senator Lehman. It is a quarter of 1. I think we probably all
have some things to do. I have to go to the floor so I will recess, if
it is agreeable to you, until 3 p. m. this afternoon.
Mr. Meistrell. Very well, sir.
(Whereupon, at 12:45 p. m., the hearing was recessed to 3 p. m.
of the same day.)
afternoon session
(The subcommittee reconvened, pursuant to recess, at 3:05 p. m.)
Senator Lehman. Mr. Meistrell, will you go right at it, sir ? Where
where we?
Mr. Meistrell. We were at the bottom of page 15, item 2.
Senator Lehman. All right.
Mr. Meistrell. The deductible provision. As indicated, under the
indemnity provisions of S. 2862 each approved claim for loss must be
reduced by a minimum of $300 plus at least 10 percent of the remainder
of the claim. The minimum amount of $300 would serve as a means
of eliminating many small nuisance claims which would otherwise in
crease administrative expenses unduly. The minimum percentage de
duction of 10 percent would provide for some sharing of the loss by the
Eroperty owner and thereby provide an incentive for him to protect
is property against flood losses. The provision would also limit
the total liability of the Federal Government and serve to reduce the
premium required to pay losses. S. 2768 contains similar provisions
in this regard.
Under S. 3137, however, the minimum deduction would be $100 and
the maximum $200. That bill does not contain the requirement that
the property owner bear a prescribed percentage of the loss. We be
lieve that omission is undesirable because, in the case of large policies,
a $200 deduction would be an insignificant sharing of the risk.
The third limitation is limitation of programs to flood peril. The
recommended bill, S. 2862, is limited to losses caused by floods as de
fined by the Housing Administrator. The term "flood," as used in
the bill, specifically includes rising water caused by tide, wind, or
rain. S. 2768 contains similar provisions. Other natural disasters
such as earthquakes, hurricanes, drought, et cetera, are not covered
by these two bills. Because the program would be undertaken on a
limited, experimental basis, it is believed desirable that it be directed
first toward meeting the area of greatest need. Insurance is avail
able from private companies for at least the bulk of natural disasters
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other than floods. Thus, private companies customarily write in
surance covering windstorms, tornadoes, hurricanes, and earthquakes.
Insurance against crop losses from drought and other natural dis
asters is provided for, to a certain extent, under the Federal crop
insurance program.
If information is developed showing a need for the extension of the
proposed program to other types of natural disasters, this could be
done in subsequent legislation after some experience is gained with
operations in connection with the flood programs. From the stand
point of effective administration, there would be an advantage in
avoiding the further complications which would result from adding
other types of risks during the initial stages of the program.
Under S. 3137, the term "flood" is defined to include "hurricane," so
that losses could be covered under that bill even though no flood or
rising water occurs. I think this is undesirable, as the program should
be limited to floods for the reasons I have given. Private companies
now customarily write insurance covering hurricanes. As indicated,
S. 2862 covers floods or rising water resulting from wind, including
hurricanes, which I believe is adequate.
The fourth limitation deals with maximum authorization. The
total of authorizations in S. 2862 for indemnity and reinsurance con
tracts, amounting to $3 billion, is very limited in relation to the total
value of all property which could be damaged by floods. It is believed,
however
Senator Lehman. Before you get away from that, we do not recom
mend in my bill the inclusion of natural disasters generally such as
earthquake, landslide, and things of that sort, although there is pro
vision made to make recommendations on that question. We do in
clude hurricanes as part of the flood damage that results from hurri
canes.
In the case of the insurance companies, you say that they will write
insurance on hurricanes, but that is only partially correct. The great
damage that has come on the shores, on the beaches, comes from the
effect of high winds on the waters. But while the insurance com
panies will insure the direct loss, directly attributable to the wind
effect of hurricanes, they do not protect the homeowner or the insurer
against damage done by high waters caused by hurricanes.
That was very clearly indicated in the hearings we had where some
of the insurance companies did make some very, very minor settle
ments as compensation, but, generally speaking, they did not recognize
their liability on damage that came from high waters caused by
hurricanes.
Mr. Meistrell. Yes. Well, Senator Lehman, as I interpreted sec
tion 16 (a) of S. 3137, it says :
As used in this act, the word "flood" shall include any flood, tidal wave, wave
wash, or other abnormally high tidal water, hurricane, deluge, or the water com
ponent of any other severe storm—
And so forth. And I was under the impression under this definition it
would be construed to mean that hurricanes as such would be insured.
Perhaps I am in error on that.
Senator Lehman. If you recall the history of the effect of hurri
canes, I think you will agree that the great part of the damage on
the shores, shores of the ocean and of lakes, came from the high waters
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caused by hurricanes, and that is the damage that is not compensated
for by the insurance companies.
Mr. Meistrell. Well, I understand that hurricane insurance as such
is available from the private carriers. Now, if under your bill you
intend to cover damages caused by water which results from a hurri
cane, then you are covering the same thing that Senator Bush is, be
cause Senator Bush intended under his bill that "flood" would include
rising water caused by tides or wind. And if that is what you intend,
then we are talking about the same thing.
Senator Lehman. Well, at any rate, it is again an academic ques
tion
Mr. Meistrell. Eight.
Senator Lehman. Because if the private insurance companies will
write an adequate insurance policy
Mr. Meistrell. They would be excluded under both ; that is correct.
It is believed, however, that the amounts prescribed in the bill are
adequate and realistic for undertaking the proposed program.
The total annual damages by floods in the United States are esti
mated by a number of different Government agencies. This informa
tion is collected in different ways and serves the separate purposes of
those agencies. Among them, the information collected by the
Weather Bureau covers the longest period, going back as far as the
turn of the century. The Bureau advises that the information since
1925 would furnish a better basis for estimating average annual losses
from floods. This information shows that the estimated average an
nual flood damage, including flood damage caused by hurricanes,
amounted to $240 million during the period from 1925 to 1955,
inclusive.
Because of changes in prices over the period covered by the esti
mates, year-to-year comparisons of flood damages can be more mean
ingful if the figures are adjusted for changes in costs in terms of
constant dollars and changes in the amount of property exposed to
flood losses. Moreover, if these constant dollars measure the pur
chasing power of dollars of some current period, they can be useful in
measuring the magnitude of prospective losses. The Weather Bureau
estimates have been adjusted by the use of an index presented in a
recent publication on floods by Hoyt & Langbein which adjusts for
variation in wholesale prices and variations in the amounts of prop
erty exposed to loss with 1950-51 as the base. After such adjustment,
the average annual damage from floods is estimated to be $350 million.
Senator Bush. Mr. Chairman ?
Senator Lehman. Yes, Senator Bush ?
Senator Bush. That is the average annual damage, $350 million,
but is it not true that under our bill here, S. 2862, that a great deal of
that loss would be excluded ?
Mr. Meistrell. That is correct.
Senator Bush. Because of the limitation of $250,000 upon any one
insured, because of the $300 deductible, and the 10-percent particiEating feature ? You do not have any estimate of how much would
3 excluded under our bill, do you ?
Mr. Meistrell. Senator Bush, we have made some calculations
which I will comment on in a moment, but the figure of $350 million
average annual damages would have to be adjusted to take into con
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sideration the types of property that would be covered under your
bill and adjusted for the maximum liability, the $300 deductible, and
the 10 percent in addition.
Senator Bush. The Army engineers in preparing their estimates of
losses include what they call indirect losses or losses due to unemploy
ment and lack of operation of the plant and that sort of thing.
Mr. Meistrell. That is correct.
Senator Bush. So that the point I am making is that I believe if it
were possible to get at the real insurable loss under our bill that it
would be a relatively small fraction of that figure.
Mr. Meistrell. That is correct.
Senator Bush. When we see the amounts of money that the Red
Cross left in the devastated areas, part of which might have been in
surable under this bill, when we see some of the totals of the SBA
people which would have been insurable under this bill—that is, less
than $250,000—those figures are very, very moderate compared with
this $o50 million figure.
Mr. Meistrell. That is corect.
Senator Bush. So that I simply want to point out that it seemed to
me that we are in danger of thinking we are doing something tre
mendous here when actually we are probably talking about an annual
insurable loss of substantially less than $100 million.
Senator Lehman. Well
Senator Bush. I have no sound basis to make that estimate but just
from observation of these factors that I have seen.
Senator Lehman. May I ask what the estimated losses iu Con
necticut were?
Senator Bush. Well, sir, I
Senator Lehman. This one storm.
Senator Bush. Well, they talk of $250 million according to the
Army engineers, but again that includes $10 million or more from the
New Haven Railroad, it includes several million dollars for the Chase
Brass, the American Brass, Hershey, a small plant—he had to bor
row $1.8 million to get back into business—and all that sort of thing.
So those things are greatly enlarged by risks that would not be insured
under the Senator's bill or mine.
Senator Lehman. I do not follow that.
Senator Bush. You asked me how much the floods cost us in
Connecticut.
Senator Lehman. Yes.
Senator Bush. Well, the engineers estimate in excess of $250 million
for Connecticut, but I say that those figures include many large losses
that would not have been insurable if either the Senator's bill or mine
had been in existence. Do you see what I mean ?
Senator Lehman. Yes, I see that perfectly, but I am talking about
the figures that apparently have been given by the Weather Bureau.
I wonder whether you know how those figures are compiled. Are
those estimates, or was there any survey made by the Weather Bureau
after the storm?
Mr. Meistrell. I am informed, Senator Lehman, that the Weather
Bureau collect these data from questionnaires that they send out, I
would assume to their various
Senator Lehman. Collects it from what?
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Mr. Meistrell. Collects it from questionnaires that they send out
to their various field offices and local informed sources. I do not know
this as a fact. Consequently, I cannot answer with any accuracy how
they collect their figures—the mechanics they go through to collect
them. But these are the figures that have been given to us by the
Weather Bureau, which I believe to be reliable.
Senator Lehman. I would like to know what they were based on.
We have had estimates—and they have been estimates, frankly—
with regard to the damage done in these storms of last August and
October in the Northeast and the floods that came on the Pacific coast
and in the Northwest. Those estimates in this one period are as fol
lows : The minimum estimate that I have heard was around a billion
dollars, and the maximum estimate which I have heard is about $1.7
billion.
I do not accept either the minimum or the maximum. It is prob
ably somewhere in between.
We have asked the Corps of Engineers, who have the means of
studying this situation quite fully, what their figures showed. I asked
that question. I believe you were here. I asked it of the Chief of
Engineers.
Mr. Meistrell. Yes, you did.
Senator Lehman. I think it was the last part of October,
Mr. Meistrell. Yes.
Senator Lehman. This is February, and they promised to give them
to us, and we have not yet received them.
But I do recall this that the figures that we got from the Corps
of Engineers even without figures of this current year or of 1955
were very much greater than the figures that you have given—very
much greater.
Mr. Meistrell. Of course, these are averages over a period of 30
years.
Senator Lehman. Well, theirs were averages, but I do not remem
ber the period. But they were averages over a long number of yeai-s.
And it was vastly greater than these figures.
Mr. Meistrell. Of course, Senator Lehman, it is difficult to know
what was included in their figures, whether they had indirect losses
such as loss of payrolls, loss of profit on unfilled contracts, public and
municipal property such as highways and bridges and that sort of
thing, roads. So that I am in no position to comment on the figure
nor what was included within the figure.
The $240 million that we have from the Weather Bureau which
we used we adjusted to allow for increases in costs and come up with
an average annual damage figure on the 30-year average of approxi
mately $350 million.
Senator Lehman. The figures that we got from the Corps of Engi
neers, as I recall it, were only direct losses. They did not include
any
Mr. Meistrell. Only direct losses? Well, our figure of $350 mil
lion includes indirect damage.
Senator Lehman. Would you mind placing in the record the figures
that you have gotten from the Weather Bureau?
Mr. Meistrell. I would be very happy to.
Senator Lehman. With an explanation of how they were collected ?
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Mr. Meistrell. I will indeed.
( The figures requested from Mr. Meistrell follow : )
The figures presented below are estimates of the Weather Bureau. Accord
ing to the Weather Bureau, these statistics should be taken as estimates only.
They were collected incidental to the primary purpose of surveying the meteoro
logical and hydrological aspects of the storms and floods. They are obtained
by Weather Bureau stations throughout the country from a wide variety of
sources, official and unofficial. They came from the Red Cross, Civil Defense
authorities, Corps of Engineer districts, police records, insurance companies,
State and municipal governments, and newspapers. As far as possible, they
include all damages, public and private. They apply to real estate, Industrial
establishments, roads, railways, utilities, and agriculture. Many of the original
sources had only estimates. Hence, the figures should be looked upon only as
orders of magnitude. They include indirect losses as well as direct losses.
The data for 1955 are still incomplete and hence those figures are definitely
subject to revision.
Estimated annual flood losses in the United States, 1925 through 1955
[In million of dollars]
Excluding
tropical
storms,
unad
justed '

Year

1925
1926._
1927
1928
1929
1930
1931
1932
1933
1934
1935_
19361937
1939
1940
1941
1942

_.

9,922
23,470
347,658
44,614
68,099
15,850
2,810
10,295
36,679
10,361
127,130
282,549
440,740
101, 100
13,834
40,466
39, 525
98,506

Including tropical
storms
Year
Unad
justed «
9,922
129, 970
347,658
69,614
68,752
15,850
2,810
10,295
82,329
15, 121
138,630
284,849
440,782
401,345
13,836
45, 210
47,200
125, 607

Adjusted »

22,049
265, 245
755, 778
145,029
134,808
33,723
6,386
25, 738
222, 511
36,002
322, 395
678, 212
1,025.074
955,583
32, 943
102, 750
100,426
228,376

1943
1944
1945
1946
1947
1948
1949
1950
1951
1952.
1953
1954
1955

_..
_.
_.

TotalAver
age-.

Includlne tropical
storms

Excluding
tropical
stnrms,
unad
justed '

Unad
justed «

199,733
101,079
165,797
70, 814
272,328
229,960
93, 932
176,049
1,028,742
254,064
122,203
99,149
800,000

216, 498
266,089
245,930
76,014
408,086
248,360
152, 682
211,899
1, 030, 742
256, 814
128,366
854,622
1,090,000

400,922
483,798
431, 456
118,772
497,666
275, 956
171,553
223,052
981,659
244,585
122,253
813,926
1,038,095

5,327,458

7,435,882

10,896,721

* 172,000

240,000

350,000

Adjusted >

' As estimated by U. S. Weather Bureau.
» As estimated by the C S. Weather Bureau, including flood damage caused by tropical storms (including
hurricanes) .
* As adjusted by the use of an index which adjusts for variations in wholesale prices and in the amounts
of property exposed to loss; on the basis of 1950-51 — 100. The index used appears in Floods, Hoyt and
Langbeln, Princeton University Press, 1955.
1 The comparable average annual estimated flood losses, excluding hurricane, for the 53-year period 190355 inclusive is $118 million.

Senator Lehman. I understand your figures include indirect losses
as well as growing crops and similar things ?
Mr. Meistrell. That is correct.
Senator Lehman. How much do you estimate that to be?
Mr. Meistrell. Senator Lehman, if I may continue with the state
ment, I think we probably cover it.
Senator Lehman. I will ask you to continue in a minute.
Mr. Meistrell. Eight.
Senator Lehman. But I only make this observation : I wish that
you had been present at the hearings that we held. We heard from a
large number of people, but among them were fairly responsible
people, people who would ordinarily be considered as being well in
formed in connection with the matters that we had under discussion.
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For instance, in every one of the States we appeared we had testi
mony in person from the governor of the State. We had testimony
in person in a number of the states from the Senators of the State.
And the figures that they gave with regard to the losses certainly
indicated a situation very different from the one that you are sketch
ing, even though I realize perfectly well that you are dealing now in
an average situation over a period of years.
Mr. Meistrell. Yes.
Senator Lehman. But I would certainly want to study those
figures very carefully.
Mr. Meistrell. Well, we will, of course, give you all of the data
we have on this particular subject.
Senator Lehman. And I want to point out too that some fear has
been expressed—I do not accept your figures in the first place, but
I am going to make an observation based on those figures. A great
fear has been expressed that this would involve the Federal Govern
ment in tremendous liabilities and possibly in tremendous losses. But
if the figures that you have given are anywhere near correct, even
though they might set a rate considerably below the actuarial rate,
the loss to the Government could not possibly be very substantial.
I think if you want to use it on one side you have got to use it on
the other side.
Mr. Meistrell. Well, I agree with you, Senator Lehman. I think
there are perhaps two considerations. One is what property you are
going to cover and the amount of liability you are going to assume.
And I should state that we have examined into the figures that your
committee compiled and you will recall the very substantial variations
between the estimates made by various agencies that have worked on
this problem. But the $240 million annual average figure that we
used was taken from the Weather Bureau, and I believe they testified
before your committee along these lines.
Excuse me. I am informed that they testified before the House
Committee on Banking and Currency.
Senator Lehman. Well, if you will proceed, please.
Mr. Meistrell. All right.
The average annual figure of $350 million includes losses on types of
property such as growing crops and indirect damages which would not
be eligible under the bill. When these two major classes of losses are
excluded, the $350 million is reduced to approximately $165 million.
The figures on which estimates of flood damage are based do not lend
themselves to a determination of the portion of the total damage
which would be excluded by virtue of either the $250,000 limitation or
the $300 deduction provided in the bill. However, an adjustment was
made for the 10 percent deduction by reducing the figure of $165 mil
lion by 10 percent, leaving approximately $150 million as the esti
mated average annual loss from flood damage on property eligible for
indemnity contracts under the bill.
Of course, the amount of average annual losses under indemnity
contracts would not be $150 million unless all of the eligible property
in the United States were covered by those contracts. This would
not be true under the proposed experimental program having a limited
authorization of $2.9 billion. Nevertheless, we believe that the au
thorization proposed is adequate as an initial step in an experimental
program. If it later appears that the demand for the indemnity
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contracts is heavy, the Congress could increase the authorization at
that time.
S. 3137 also provides for a total authorization of $3 billion. Ac
cording to that bill, this amount is to be available for insurance or
reinsurance, without specifying a division as between insurance and
reinsurance. In the bill we are recommending, the total authoriza
tion is also $3 billion, but it is divided so that $2.9 billion would be
available for indemnity contracts and $100 million for reinsurance.
We see no objection to restating this total authorization as $3 billion,
to be used in the judgment of the Administrator, either for indemnity
contracts or for reinsurance.
The fifth limitation deals with borrowing authority. The recom
mended bill would authorize the Administrator to borrow from the
Treasury up to $500 million at any one time as an initial reserve for
the indemnity and reinsurance program. In our judgment the bor
rowing authority in this amount is necessary in the event of a large
catastrophe prior to the accumulation of reserves from contributions,
fees and premiums. It is also our view that this amount would be
adequate in relation to the total authorizations under the bill. S. 3137
would authorize borrowing from the Treasury up to $1.5 billion, or
such greater amount as may be approved by the President.
Our views on the five limitations in the recommended bill which I
have discussed—namely, the $250,000 limitation per person, the mini
mum deductible provision, the limitation of flood peril, the indemnity
and reinsurance authorization limitation, and the borrowing authority
limitation—represent in our judgment, reasonable limitations for the
experimental programs under the bill. However, I wish to emphasize
that we do not consider these limitations inflexible, but believe they
could be varied to some extent without adversely affecting the feasibil
ity of the programs.
The program of indemnities for flood losses under the recommended
bill recognizes the responsibilities of both the Federal Government
and the participating States. As previously explained, the indemnity
program authorized by this bill would be administered by the Federal
Government in consultation with State officials. It would apply only
in those States which elect to share in the contributions to the indem
nity fund. Hardship caused by losses from floods is a matter of na
tional concern and appropriate for Federal expenditures to promote
the general welfare, but we also believe that the States have a respon
sibility for sharing in the financial burdens involved. As the preven
tion of financial loss from floods aids the economy of the Nation, it
also aids the economy of the individual States affected. Hardships
to citizens of the States will be lessened and the restoration of the tax
base of communities will be accelerated.
The contributions required from a State would be related to the
protection from flood peril afforded the people of that State. States
with large exposures to flood losses covered by indemnity contracts
would contribute more than States with smaller exposures. We feel
that this provides for a more equitable sharing of losses among States
than would be the case where no State contributions were required,
as under S. 3137.
The required participation by the State gives the legislative body
of the State the authority to decide whether the Federal indemnity
program should apply to the citizens of that State. The extent to

FEDERAL DISASTER INSURANCE

977

which the indemnity program could be applied in a particular State
would also be determined by the legislative body of the State, as the
State's contribution would determine the maximum amount of the in
demnity contracts which could be issued to the people of that State,
within the maximum prescribed pursuant to Federal law. The con
tribution could be made in the form of an appropriation to the Federal
Flood Indemnity Fund, or the State legislature could authorize a
State official to advance funds from time to time as a condition to fur
ther indemnity contracts in the State, in accordance with such stand
ards as the legislature may prescribe consistent with the Federal
legislation.
It may be pointed out in this connection that 45 of the State legis
latures convene in regular sessions early next year.
This program, as other Federal-State programs now established,
may present special legal and financial problems to some States. We
should not assume that the contemplated State participation should
present difficulties any greater than experience has taught us were
overcome in other areas of Federal-State partnerships, such as the
unemployment insurance and the old-age and survivors insurance
programs.
Senator Bush. Mr. Chairman, may I ask a question?
Senator Lehman. Yes, sir.
Senator Bush. I would like to ask the witness this about State
participation: Do you not feel that the way this bill handles State
participation and brings the State in would give the States an incentive
to work for flood control and to encourage the towns to stop these
encroachments on the riverbed and on the flood plain of the river?
The fact that the State is an interested partner in this program, it
seems to me, would have that stimulating effect on flood protection.
And, as the Senator and I have often agreed, what we really want is
to avoid the damage rather than reimburse for it.
But do you not think the State participation has that very important
advantage ?
Mr. Meistrele. Oh, very definitely, Senator Bush. I believe that
this question of protecting citizens from losses due to floods is a
primary obligation of the States. Not all States have floods, and not
all States need that protection, but where there are recurring floods
I think it has the tendency to cause a State to become aware of the
burdens when they have to pay something. And I think it would
tend to stimulate flood-plain zoning and flood control, and act as a
stimulation to States to undertake to reduce the exposure rather than
to reimburse for the loss.
I agree entirely with what you say, Senator Bush.
Senator Lehman. May I point out very respectfully that I do not
think the so-called Federal-State partnerships which you have men
tioned are analogous to this. You mentioned unemployment insurance
and the old-age and survivors insurance programs. Those are pro
grams that are conducted through taxes or contributions made by the
workers and the employers in the case of unemployment insurance,
and in the case of the old-age and survivors insurance program also
between the employers and the employees. It is no real partnership
between the State and the Federal Government.
Mr. Meistrell. Senator Lehman, I did not mention those programs
with respect to a partnership solely. The purpose of referring to

978

FEDERAL DISASTER INSURANCE

those programs was to illustrate that some of the anticipated difficulties
in bringing the States in are more in theory than in fact, for the
reason that in both the unemployment insurance and old-age and
survivors insurance programs, substantially the same legal questions
arose, namely, to what extent can a State contribute to a program using
taxpayers' money where directly or indirectly individuals are to be
benefited ?
Those problems I think to a large measure are behind us, and I
mention them in this statement only to illustrate that we should not
assume that the contemplated State participation would present
insuperable difficulties and therefore would eliminate State participa
tion at the outset.
Senator Lehman. I do not want to extend this colloquy too long,
but I do want the record to show that in the case of the old-age and
survivors' insurance program there is no participation on the part of
the States. The States do not pay a cent toward that. That fund
is raised entirely through contributions from the employers and the
employees. The State does not pay a cent. New York does not,
Arizona does not, and I think that same thing is true with the unem
ployment insurance and many others.
But what you are proposing is a direct partnership in which the
State would have to assume very considerable responsibilities without
having any voice, as a matter of fact.
Mr. Meistrell. Well, Senator Lehman, I am informed that under
the old-age and survivors' insurance programs the State does make
a contribution with respect to the employees of the State and local
public bodies which has, as a matter of fact, raised the same consti
tutional question we have here—whether it is constitutional to furnish
contributions which will aid particular individuals. I do not want to
hold myself out as an authority on this, quite frankly.
Senator Lehman. I am glad you do not, because I had a good deal
to do with the enactment of that in the State of New York—the par
ticipation of the State of New York.
Mr. Meistrell. Yes ; I know you did.
Senator Lehman. I do not think that they have a thing to say about
the amount. What they do say, what they have got a right to say,
and the legislature does, is that on unemployment insurance they
specify the duration of the aid that is given and also the amount. In
other words, some States have 16 weeks and $20 per week, and other
States have 20 or 24 or 28 weeks of benefits with higher or lower
amounts. But certainly that is all they have to do.
In the old-age and survivors' insurance programs they have nothing
to do with it at all as far as that goes. I wonder whether you may
be thinking of public-assistance programs ?
Mr. Meistrell. No. What I had in mind was the legal questions
that arose which required amendments to State constitutions and a
resolution of the legal difficulties inherent in programs where there
was contribution by either State or Federal Governments to programs
which in their inception appeared to be conferring benefits on
individuals.
Senator Lehman. Well. I will not pursue the matter any further,
but I did want the record to be correct on these things.
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Mr. Meistrell. Well, I assure you, Senator Lehman, I have no
intention whatsoever to misinform you, and perhaps I should with
hold remarks on this subject which I do not know too much about.
Senator Lehman. All right. Will you proceed ?
Mr. Meistrell. The recommended bill would vest authority for the
program in the Housing and Home Finance Administrator and pro
vide that he appoint a Commissioner to assist him in carrying out the
program. Under this authority, considerable economies could be
realized from consolidating administrative services, such as account
ing, budgeting, legal, and personnel, with similar existing services of
the Administrator. Such economies would not be possible under S.
3137, which would establish a new constituent agency within the
Housing and Home Finance Agency and vest all of the program oper
ations under a Commissioner. Such an organizational structure would
also be contrary to the recommendations of both Hoover Commissions
and would be inconsistent with the long-standing position of the
executive branch.
It should be noted also that, since the Housing Agency was estab
lished in 1947, the Congress has placed three additional constituent
units within the agency—to handle urban renewal, community facil
ities, and secondary mortgage market functions. In all three cases
the Congress vested final operating responsibility in the Adminis
trator. Only in the case of the two constituent agencies, the Federal
Housing Administration and the Public Housing Administration,
which are older than the overall Housing Agency, does final operating
responsibility continue to remain in a Commissioner appointed by the
President and subject only to the Administrator's supervisory and
coordinating authority. Moreover, under the provisions of S. 3137,
the Administrator's general powers to supervise and coordinate the
programs of the new constituent would, in fact, be less than is now the
case with respect to these two older constituent agencies.
In the operation of the programs under S. 2862 the Administrator
would be required to use the facilities and services of private insur
ance companies, insurance agents, and insurance adjustment organi
zations and to pay reasonable compensation for such services. The
programs could be used only to the extent necessary to afford protec
tion against flood losses that are not available from private insurance
companies. They are designed to serve as an aid to the eventual under
writing of such risks by private companies without Federal aid.
This concludes my prepared statement. I wish to suggest several
minor technical amendments to S. 2862 and to have them inserted in
the record.
(The suggested technical amendments to S. 2862 follow :)
Suggested Technical Amendments to a Proposed Amendment in the Nature
of a Substitute to S. 2862
1. On page 3, line 21, insert the words "direct physical" after the word "for".
2. On page 3, line 24, strike the words "as a result of" and substitute the words
"caused by".
3. On page 4, lines 15 and 16, strike the words "in establishing such fees the"
and substitute the word "The".
4. On page 4, line 17, strike the word "necessary" and substitute the word
adequate".
'
5. On page 4, line 17, insert the words "produce sufficient proceeds to" after
the word "to".
69096—56—pt. 2
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6. On page 4, line 18, strike the words ": Provided, That no" and substitute
the word "No."
7. On page 5, line 12, strike the words "may decline any application or risk
and" after the word "Administrator".
8. On page 5, lines 19 and 20, strike the words "any possible inducement which
the indemnity program may have to" and substitute the words "the undesirability of encouraging".
9. On page 5, line 24, insert the word "insurance" after the word "flood".
10. On page 6, lines 6 to 11, strike the words "No claim under any indemnity
contract shall be approved in an aggregate amount which exceeds the actual
cash value of the damaged or lost property or the cost of replacing, repairing, or
rebuilding the said property with material of like kind and quality (less depre
ciation at the time of damage or loss), whichever is lower: Provided, That" and
substitute the words "Each indemnity contract shall require that."
11. On page 6, lines 12 and 13, strike the words "under an indemnity contract
shall" and substitute the word "thereunder".
12. On page 6, line 15, strike the words "in the indemnity contract" and sub
stitute the words "by the Administrator".
13. On page 7, line 11, strike the period and add the words "at reasonable rates
and upon reasonable conditions."
14. On page 7, line 18, insert the words "produce sufficient proceeds to" after
the word "to".
15. On page 7, line 24, and on page 8, lines 1 to 3, strike the words "(2) the
maximum premium rate permissible to be charged for any policy of insurance
reinsured under the provisions of this Act, (3)" and substitute "(2)".
16. On page 8, line 4, strike the designation "(4)" and substitute "(3)".
17. On page 8, line 5, strike the designation "(5)" and substitute "(4)".
18. On page 8, line 10, insert the word "insurance" after the word "private".
19. On page 8, line 11, strike the word "reinsurance" and substitute the words
"obligations under reinsurance agreements".

Mr. Meistrell. I shall be very pleased to answer any questions.
Senator Lehman. Is it true that under the bill S. 2862, under the
administration bill, no indemnity contract could be issued unless
the State in which the property which is covered is located pays a
portion of the fee for the contract ?
Mr. Meistrell. Yes, that is correct. If a State does not choose
to participate, the direct indemnity contract would not be issued by
the Federal agency. However, private carriers, of course, would be
free to come in and write the coverage.
Senator Lehman. Do I understand you to recommend that the
State pass on each one of these contracts ?
Mr. Meistrell. Oh, no, Senator Lehman. No, indeed. I apparently
misunderstood your question.
Senator Lehman. Well, will you explain how you interpret this
then?
Mr. Meistrell. If the State of New York should determine that
they chose to participate in the program, they would indicate the
extent to which they chose to participate financially, and based on
that determination their citizens would be eligible to purchase cover
ages up to that limit.
Senator Lehman. Well, I understood you to say earlier in the day
that no survey had been made to determine how many States would
be likely to participate in the program.
Mr. Meistrell. That is correct.
Senator Lehman. Under the plan is it not likely that the proposed
indemnity contract program will never get into operation in some
States?
Mr. Meistrell. Yes ; that is likely. If a State legislature should not
determine that they wanted to have their citizens participate through
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their own participation, the indemnity coverages would not be avail
able.
Senator Lehman. Does the administration bill allow the States
to have a voice in determining the terms and conditions in indemnity
contracts beyond the provisions of section 402 which permit —I am
asking these questions largely for the record—which permit the Hous
ing and Home Finance Administration to consult with State repre
sentatives at the Administrator's discretion ?
Mr. Meistrell. Nothing beyond the provision in the bill that would
provide for consultation between the Administration and the various
State officials.
Senator Lehman. I want to put something in the record.
Mr. Meistrell. You will observe, Senator Lehman, section 402
of S. 2862 provides the Administrator may from time to time consult
with the representatives of the various States to the extent
Senator Lehman. What are you reading from?
Mr. Meistrell. I am reading from section 403, S. 2862, at page 12,
line 12. That provides :
The Administrator may from time to time consult with representatives of the
various States to the extent he deems necessary to effectuate the purposes of this
Act. He may also from time to time consult with representatives of the insur
ance industry and shall make continuing studies and investigations for the
purpose of facilitating the ultimate assumption of all flood risks by private
insurance carriers.

That is the only provision in the bill with respect to a State having a
voice in the operation of the program.
Senator Lehman. But even that very meager cooperation between
the Federal Government and the States is purely permissive.
Mr. Meistrell. That is correct.
Senator Lehman. It is left entirely to the discretion of the Federal
Administrator as to whether or not he wants to consult with the State.
Mr. Meistrell. That is correct.
Senator Lehman. If the Federal Government decides as a matter of
public policy that it is advisable to offer insurance or indemnity to
potential flood victims, why should the States be placed in a position
where they in effect can veto the entire program by inaction ?
Mr. Meistrell. Well, it is not quite a veto by inaction. It is more
of an opportunity to participate by action. It is our view that these
floods are of a nature wherein they not only affect the national economy
but, perhaps much more importantly, the local economy, and that
States should determine on their own whether or not they choose to
participate in a program wherein the Federal Government is assuming
to pay half of the unpaid premium cost for protection.
You will recall, Senator Lehman, that the New England floods
which caused such devastating damages created the problem of States
turning to the Federal Government for complete relief and hoping
to obtain through relief some measure of help to the victims. Some
States responded very generously. The State of Connecticut, for
example, through their legislature, appropriated some $36 million,
which I think would have been greatly in excess of what their con
tribution would be under any insurance program.
And, as I recall, Governor Harriman, of New York, announced
that the State of New York had no money to contribute.
In any event, both of them were down here asking that they be
taken care of.
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And to the extent that the Federal Government can take care of
victims of any disaster, whether it be flood or war or whatever it may
be, that is an obligation we I think as Americans all realize and cer
tainly will do all we can. But that is relief. That is food, that is
shelter, that is clothing—of a very temporary nature.
When you get into this program, I think we are talking about a
matter of political philosophy : Should the Federal Government be
called upon to carry the whole load or should a State that has the
problem recurring year after year recognize its obligation? That
is a matter of judgment. My judgment and the judgment expressed
in this bill recognizes some obligation on the part of States to do some
thing.
My own personal opinion is that it is properly a matter for States
to assume some obligation. There are many States that are not
troubled with floods and have no occasion to be concerned on the
probability of floods, and there are others where floods recur with
great frequency. And I think if a State has this problem they have
some obligation to their citizens. And I think further it will tend
to bring into focus the necessity for States to take some action to
prevent these catastrophes rather than sit back and let the Federal
Government carry the entire burden with no great motivation to pre
vent these disasters.
Senator Lehman. It may be a question as to whether or not the
Federal Government should declare it to be a matter of public policy
that it would help the victims of floods and high waters. But if they
do do it, if the Federal Government does decide it as a matter of
Federal public policy, then I think that there is no question at all
that the States do hold a veto power in this matter.
In other words, if the State of New York should decide not to put
up 20 percent of the premium in connection with this, it would im
mediately prevent all of its citizens from obtaining this insurance
from the Federal Government at what we hope will be a reasonably
low rate.
Mr. Meistrell. That is correct.
Senator Lehman. I have never heard of any procedure of that sort,
when the Federal Government has decided on and adopted a public
policy that any of the States should by inaction, by failure to take any
action, prevent its citizens from benefiting from that legislation.
Mr. Meistrell. Well, I think that it is not quite preventing them
so much as it is giving them an opportunity to participate.
What I am saying is this : The Federal Government is saying to the
States : "Here is a program. If you choose to participate in it, that
is a matter for local determination. If there is sufficient public inter
est in your State, sufficient need, sufficient desire by your citizenry to
want to get into this program, here it is. If you do not like it and
you do not want to come in, that is a matter for you to determine."
And you put the option up to the State to make that determination.
And if they choose in the interest of their citizens not to want to make
this program available to them, that is a matter for local determi
nation.
Having made that, I do not think we are penalizing those citizens
who cannot come in because their State legislature does not want
them to come in. They can get the insurance through private sources.
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Senator Lehman. No; they cannot. You tell me where they can
get it.
Mr. Meistrell. Under the reinsurance program, if the private car
riers chose to write policies in the State of New York and come in
and reinsure them under our program, that would be available.
Senator Lehman. If they chose to write policies—I thought we
had agreed several hours ago that this does mean a subsidy of one
kind or another.
Mr. Meistrell. Yes ; we did agree at one time.
Senator Lehman. That subsidy, whether it be X, Y, or Z percent,
will have to be met by the taxpayers of the country.
Mr. Meistrell. That is correct.
Senator Lehman. The citizens of New York or Connecticut or Ari
zona or of New Mexico will have to pay their taxes to provide that
subsidy just the same way as somebody who lives in a different State.
Mr. Meistrell. Correct.
Senator Lehman. The States should not have it in their power to
say to their citizens that "Here is a matter that has been declared
as a public policy by the Federal Government, and you cannot par
ticipate in it except at much higher rates."
Senator Bush. Mr. Chairman, I would like to compliment the wit
ness on having given a very able piece of testimony here. I think he
has pointed up the issues very clearly that are involved in these
bills. Also, I would like to recall—I believe I am correct—that as
far as the States are concerned, enabling legislation did have to be
passed by each State who participated in the unemployment com
pensation program as well as the old-age and survivors program. So
there is nothing new in this as far as requiring State participation is
concerned. The more I have heard the witness argue this point about
State participation, the more satisfied I am with that. I particularly
like the way he brought out the incentive that this gives the State to do
something along preventive lines, and require their towns to police
these rivers and reduce the hazards. It is much better to avoid the
loss of life and property than it is to compensate for it. I feel that
Mr. Meistrell has done a very good job in that connection.
Senator Lehman. He may have done a very good job. I am not
criticizing Mr. Meistrell. I am sure he is able to take care of himself.
But I have no hesitation in saying that he has not in the slightest
degree convinced me that this plan is going to be practicable if you
are going to let the State decide that. In the first place it may very
well be that some of the States will adopt this by statutory or con
stitutional provisions. However it is a fact that some of the legis
latures will not meet for a long time. Take the State of New York.
It will not meet until sometime next winter.
But beyond and above that, it seems to me that where the Federal
Government sets a public policy, it is inconceivable to me that the
State should be in a position to block it by failure to permit their
citizens to participate. That is really the long and short of it here.
That is what they will be doing. They said they would not come in
under it and accept their responsibility. I want to point out that the
share of the States is only for those policies that have been written
for their own citizens.
Mr. Meistrell. That is correct.
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Senator Lehman. The State of New York would not have to pay
20 percent on an insurance policy written for a man in Arizona.
Mr. Meistrell. No ; that is correct.
Senator Lehman. Then Arizona would not have to pay 20 percent
for a policy written on a man in New York. So it seems to me it is a
blocking operation. We will be discussing this, Senator, in a number
of hearings, I am quite sure.
Senator Bush. Yes. I am sorry if I, myself, am in disagreement
with the chairman on this point, very strong disagreement, because
it seems to me that it is not a question of blocking. It is a question
of giving the States the right to get into this program and the obliga
tion to do something about it so as the keep the cost down. So I think
the shoe is on the other foot, very much so.
The States must and I think should very definitely have both the
opportunity and responsibility to participate.
Mr. Chairman, may I ask a parliamentary question. How long
are you going to run this afternoon ?
Senator Lehman. I had expected to run for some little time more.
But I have a hunch they are going to want you and me on the floor
after a while. So that I will just keep you a very short time, Mr.
Meistrell. If they should ring for a rollcall, I will immediately
recess.
Senator Bush. Yes, sir.
Senator Lehman. Let me ask you this. Why did the administra
tion remove section 407 from S. 2862 as introduced on January 5?
This section protected indemnity and reinsurance claims from attach
ment or other legal processes in order to assure receipt of claims pro
ceeds by the persons entitled to them under the indemity contract or
reinsurance claim.
Mr. Meistrell. We removed that, Senator Lehman, because the
Bureau of the Budget felt that it was an unnecessary provision to
have in the bill. We have no strong feeling about it either way. I
think that provided an exemption from attachment and levy, and
I don't think there is any objection to having it included in the bill.
Senator Lehman. In section 102 you speak of a reasonable period
of years over which probable losses will be incurred calling for pay
ment of claims. Can you tell us what period of years the adminis
tration would deem reasonable under these circumstances?
Mr. Meistrell. That is largely an actuarial and underwriting con
sideration. Underwriters and actuaries differ as to how long a period
of time they think reserves, premium income, should be accumulated
to take care of losses. That would be determined by the Adminis
trator, and I would be expressing an uninformed opinion if I at
tempted to say what an actuary or an underwriter would consider
reasonable.
Senator Lehman. I wonder whether Senator Bush could tell me—
I have been asked by some of my colleagues—under the definition of
"flood" included in section 101 of the administration bill, would the
Administrator be authorized to include mud slides?
Mr. Meistrell. That could be included, Senator Lehman, under
this definition. It would be a matter for analysis and determination
by the Administrator, by regulation, as to whether he would include
mud slides or not.
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Senator Bush. That has been specified on the top of the page 4—
what Mr. Meistrell has said.
Senator Lehman. They are not excluded.
Senator Bush. I would say he is exactly right. It says such fur
ther meaning as shall be prescribed by regulation of the Administra
tor. So I certainly would think it would have that additional scope,
if the mud slide came from water caused by tide, wind, or rain.
Senator Lehman. During the hearings at Ealeigh, N. C, it was
directed that the staff communicate with the appropriate authorities
in South Carolina in regard to the hurricane losses sustained in that
State. (Seep.872,pt.l.)
I have a letter from Mr. J. M. Smith, State auditor, enclosing an
estimate of damage. It will be inserted in the record.
(The information referred to follows :)
State of South Carolina,
Office of the State Auditor,
Columbia, January 14, 1956.
Mr. J. H. Tingling,
Clerk, Senate Committee on Banking and Currency,
Washington, D. C.
Dear Mr. Tingling : Since writing you on January 5 concerning hurricane
damage in South Carolina I have received the attached communication from the
county treasurer of Horry County estimating hurricane damage in that county
amounting to a total of $77,075,000.
I have not yet had any estimate of such damage in Georgetown County, but
in my judgment I believe it would be safe to say that the damage in that
county would not exceed one-half of the amount estimated for Horry County,
or somewhere in the neighborhood of $40,000,000.
I hope this will help in your investigation.
Very truly yours,
J. M. Smith, State Auditor.
Office of Treasurer, Horry County'
Conway, S. C, January 10, 1956.
Mr. J. M. Smith,
State Auditor, Columbia, S. C.
Dear Mr. Smith : The following requested in your letter of December 23,
1955, concerning damage caused by Hurricane Hazel in 1954, and Hurricanes
Connie, Diane, and lone in 1955.
Hurricane Hazel in 1954
1. Public utilities
$1,500,000
2. Highways and bridges
2,000,000
3. State-owned property
200, 000
4. Farm crops
2,000,000
5. Farm property
10, 000, 000
6. Dwellings
48, 000, 000
7. Timber
1, 000, 000
Total
1.
2.
3.
4.
5.
6.
7.

Hurricanes Connie, Diane, and lone in 1955
Public utilities
Highways and bridges
State-owned property
Farm crops
Farm property
Dwellings
Timber
Total

64, 700, 000
$150,000
1, 700, 000
25,000
4,500,000
1,000,000
2, 000, 000
3, 000, 000
12, 375, 000

There are other unestimated losses on which statistical information has not,
and possibly cannot be compiled. An example of such is the owners of beach
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lots whose intentions were to erect business establishments or dwellings and now
find it practically impossible to secure a loan to build. These property owners
are not eligible to borrow under the small-business loans through the Govern
ment because they were not already established before the storm. To secure a
loan through other means involves the requirement of wave-wash insurance
which is too high for the borrower to buy, and too risky for the lender to loan.
Therefore, such property owners' hands are tied. They are unable to build or
resell because the next owner would, subsequently, fall into the same circum
stances.
Prom this example you can see there are other conditions equally as serious,
and which needs some definite action in order to prevent an economic crisis.
Yours truly,
W. H. Jordan, Jr.,
County Treasurer.

Senator Lehman. I am not going to keep you any longer, or your
associates. Thank you very much for coming. I enjoyed your testi
mony, even though I did not always agree with it.
Mr. Meistrell. Thank you, sir.
Senator Lehman. I understand there is no objection to the inclu
sion in the record of all these documents.
(The documents referred to follow :)
The New England Council fob Economic Development.
Boston, Mass., December 1, 19o~>.
Hon. Herbert H. Lehman,
New York, N. Y.
Dear Senator Lehman : We at the New England Council were very pleased
that you brought your Senate subcommittee to this area to discuss with New
Englanders the very pertinent problem of flood insurance.
At the time you held your hearings in Boston we were unable to submit a
prepared statement to you. We now would like very much to have the enclosed
paragraphs read into the record of your committee.
Our sincere compliments for the splendid work you are doing.
Very truly yours,
Walter Raleigh.
Statement of the New England Council
The New England Council is a regional economic development agency. It is
nonprofit and nongovernmental, financed by more than 3,000 members. Its rela
tions with Government agencies—both State and Federal—are close.
The council integrates the development work of the business community, State
and local Government agencies, the New England Governors' Conference, inter
state official conference groups, and the New England congressional delegation.
Interest of council members in the subjects of flood or other disaster insurance
upon which your committee is holding hearings is obvious.
We believe that some type of insurance is necessary along with a program of
flood control. We believe it should be a part of a general program for preventing
flood damage wherever possible, for aiding in recuperation from damage when
it occurs and for minimizing the seriousness of the effects of damage on the
general economy.
We welcome the interest of this and other committees of the Congress in
seeking to determine how best the Federal Government can assist in carrying
out such a program.
The council already has had an opportunity to present its views on flood
control to the Special Subcommittee on Water Resources and Power of the
House Government Operations Committee. For your information a copy of the
testimony presented to that committee on behalf of the New England Council
at Springfield, Mass., on October 24, 1955, is attached.
As you will see, the major point made in that testimony Is support of the pro
gram presented to the President of the United States and the Congress by the
New England Governors' Conference (copy also attached for reference).
We believe that Federal participation is needed to solve New England's present
and potential flood problems, because of the size and complexity of the projects.
But we do not believe that recourse to any such device as a Federal river valley
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authority or other imposition of Federal control over New England's natural
resources is required to carry out this program. We believe that regional, State,
and local agencies and private enterprise should be a part of the team which
carries out flood control.
In the case of insurance we believe the same principle should apply.
We fully realize that the insurance industry is not at present in a position
to cope with the enormous losses which can and have accrued from floods and
rising waters. We also realize that these tragedies are not the problem of New
England alone. The apparent shift in weather patterns has brought them into
sharp focus, however, in an area which is heavily industrialized and extremely
vulnerable to these onslaughts of nature. Controls and zoning will help, but it
is not the complete answer to this urgent problem—no matter how thorough
man's preparedness there will continue to be disasters from unforeseen sources.
Another way to protect our economy is through some form of insurance.
At this time we would like to go on record with your committee as heartily
endorsing your energetic search for some way to provide adequate disaster in
surance for individuals and industry.
The council hopes that the insurance will cover disasters for which insurance
is not now available and that private industry backed by Federal Government
funds will offer the insurance. We are in favor of Government participation for
so long as it is deemed necessary by the insurance industry.
The council stands ready to render any assistance and cooperation possible to
your committee and thanks the committee for giving all New England the oppor
tunity to express itself on this subject.
New England Council Statement Presented to the Special Subcommittee on
Water Resources and Power of the House Government Operations Com
mittee, Springfield, Mass., October 24 and 25, 1955
The New England Council is a regional economic development agency. It is
nonprofit and nongovernmental, financed by more than 3,000 members. Its
relations with Government agencies—both State and Federal—are close.
The council integrates the development work of the business community, State,
and local government agencies, the New England Governors' Conference, inter
state official conference groups, and the New England congressional delegation.
The council itself is an example of the kind of nonpartisan teamwork which is
operating in many fields in New England. We believe that private State-Federal
teamwork is a sound pattern for flood-control programs.
Council members believe in planning public projects by seeing first how much
of the project can be accomplished best by private citizens or private business
enterprise ; next, if necessary, by maximum use of local government agencies to
supplement private enterprise ; then, by turning to State agencies to meet the
broader problems not confined to local government jurisdiction nor capable of
being met with local resources.
On matters of still broader interest, New Englanders have developed interstate
compacts to further regional projects.
Only after these steps have been taken and after the maximum use has been
made of local, State, and regional resources to meet problems do we favor asking
the Federal Government for assistance.
Our understanding of the purpose of the Hoover Commission is that it was
authorized to review public policy from the same viewpoint. The policy of
Congress set forth in Public Law 108 which created the Commission repeatedly
uses such phrases as "reducing expenditures," "eliminating duplication," "consoli
dating services," "abolishing * * * functions unnecessary to efficient conduct of
Government"—and most important of all—"eliminating nonessential services,
functions, and activities which are competitive with private enterprise."
Members of the New England Council believe these are worthy objectives
and that all possible efforts should be made to accomplish them.
We believe, furthermore, that the Hoover Commission's recommendations,
if adopted, would further these laudable purposes. Therefore, we support
the recommendations of that Commission.
This approach to flood problems does not preclude the use of Federal funds.
In fact the Commission's report to the Congress specifically recommends : "That
the Federal Government should assume responsibility when participation or
initiative is necessary to further or safeguard the national interest or to accom
plish broad national objectives, where projects, because of size or complexity
or potential multiple purposes or benefits, are beyond the means or the needs
of local or private enterprise." We endorse that recommendation.
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We believe that Federal participation is needed to solve New England's present
flood problems and we are in support of the program presented to the President
of the United States and the Congress by the New England Governors' Conference.
We do not believe that recourse to any such devices as a Federal river valley
authority or other imposition of Federal control over New England's natural
resources is required to carry out this program.
As Laurence F. Whittemore, a former president of the New England Council,
once said :
"The more we study New England's economy, the more we are impressed with
the fact that it has forged ahead despite a long history of Federal aid to other
sections of the country. Our part of the country grew up and reached a high
state of industrial development during that period of the Nation's history before
Federal aid became fashionable and before the means to finance it—primarily
the corporate and personal income tax—were available. We built our railroads
without Federal grants, developed our water power with private capital, and
our economy in each separate situation rose and fell under the free exercise
of competition based on the laws of supply and demand.
"In progressive social legislation and in our treatment of labor we led the
Nation, sometimes at the expense of our own pocketbooks. Partly because of
a tradition of self-reliance and partly because we had already attained a high
state of industrial development, we have not in recent years led the raids upon
the Federal Treasury for aids and subsidies of every type and description."
On the subject of flood control (which we understand is the issue upon which
the call for this hearing was based) the New England Council already has
placed itself on record with the Commission on Organization of the Executive
Branch of the Government. At a hearing in New York City, June 14, 1954,
the council said :
"An 'ideal' flood-protection system for New England requires a combination
of large and small dams on the region's principal rivers and their tributaries.
Past developments have been in that direction, and the New England Council
believes future installations should continue the same pattern.
"Under the Flood Control Act of 1944, the United States Army engineers
have made a good start on flood-control work in New England. In addition
to the Federal activities and in connection with their flood-control program,
the legislatures and governors of the four New England States in the Connec
ticut River Basin have ratified an interstate flood-control compact which Congress
approved in June 1953. Primarily the purpose is to formulate the means of
reimbursing the States of Vermont and New Hampshire for their losses resulting
from the taking of land for flood-control measures which benefit other States.
"Since most flood-control projects are financed largely by the Federal Govern
ment, their costs are distributed by taxation over the entire country. Those
persons located in areas subject to overflow pay through taxation but a small
proportion of the bill for their own protection. Those who live in areas free
from floods help pay for the protection of others. This is desirable if the deter
mination of needed projects employs accurate and reasonable criteria of costs
and benefits and if the criteria are applied uniformly in all parts of the country.
"New England and its people should lend their continuing support to the
design and construction of an adequate and fairly conceived flood-control pro
gram on a national scale. The standards of evaluating proposed projects are
of particular importance. In its sharing of the costs through taxation and
the benefits through new construction, the region should exercise the same
restraint and objectivity that it desires in other parts of the country.
"The most important flood problem in New England is the protection of life
and property. If shortages of water were foreseeable, extreme measures com
bining flood control and conservation might be justified. But at the present
time a continuation of the compromise method followed in the past is clearly
indicated.
"The interstate compact seems to us of the council to be the proper vehicle
for giving full recognition to these problems, and it provides a most generally
satisfactory basis for selection of sites, with equitable allocation of costs in
proportion of benefits."
We still are of the opinion expressed at that time.
To this should lie added the observation that interstate compacts also provide
an excellent vehicle for regional cooperation with Federal Government agencies.
And finally, we hope that the members of this subcommittee will lend their
support to the congressional action which will be required to carry out the
New England flood-control program recommended by the New England Governors'
Conference.
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Resolutions on Subject of Flood Control Adopted bt the New England
Govebnoes' Conference, September 23, 1955
emergency funds
Resolved, That the governors of the several New England States, here as
sembled, recognize the need for the immediate initiation of planning, construc
tion, and detailed survey by the Chief of Engineers in order to preclude a repeti
tion of the disastrous hurricane flood of August 1955, either in the areas then
affected or in others potentially exposed to similar devastation ; and be is further
Resolved, We do respectfully request the President of the United States to
authorize the expenditure of emergency funds in the sum of $1,500,000 by the
Chief of Engineers for the immediate initiation of planning and the drawing
of specifications for those flood-control structures presently authorized in the
affected and potentially affected areas; and that in order that such emergency
expenditures may in noway interfere with the prosecution of the vitally im
portant civil-works construction and study program of the Chief of Engineers
already in progress during the present fiscal year, that the President of the
United States urge the Congress to reimburse this and associated emergency
expenditures by necessary supplemental appropriations for fiscal year 1956 ; and
be it further
Resolved, We do respectfully request the President of the United States
to urge the Congress of the United States to provide, in addition, a supplemental
appropriation by February 15, 1956 (for fiscal year 1956) in the sum of $3,400,000
for the purpose of initiating construction on those authorized flood-control proj
ects in the affected and potentially affected areas of the New England States
upon which necessary planning has been completed ; and be it further
Resolved, We do respectfully request the President of the United States to
urge the Congress to authorize surveys and immediately appropriate funds in
the sum of $100,000 for the purpose of initiating the detailed studies necessary
to determine the extent and nature of such additional flood protection over and
beyond those structures presently authorized, as may be required to insure that
no foresight, skill, or effort shall be spared to prevent a recurrence of the devasta
tion and anguish sustained in the hurricane flood of August 1955 ; and be it
further
Resolved, We do respectfully urge that the President of the United States and
the Bureau of the Budget take aggressive action to provide for fiscal year 1957
the sum of $34,300,000 for the accelerated accomplishment of New England flood
control projects as reconimended by the Army engineers und approved by the
New England governors ; and, similarly, that aggressive action be taken by the
President ond the Bureau of the Budget to provide the sum of $12,453,000 for
construction in fiscal year 1957 of New England navigation and beach erosion
projects as recommended by the Army engineers and approved by the New
England governors.
INCREASED APPROPRIATION FOR EXPANDED HURRICANE SURVEY

Resolved, That the Governors of the New England States, here assembled,
do request the President of the United States to urge the Congress of the United
States to provide supplemental appropriations for fiscal year 1956 in the sum
of $200,000 with a view to expanding and expediting the authorized hurricane
survey for the New England States in order that no effort may be spared to
develop adequate plans in time to preclude the recurrence of such appallingly
costly hurricane disasters as have overtaken the New England States in recent
years.
Statement on Behalf of the Chamber of Commerce of the United States
Natural disasters always produce difficult social, economic, and governmental
problems when they strike a community, large or small. For a temporary period
the normal way of life in the stricken area is interrupted and emergency meas
ures must be applied to restore the essential services and government functions.
Government—Federal, State, and local—has a responsibility in preventing
natural disasters to the extent that effective measures are economically sound.
After a disaster has occurred, the emergency conditions may require a great
many governmental services. Responsibility for such services is determined by
the area involved, the damages inflicted, the services interrupted and other con

siderations which normally indicate local, State or Federal Government con
cern. The primary responsibility is local and the extent of Federal service*
required, if any, depends upon the magnitude of the emergency and the juris
dictional areas affected.
It is proposed that the Federal Government provide indemnities for floodcaused losses, by contracting in advance and charging for the Government as
sumption of risk. The procedures would be patterned from the insurance
business, but the results would be financial aid or subsidies—not insurance.
The national chamber is concerned with the proposed method, by which Gov
ernment would assume responsibility for damage caused by floods. To the extent
that Congress determines that financial aid shall be provided for flood losses, it
is important that Government expenditures shall accomplish the greatest possible
relief for the affected areas.
The proposals to have a pseudo-insurance service perform a flood relief function
do not suggest an efficient way for Government to provide assistance and it seems
unlikely to prove effective. Moreover, the establishment of an agency to operate
in this way would have the effect of obscuring essential facts concerning the costs
of the Government activity in excess of fees paid by contracting property owners.
Those who participate in such a plan, as well as the general taxpayers, might tend
to believe that it is, in fact, an insurance service, without an appreciation of the
extent to which it is financed by general taxation.
If it is decided, by the Congress, that Federal aid is needed in flood disasters,
the administration of such aid should not be described as insurance. Beneficiaries
and the taxpayers are entitled to the facts and no misconceptions should be
placed in their way.
Government agencies are expensive. Why should a special one be set up to
meet flood problems? It would be far less cumbersome, more manageable, pro
ductive of more general assistance and much less expensive to apply any needed
aid directly and positively to the objective—the relief of disaster victims. Here
we have proposed Government operations to underwrite individual flood losses,
without regard to their extraordinary or disastrous proportions.
The creation of a Federal flood indemnity agency would extend Federal respon
sibility and authority far into areas of local and State concern. The national
chamber urges that the intergovernmental relationships of municipalities, States,
and the Federal Government be respected and that these proposals shall not result
in another shifting of Government control farther away from the localities
affected.
Whether the owners of fixed property can be insured against losses resulting
from flood disasters, is a question studied by private and governmental agencies
on several occasions, prompted by the occurrence of floods and the problems in
relieving victims.
After the Midwestern floods of 19r>l-52, legislation was proposed to establish,
in the Federal Government, an agency to provide insurance against flood losses.
Hearings were held by a subcommittee of the House Committee on Appropria
tions, of the 82d Congress. In the course of these hearings, leading authorities
on insurance were called upon for advice. As the record shows, these witnesses
carefully distinguished between situations indicating a need for insurance serv
ices and those which could be met only with direct relief or subsidized activities.
After pointing out the reasons that flood insurance on fixed properties is not
generally available, the representatives of private insurance assured the Con
gress that, in the event it should determine that some form of indemnity plan
be inaugurated, their facilities would be made available, to aid in its administra
tion.
The devastating floods of 1955, along the eastern seaboard, and the recent floods
in the West, inspired legislative proposals similar, in effect, to those considered
3 years ago. Current studies are considerably aided by the existence of informa
tion and findings from the previous exhaustive investigations; the validity of
the earlier findings has not been impaired by subsequent events or studies; it
has been strengthened.
It Is not possible to define the areas that will suffer damaging fires and identify
the property owners who will experience losses. Therefore, insurance companies
can sell fire insurance to most owners of property, all of whom are exposed to
the peril. On the other hand, a flood plain is not too difficult to define ; at least
that portion of it subject to periodic flooding can be zoned. Having defined such
an area, we eliminate practically all of the prospective purchasers of flood
insurance situated outside of the danger area. They will not be interested in
flood insurance ; there is no reason they should be.
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NATIONAL FLOOD INDEMNITY ACT OF 1956

The experimental national flood indemnity and reinsurance facility proposed
in S. 2862 is not described as insurance and does not purport to establish an
insurance operation in a realistic sense. However, the bill would provide a
Government agency to operate with many of the commonly understood pro
cedures of private insurance underwriting. This would create an outward
appearance of insurance, but the result would not be an insurance service. The
Federal agency would simply operate as a means of providing financial relief
on a heavily subsidized plan. In our opinion, it would not work, and to the
extent adopted, it would introduce many inequities.
A property owner would participate in the cost of paying a specified per
centage of an estimated rate, but a very substantial portion of the cost, plus
all of the contingent loss in excess of "feeds," would be borne by the Federal
agency. The property owner would be charged 60 percent of the estimated rate
and the State in which the property is located would pay 20 percent. The
Federal Government would assume the remaining 20 percent and all adminis
trative costs.
The bill would authorize Government obligations aggregating $1,900 million,
with executive authority to increase this amount by an additional $1 billion.
FEDEBAL FLOOD INSURANCE ACT OF 1956

S. 3137 would empower a Commissioner to prescribe rates "based insofar as
practicable upon consideration of the risks involved and upon calculations of
amounts needed to cover all administrative and operating expenses, as well as
reserves for probable losses." However, it is provided that "such basis shall be
used only to such extent as in the judgment of the Commissioner shall be con
sistent with the aim of offering insurance and reinsurance at rates reasonable
enough to make available to those who need it, at rates they can afford, the
protection intended to be provided by this Act." Obviously, this contemplates
a Government relief or subsidy plan, to the extent necessary to induce property
owners to buy flood insurance. It would, for that purpose, substitute rates
"they can afford" for those deemed adequate to cover costs. The remainder of
the cost would be subsidy.
The bill would provide that government assume losses to residential properties
up to $10,000 on a single property and, on other single pieces of real property,
not to exceed $100,000; personal property located thereon would be included
in both cases. Policies would contain loss-deductible clauses, excluding lia
bility for the first $100, or up to $200, as the administrative official may deter
mine.
For reasons explained in this statement, this bill should not define the plan
as "insurance" and it is believed unlikely to prove successful as a relief plan.
NATIONAL FLOOD INSURANCE ACT OF 1956

S. 2768 differs from other proposals only in administrative procedures. Its
basic purposes are the same and financing would include the charging of pre
miums, as in S. 3137. It would be entirely Federal and the amount of subsidy
is not specified, as it is in S. 2862. Like both other bills, however, this one would
leave to the Federal Government the contingent liability arising from catastroP Early drafts of S. 2862 provided for direct payments from the Treasury, from
geueral revenues, in case the Administrator should be unable to pay claims from
the funds available. The absence of such a provision in the bills does not seem
to alter the Federal obligation to respond to such cases to prevent a default by
the Administrator.
FLOOD EMERGENCIES

There are several things that can be done to relieve the situations arising
from disastrous floods. These seem to fall in four major classes, and they should
be weighed in any consideration of governmental responsibility. They are in
the order of their importance :
1. Prevention and control.—The best answer to the problem of losses is pre
vention. Measures designed to prevent or minimize losses are limited only by
engineering feasibility, economic soundness, and the availability of funds. Gov
ernment responsibility is greatest here.
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2. Surveys.—The river basins and other areas, where there is danger of flood,
should be surveyed to determine the locations subject to the greatest flood dam
age. These surveys would enable property owners to identify and avoid areas
of great peril in locating fixed property.
Adequate forecasting makes possible evacuation of such areas in time (o save
lives and protect property.
Governmental authority is essential to the success of these activities, and there
should be a maximum of local control.
3. Relief.—The urgency of the need for relief measures and the adequacy of
local facilities to cope with flood disasters can be determined only by the magni
tude of the disaster. The needs are completely determined by the circumstances
of an actual occurrence. They may consist of rescue service, some form of dam
age control, salvage operations, temporary restoration of essential services, and
the installation of emergency facilities. These are the first requirements, after
a flood disaster has occurred, and they are entitled to priority over any financial
aid that may be needed.
The variety and complexity of the disaster problem is so great as to defeat
insurance solutions. There are many causes of disaster and they occur at loca
tions and under circumstances which cannot be anticipated. The nature of
problems arising from natural disasters such as floods depends upon a great many
factors which vary with time, place and circumstances. For these reasons, the
needs, readily identifiable after the occurrence of disaster, may not be clearly
foreseen.
4. Financial aid.—Normal financial facilities of a community may have their
functions interrupted by emergency conditions brought about by catastrophic
events. Services may be temporarily overtaxed when there is a severe economic
impact on a community or region, produced by widespread property losses. The
bills would provide a Federal facility, the sole function of which would be to
provide financial aid to those who are victims of flood damage and who have
previously purchased a contract for indemnification. Assistance, based upon
contracts made in advance, does not seem an appropriate way to meet Govern
ment responsibilities in a disaster emergency.
INSURANCE OR SUBSIDY

The insurance plan for spreading losses among all exposed to a common peril
has become increasingly popular and more widely utilized for many years. It
is generally acclaimed as a fair method of providing protection to owners of
property. The spreading of the uncertain losses over the entire group makes
protection possible at a cost that is attractive. Too often, proponents of Gov
ernment welfare or subsidized programs have chosen to call them insurance.
It lends appeal that is not necessarily merited by the true nature of the activity
and it is inimical to private insurance, because its participants often conclude
that they are being insured at most favorable rates, completely failing to appre
ciate that they are reaping benefits paid for by the taxpayers.
The insurance plan would not work, because it would not be uniformly ac
cepted in the various areas where losses might occur, and so any catastrophe
might still strike an uninsured area, leaving us then just where we were before
the plan was adopted. Acceptability would be limited to places where great
danger is apparent and losses practically certain.
It would be inequitable because in event of a disaster, at the time uninsured,
the same questions of disaster relief would be presented that we now face,
relief would likely be granted, and thus the uninsured would get about the
same treatment they would have gotten had they entered the Government in
demnity plan.
A Government plan for indemnifying flood-caused losses would be confronted
with every one of the obstacles to private flood insurance, where the property
owner is in position to exercise a selection of risks against the insurer. In other
words, insurance cannot be successful where the only property insured is virtu
ally certain to become a loss. Nothing is gained by averaging 100 losses of 100
people, plus administrative costs ; there is no spread of risk.
If ways can be found to insure properties located in flood plains, the private
insurance companies will offer the service ; they will compete for it. Risk
taking is the essence of insurance business, and there is no hesitancy to engage
in any underwriting that can be operated on a sound plan. Therefore, the
fact that flood insurance on fixed properties is not generally available indicates
that insurance authorities have found that it will not work. However strong
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the desire to reach some happy solution to any problem, prudence requires that
great weight be given to the judgment of those best qualified in a particular
field of endeavor. Congress should consider flood-insurance proposals with
great care before establishing an elaborate Federal agency, likely to result In
heavy expenditures and disappointing results.
The reasons that private insurance has not proven workable for flood losses
apply with equal or greater force to any program instituted by Government.
There is no way that Government operation can modify the basic principles of
insurance. True, Government can resort to taxation and subsidies when insur
ance techniques do not work, but these are not insurance and should not be
confused with it by name or in practice.
Some of the proposals are described as experimental in nature. How long
must an experiment continue before results are entitled to credibility? A glance
at the experience of the country indicates that there is wide fluctuation in annual
flood losses. Catastrophes are so infrequent and of such varying magnitude
that an experiment of the type suggested could not produce meaningful experience
in any reasonable experimental period. Five years, without the occurrence
of a major disaster might tend to indicate financial success, but in reality it
would have proved nothing. A 5-year period with the occurrence of one or more
major disasters would tend to produce just the opposite indication—financial
failure, but no valid indications. There remains the possibility of 5 uneventful
years and a series of catastrophes in the sixth year.
An experimental program conceivably could issue contracts to a very great
percentage of property owners in river valleys known to be subject to flooding.
The concentration of risks in these hazardous areas would make the cost pro
hibitive, assuming rates calculated to be reasonably adequate.
A great number of suggestions have been made to overcome some of the
difficulties in making flood-insurance work, particularly in support of proposals
that the Federal Government undertake such a venture, as an experiment or
otherwise. There is no reason to distinguish an undertaking by Government
and private business ; the same fundamental principles apply to both. One of
the suggestions would include floods, along with the other coverages, in standard
insurance policies issued on fixed property. It is proposed that this coverage
be added to the extended coverage provisions in the usual fire insurance policy.
The defects in such a plan are obvious upon examination.
Covering perils, to which property is not even remotely exposed, violates
fundamental concepts of insurance—distribution of losses among those exposed
to a common peril. Furthermore, the inclusion of a coverage—and a premium
charge for it—which the policyholder does not need, and does not wish to buy,
amounts to compulsion. Regulatory laws do not permit such practices and com
petition would quickly prove that such a plan will fail. A competitor would
promptly provide insurance, without the unneeded coverage, and again the flood
insurer would have only the sure losers.
If an insurance company should include the risk of flood damage in all of its
property insurance policies we would have this situation : Where properties are
not exposed to any flood peril and where no loss could possibly occur, the insur
ance company would be receiving a premium for a peril that does not exist.
Therefore, it would realize profits from the additional premium until competitors
offered insurance without flood coverage and at a premium correspondingly
lower. This would be the immediate result of attempts to thus force upon those
who are not exposed to the peril, a charge for flood damage indemnities.
If a Federal flood indemnity plan should be inaugurated, and operated by
procedures resembling insurance, the question immediately arises: Would Gov
ernment aid or relief be limited to the holders of indemnity contracts? That
it would not, seems apparent. When a disaster occurs and there are widespread
demands for assistance, it seems utterly unrealistic to visualize Government
administering relief funds from general revenues only for the benefit of those
holding contracts. Whatever the area of Government responsibility may be, and
however it may be defined, it seems perfectly clear that it is not satisfied by the
proposed plans. Perhaps it is never realistic or economically sound for Govern
ment to "sell" its welfare services by advance contracting.
COMPETITION

Most of the bills under consideration purport to avoid having Government en
gage in an activity that directly competes with private business, but some of
them, in fact, would result in competition with private insurance. Covered
ire defined
define in such broad terms that they include tornadoes, hurricanes,
perils are
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and other natural causes of loss for which private insurance has long been
available. Even those limited to floods may include perils presently insurable,
such as comprehensive coverage of motor vehicles and inland marine coverages :
these include the peril of flood.
The chamber believes that any plan introduced by Government should carefully
avoid areas that compete with private business. This is not accomplished by
provisions that Government indemnities shall not be offered "if flood coverage,
for the property involved, is obtainable at reasonable rates and upon reasonable
conditions from private insurance companies * * *" The areas in which cover
age is privately available should be removed from legislation by the Congress.
This is a legislative matter and the responsibility should not be imposed upon
an administrative agency.
CONCLUSION

Each emergency situation requires consideration in the light of actual condi
tions, and any Federal financial aid should be provided with full recognition that
it is supplementary to local and State services which have the primary responsi
bility.
Plans for mobilizing facilities and resources—public and private—local, State
and Federal—for most expeditious application to emergency needs seem to be
the most promising measures that can be taken now, for events that may tran
spire next week or in the next decade.
Advance planning, to meet emergencies caused by floods, should include full
utilization of private facilities and any supplementary Government aid should
be applied directly to the most urgent needs. Government responsibility, in situa
tions of distress, is to the whole community and only when it is so administered
can there be assurance that Government expenditures will accomplish the greatest
possible measure of assistance at minimum cost—the real objective.

Statement of W. H. Ingbam, Assistant Professor of Mathematics, College
of the City of New York, New York, N. Y.
I am an assistant professor of mathematics at City College and have a sum
mer cottage at Ocean Beach, Fire Island, now partly insulated. I will have
reached retirement age in about 4 years and plan to finish insulating the house
and to live in it permanently.
Ocean Beach is an incorporated village with about 500 cottages of which about
50 are occupied all the year round by retired people, plumbers, carpenters (who
commute to the mainland for out-of-season work), small-hotel keepers, village
employees, etc. There are half-a-dozen other communities on Fire Island, some
of them nearly as large as Ocean Beach.
No hurricane, in the memory of the oldest inhabitant, ever hit Fire Island
before 1938 but since then four have hit. The eye of the 1938 hurricane passed
over Ocean Beach, did little damage generally but did wash away 3 or 4 nouses
on the ocean front. Neighboring Saltair, where they had deliberately leveled
off their dunes on the ocean front, 90 to 100 houses were washed away. The
1944 hurricane did no damage to Ocean Beach other than to wash away most of
the sand pumped from the Great South Bay at great expense to replace losses
along the ocean front due to the 1938 hurricane. Carol passed over the eastern
tip of Long Island and Edna passed by a little further east; neither did great
damage. My guess is that not more than 25 houses have been washed away since
the 1938 hurricane, or very roughly 150 houses in 1,500 in a 20-year period. An
insurance rate of 0.5 percent per annum would accordingly be a fair nonprofit
rate on the assumption that the 20 years since 1938 are typical and the 40 years
before 1938 not typical.
The Insurance Company of North America ( 1000 Arch St., Philadelphia) is the
only company that has ever offered wave-insurance. This was first done in 1945,
evidently on a tentative basis, but was dropped in 1954 after severe losses from
Edna at a new development without dune protection at Hampton Beaches, near
the eastern end of the sandbar known as Fire Island. Their original rate was
1.1 percent per annum for ocean-front property. This figure agrees with my
estimate of 0.5 percent of a nonprofit rate : I have been told by an executive of
another insurance company that North America probably would double the
actuarial rate as computed by them to afford a margin of safety and profit.
I have been informed that North America raised their rate to 3 times the rate
mentioned above in 1954 and then stopped issuing this kind of insurance nt any
rate the same year. This exorbitant rate possibly reflected an indecision as to
permanent policy.
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In view of the fact that wash-away hurricane insurance cannot now be pur
chased at any price, I think it is right that the United States Government pro
vide this insurance, directly or indirectly. I feel that only true disasters should
come within the scope of any contemplated bill : in the case of a hurricane, for
example, mere flooding and damage to furnishings is not to be recompensed—
only major damage to "immovable" property, e. g., walls and foundations. The
purpose of Federal insurance should be primarily, if not exclusively, to protect
individuals from crushing personal loss (e. g., loss of a home but not of a garage
or hunting lodge) and to reactivate economically important businesses (e. g., a
factory or farm but not a soda-pop factory).
Some well-organized communities maintain their protective ocean-front sand
dunes and should be given a lower rate, perhaps on a community basis. On an
actuarial basis, if the only community to be insured were Ocean Beach, the
wash-away hurricane insurance rate would be trivial, so that if we were to be
charged the rate for the whole island we would be paying for other people's
less fortunate situation. Nevertheless, I think everybody in Ocean Beach
would be more than glad to get the insurance at the 0.5 percent computed above.
Moreover, if a lower rate still, say 0.3 percent, were offered on a community
basis, for all houses from ocean to bay, to be added to the taxes of the village,
I am sure the village would vote in favor of the same. In view of the history
of losses in the village, this would not be an indemnity or charity rate and it
would have the further advantage of preventing adverse selection. The latter
factor might make it desirable to require the village to charge a higher rate
for waterfront property.
To keep the rate down, the policy should contain a high deductible clause : say
$1,000 or a $10,000 policy. Surely damage no greater than this amount could
be called catastrophic to the individual. Protection given by insurance should
not be so great as to relieve a builder of responsibility as to the safety of the
location or of a community for the upkeep of ocean-front dunes.
The problem of adverse selection may be less in the case of hurricanes than
in the case of river floods, for the ocean either breaks through the ocean-front
dunes, as in the case of Saltair in 1938 where 90 to 100 houses were swept into
the Great South Bay, or fails to break through as at Point o'Woods, 0 miles from
Saltiiir, where no bouse was seriously damaged.
I hope Federal disaster insurance can be put info effect in the very near
future but on a sound actuarial basis, or at least with some pretense to such a
basis. Reasonably accurate statistics could be obtained within a couple of
weeks for the ratio of the number of houses washed away in the 20-year period
1935-55 to the number of houses standing in the year 1945, say. for houses on
Okracoke, Hatteras, Fire Island, and similarly exposed ocean-front communi
ties from Florida to Maine, to give a fair enough basis for an insurance rate for
this category of risks. My guess is that this rate would be as fair on Long
Island as in North Carolina, for while North Carolina is more frequently and
harder hit, Long Island is coping with a new (since 1938) whim of nature.
After an insurance rate for one category of risk has been computed it should
go into effect immediately and not be held tip for computation of the others.
In deciding on any specific division point, such as the $10,000 of S. 3137, page
3, between the province of the proposed Federal Flood Insurance Administration
on the one hand and the province of the private insurance companies, or implied
province, on the other, two questions naturally arise :
(1) Is the surcharge over the statistically computed rate (a) to cover
cost of administration and (6) to give a profit, margin of safety, or add to
the capital reserve to be determined by the FFIC and used by the participat
ing private companies, or vice versa?
(2) Is it proposed that the Government completely reinsure the private
insurance companies?
One set of answers to these two questions make any arbitrary figure, such as
$10,000, completely meaningless. Another set of answers makes it appear that
the purpose of the $10,000 division point is to give the private companies new
and profitable business.
In section 5, S. 3137, page 5, line 25, a social-philosophical question ari os with
regard to the rate to be charged. A \vell-b;ised statistically computed rate may
lie found to come out well within the ability of any home, business, or farm
owner to pay, for any category of risk or any locality, even after a surcharge for
operating and administration costs. What lias kept private insurance companies
out of flood insurance is not that statistics preclude a rate the customer can
69096—56—pt. 2
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afford to buy In sufficient quantities for good business but because of the danger
of equation of sudden losses to capital reserves. But because this is so, there
is no point in equity why, by means of the device of reinsurance, profitable busi
ness should be created and given to private insurance companies. And surely
there should be no discrimination against a homeowner with a $15,000 home
in order to give a share of the profit to an outsider.
The proposed bill takes no cognizance of the characteristic feature of disaster
Insurance well known to the insurance companies, namely that of selective partici
pation, and which will be present and which will tend to force up the actuarial
rale to a level endangering the broad social purposes of the bill. I know of no
way, and have heard of no way, to cope with this phenomenon except to keep
the rale down by keeping administration costs down, foregoing profit, and making
no attempt to build up a reserve capital at the expense of the policyholder.
(See sec. J>, p. !>, line 21, and provision of sufficient capital in sec. 14 (e).) If
the rate is low enough, everybody who should insure will insure. If this
prognosis is correct and the recent experience of the Insurance Company of
North America is of any significance, then to make possible the lowest possible
rate—
(1) The loss-deductible clause should be much higher than the $100 of
section 8 (a), line 14;
(2) The provisions of the bill with regard to (a) cost of administration,
(6) margin of safety, (c) profit, (<i) buildup of capital reserve, should be as
conservative as to ensure the lowest possible rate and thereby maximum
participation ;
(3) No relaxation of policy recommended in (2) should be countenanced
with the intent of turning over any part of the business now or at any later
date to private companies to run at their usual rates of profit unless the
statistically computed rate in some category turns out to be very small;
(4) The personal-property feature should be omitted entirely in the case
of homeowners and in the case of home renters the indemnity should be
$1,000 maximum with a much higher than $100 deductible clause. On
Okrncoke Island, N. C, which has been continually inhabited since colonial
times, the inhabitants expect and usually get annual flooding in their houses,
the water often rising several feet in their living rooms; the cost per home
per flood now seldom amounts to more than $2 or $3 but, under this bill
new comers and those that seemingly honestly think that they are entitled
to get back from the insurance company as much as they put in, would
soon be making claims for 100 times $2 or $3, and every year. I suggest
that the household and personal effects categories be left to the private insur
ance comiMinies with guarantee to tliem of capital loans at low interest in
case of the equation mentioned on page 2 of this memorandum.
The province of the FFIC should be primarily, surely, to give personal
disaster protection and that as soon as possible and then, at some later time
perhu|>s, to provide insurance on a business basis for the comparatively petty
privations and inconveniences of floods and hurricanes for those who wish to
buy such.
A good feature of S. 3137 is that there is no provision requiring State partici
pation. The proponents of such must expect a partly charitable operation which.
It seems to me, need not be the case. Nor is State participation in anywise
necessary to avoid the fatal equation mentioned before (p. 21 in view of the
centralization of financial powers in the Federal Government. This feature
of S. 3137 has the advantage also that it should make possible its more rapid
putting into effect
The matter of providing insurance against catastrophic losses to the home
owner and the owner of economically important and socially valuable indus
trial plant is now urgent and I propose that a commission of some sort be
created by the President now to decide on the various categories of insurance and
to compute the basic statistical rates in said categories. The necessary surveys
and calculations should not require more than a few weeks. After these tisrures
are in hand, then the question of what to charge the customer, whether to
double the rate, add 10 percent, permit insurance of furnish in**, etc.. may
be left to the decision of the final authority as decided by Couxrvss.
The committee and staff deserve great praise *»r their vigilance dtij industry
for taking up Federal disaster insurance and the eoeyeJopeiik- repv>rt.
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[From Vital Issues, "A discussion guide for better informed Americans," published by
the Center for Information on America, Washington, Conn., vol. V, No. 6]
Flood and Other Disasters : What's To Be Done?
Most of us have never been dragged through a major disaster.
But that doesn't mean our luck's bound to hold.
Natural «atastrophes have a way of swooping down unexpectedly on every
section of our Nation and elsewhere.
Take floods. Since the start of history and before, floods have been man's
scourge and enemy. The most famous is the one described in the Bible.
In 1955, floods were widespread throughout the United States. New England
got caught because of Hurricane Connie and Diane. Floods also raised havoc
in the Middle Atlantic and Southern States. Texas had trouble on the tributaries
of the Red River and along the Nueces. In the Midwestern and Plains States,
floods took place even near the Continental Divide when the Snake River twisted
over its banks. And the west coast suffered damage and loss of life from Wash
ington through California when rain-swollen rivers routed over 50,000 persons
from their homes just at the start of the holiday season. Many spent Christmas
Day in improvised shelters, while the Red Cross and other agencies did what they
could to bring relief and cheer. In some of the towns from which people had
been driven, toys, foodstuffs, and household goods bobbed in water that rose
25 feet or more in the streets.
What's in store for 1956, and after ? Already, repeat" performances have
visited some of these west coast towns.
And how about manmade disasters like war?
It's not just floods we must reckon with. Tornadoes show us the destructiveness of wind once it gets going. Bad winter weather brings blizzards, sleet,
and freezing rain to the North, and, to the South, frosts that ruin crops worth
millions of dollars. Droughts cause dust bowls. Hail, earthquake, volcanic
eruptions, and tidal waves are among the other natural disasters that plague
mankind.
In his state of the Union message, the President said : "Disaster in many
forms * * * can destroy on a massive scale in a few hours the labor of many
years. * * * Disaster assistance legislation requires overhauling."
The chances favor something getting done. Because natural catastrophes
have recently hit so many areas, Members of Congress from almost all sections
are familiar with the need. Since October 1955, the Senate Committee on
Banking and Currency has been asking citizens what should be done.
Bills for Federal disaster insurance or indemnity have been introduced in
Congress. Senate Majority Leader Lyndon B. Johnson has said the topic will
come up for legislative action.
But man's memory is short. Unless fresh disasters strike to remind us of
this vital issue, we're apt to forget. Let's look further into the matter.
when disaster strikes '
It makes little difference what causes the catastrophe—what goes on during
the first moments and hours and for some time to come looks and is pretty much
the same.
To the eye-witness, the destruction and confusion seem at first almost un
believable.
What's needed right away is rescue and relief. What's needed over the longer
pull is a chance for the stricken community to get back on its feet. For a
disaster is something much too big for any one place or region to take care of
alone.
All of us, through the universal kinship of mankind, are concerned. Our tax
money supports the various agencies of Government that bring organized aid.
Our donations to the Red Cross, the Salvation Army, and other private organi
zations help pay for the relief of victims.
Maybe it's a tornado that has ripped right through one or more towns, leaving
behind a track of death and destruction. Maybe it's an earthquake. Maybe a
flood.
1 Much of the material and many of the statistics used in this Guide are drawn from the
informative 410-page report of the staff of the Senate Committee on Currency and Banking,
December 10, 1955*, supplying facts concerning natural and man-made disasters and the
problems raised in seeking to cope with them.
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It is hard to realize that water can twist iron bridges into stringy tangles and
bend steel rails like wet pretzels. But that's what happened when" the big rains
came to the East. If floods strike heavily industrialized areas, the damage can
be appalling.
In the West, weeks after swollen rivers had gone down, silt-choked waters
still covered thousands of acres of rich farmland. There were whole villages
along the north coastal area where only a scattering of wrecked buildings
remained.
North of San Francisco, outside flooded Yuba City, many feet of sand lay on
top of what used to be fertile soil. Peach, prune, and walnut orchards lost
thousands of trees. Along the Eel, Klamath and Mad Rivers thousands of dairy
animals drowned. In a dry summer; you can wade across the Eel. Flooded, it
becomes a destructive monster 10 to 15 miles across. The Kansas and Missouri
Rivers, back in 1951 and 1952, have done a good deal better—or worse—than
that : two to three hundred thousand persons driven from their homes, thirty
to forty thousand buildings flooded, ten to fifteen thousand houses destroyed,
at least 5 million acres of some of the most productive farmland in the
Nation gouged and eroded, with topsoil carried away or buried under tons of
wet silt. And, in thickly settled districts, stores and factory buildings swept
away, merchandise and equipment ruined.
We've been learning by experience, of course. Over a considerable time, we've
been working on various preventive measures.
Since the passage of the Disaster Relief Act of 1950, we've begun developing
n system for coping with disasters.
Here's how it works : When serious catastrophes of any kind occur, it's up to
the governors of the States affected—if they want and need help—to ask for it
from the Federal Government. Then the President must decide whether the
flood, drought, tire, hurricane, earthquake, storm, or whatever else, was severe
enough to be classed as a "major disaster." If in his opinion it was, he declares
that region a disaster area. This authorizes all departments and agencies of the
Federal Government to swing into action.
By Executive order, January 16, 1953, the Civil Defense Administrator has
been put in charge of disaster assistance. It's his job to—
1. Direct the Federal agencies in what they do to help, and see that they
function smoothly together.
2. Work out plans to be ready for future disasters.
3. Foster the development of such State and local organizations and pro
grams as may be necessary to cope with major disasters (some States are
well equipped and organized to assist their local governments when catas
trophe strikes. Others are prohibited by their own constitutions from
doing much about it. Some take the problem and their responsibility very
seriously; others don't. What's the situation in our State?).
Let's look in at a disaster, and see just what goes on. Saving life and property
comes first, and is the duty of everyone who can help. Local police and firemen.
Army, Navv, and Coast Guard teams, and trained civil-defense workers are
generallv among those best equipped and organized for this. Especially in
floods, many victims who might otherwise have drowned are rescued these days
by expert crews in helicopters.
'Refugees from disaster look to the Red Cross and similar organizations for
immediate relief. Through an understanding with the Federal Civil Defense
Administration, the Red Cross carries out its traditional role of furnishing emer
gency help The food, clothing, and shelter it provides, along with nursing, regis
tration, and information service, are the outright gift of the American people
who through their contributions support the Red Cross. Of the hundred or so
trained Red Cross workers who got busy when west-coast rivers rose, most
were veterans of the east-coast floods, where they had been winding up long-range
rehabilitation.
As for help from Government agencies, its of, many sorts: ■«__*
First, *,
there . s tt.
the
mess to clean up. Here's where the Army take a major role. For the Army
there is also guard duty, which includes keeping out sightseers and possible
1 1 u 'I t*rs
The Army Conis of Engineers plays a large part In dwrln* W ^rU and
making emergency repairs. Bailey bridges go up so traffic can flow . Temporary

"Northeastern
»ln 10.15. the
Red then
Cross8 spent
aid *">"£*!?.
States,
million1SH
moremillion
when to
floods^truck
the ™%T°*T*£?*Z*ltZl
West. TW „m „th*r
recent catastrophes have cut heavily into Its disaster resources.

FEDERAL DISASTER INSURANCE

999

mains bring in water that's drinkable, and usable in ease of fire. Roads of all
sorts, if blocked by washouts or landslides, need to be opened. Here the Depart
ment of Commerce, which is responsible for the Federal system of highways,
conies in. The idea is to help rather than take over.
As soon as the tirst shock of disaster has passed, much of the repair work and
cleaning up is carried out by local people with the assistance of or under contract
with the Army or other Government outfits. In cities, the Department of Labor's
local public employment offices recruit workers for carrying on the task of reha
bilitation. Volunteers, too, are organized and pitch in. In many smaller towns
and villages, the job done in very large part by volunteers is something we Ameri
cans can be proud of.
In a disaster, such public utilities as telephone, power, and light are of the
utmost need. The work of restoring service asks for and gets from utility em
ployees efforts that go far beyond the normal call of duty.
Always present is the threat of sickness. The Department of Health, Educa
tion, and Welfare, coming to the aid of local services, supplies extra doctors and
nurses. Its experts help with sewage disposal, inoculation against typhoid and
other communicable diseases, and, among other things, the setting up of im
provised schools if the regular system is paralyzed.
Food has to be supplied and kept safe. Here the Department of Agriculture
can be of great help. Its technicians inspect meat and other products to make
sure they're safe. It also makes produce available from its surplus commodities.
The Government's General Services Administration is in charge of other
Federal supplies useful in emergency.
Helping to furnish temporary shelter is one of the duties of the Federal Housing
and Home Finance Agency.
And whenever there's disaster, there are always drastic financial losses and
costs. Under the 1950 act, householders and businessmen in a disaster area—
within limits and if they qualify—can get low-interest Federal or federally
guaranteed loans to help replace destroyed or damaged building. Such loans
are obtainable through the Small Business Administration. In recent catas
trophes, the American Bankers Association, various State associations, and
individual banks have processed loan applications and helped in other ways. But
a loan is something that's got to be paid back. It's a postponement of settling
one's loss.
The customary protection against loss is through insurance. But though
insurance is issued to cover most types of loss, including damage from tornadoes
and hurricane winds, insurance against floods is not at present generally avail
able either from private or public organizations.3 The reasons for this, and
what should be done, are things we will wish later to look into. But first let's
take up—■
DISASTER WARNING AND PREVENTION

So far, there's no way of warning as to when there'll be an earthquake—
though we can, and do, build shock-resistant structures in regions where quakes
are most likely to occur. But where weather plays a part in bringing disaster
we do have various agencies to warn us that something's coming. Chief among
these is the Weather Bureau. It not only watches the weather. Along with
the Army's Corps of Engineers, it keeps tab on what the rivers are doing and
maintains a flood-warning service.
Because of hurricane damage in recent years, the Weather Bureau has been
given the green light to intensify its research and warning activities. In his
budget for 1956-57, the President is requesting that $35% million go to the
Bureau—an increase of $3 million over the previous year. This boost is to
expand the Bureau's system of storm detection by radar and to step up its
research on tornadoes and hurricanes.
The Nation's weathermen have come a long way since the time when they
had to rely mostly on reports about hurricanes from ships and islands along
the path of a storm. In the past 5 years, new methods of forecasting not only
hurricanes but floods and tornadoes have been made part of the Bureau's daily
activity. Radar permits the continuous tracking of storms. Hurricane-hunter
aircraft battle their way into the heart of the trouble to supply data on wind
velocity, general course and speed of the storm's advance. Other government
■ Only 5 percent of the $1 billion 1951 Kansas-Missouri flood loss was covered by
insurance.
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agencies, too, and private institutions, are carrying on weather research. As
our knowledge increases and our records of storm and flood behavior grow,
it is not too much to hope that eventually both storms and floods will hold fewer
surprises and we'll be better prepared to meet what comes.
All this costs money. In recent years annual appropriations for flood fore
casting just by itself have averaged a bit less than a million dollars. But if
more than that amount is saved (estimates put resultant savings at $27 million
yearly), such expenditures may be justified.
Quicker and more efficient warning services can accomplish much. But even
better would be weather and flood control.
So far, there's not much we can do about the weather. Flood control is a
surer thing.
The 1936 Flood Control Act gives the United States Army Corps of Engineers
the assignment of setting up a water taming system along the country's major
rivers. The act assigns to the Department of Agriculture the job of slowing up
runoff at headwaters and on watersheds where floods are apt to get going. This
the Department does by encouraging farmers to check soil erosion through various
programs and practices such as contour plowing, use of cover crops, improved
range and woodland management.*
Lower down in the river basins the Army's Corps of Engineers constructs
reservoirs to delay the passage of flood waters. Along the main stem of our
big rivers the waters are confined as much as possible to their channels by levees
and dikes.
The new Federal budget includes 194 million, plus, for flood control—an in
crease of 42% million over the previous year.
Do we approve or disapprove? What are our views in general on Government
warning and control services?
One thing to remember is that floods are not abnormal happenings but a regu
lar part of the way nature works. Because the intervals between floods are
next to impossible to predict we are apt to forget to expect them. But as long
as there are times when it never rains but it pours we're going to have floods.
The cost of flood protection is steep. But if the damage which is prevented
at least equals the expense of flood prevention construction, figured on a 50-year
basis, it's considered that the outlay may be economically justified. What is
our opinion as to this?
Perhaps the greatest long-run need, in this problem of disaster through floods,
is to work out planned and coordinated programs for soil and water conserva
tion, use, and control. And for rehabilitation, too. What are our opinions as
to that?
DISASTER INSURANCE

Let's get back to the question of advance protection against possible financial
loss due to disaster.
The theory of property insurance, put very simply, is this : Suppose you own
property which you may lose through fire, theft, or any number of causes. If
you have to meet this loss by yourself it may wipe you out. You therefore decide
along with others to work out a system for sharing the loss. You each agree to
pay money—premiums—at regular intervals into a pool. This pool, which keeps
right on filling up. is to be dipped into to pay any participant's loss.
Of course insurance today is infinitely more complicated than that, and a very
big business. But the general idea remains the same. From the point of view
of the company or organization that handles the pool, the flow of premiums into
it must be sufficiently great to take care of calculated losses and at the same
time—usually—permit a profit. From the point of view of the man who's in
sured, the premium rate must not be so high that being insured doesn't make
practical sense. Actuarial figuring (as it is called) and accumulated statistics
plus state supervision to make sure all's fair and square are the basis of the
complicated details involved.
That insurance, by and large, works satisfactorily for both insured and
insurer is pretty well proved by the way the insurance business keeps increasing.
Yet there are several places where it can't seem to be made to work. One is
floods.
There appears at present to be no way for private insurance companies to
collect big enough pools of premiums on flood insurance from which to pay losses.
• See the Center's Guide, Our Natural Resources, first printed in October 1954.
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In the first place, only people and Industries which know they're apt to suffer
damage from fiood want to insure. That is a Tery different situation, for
example, from insurance against fire. Almost everyone owning property is
willing to insure against fire. Therefore big pools of premiums can be gathered
to take care of losses, with the individual premiums themselves not so high as to
discourage those insured.
For flood insurance, however, premiums would have to be so high in order
to build similar reserves that there'd be practically no takers. And even if
flood insurance were attempted, losses from a single flood could be so catas
trophic that paying up would bankrupt even the strongest insurance company.
what's ahead
Already a dozen or so bills designed to set up some form of Federal disaster
insurance or indemnity have been introduced into Congress. Schemes range
from the Governme". Vs. doing it alone, with the help of the people in private
insurance companies, to Government guaranties to protect insurance companies
faced with emergency claims.
In his budget message, the President offers the administration's views : "Leg
islation should be enacted authorizing, on an experimental basis, an indemnity
and reinsurance program, under which the financial burden resulting from flood
damage would be carried jointly by the individuals protected, the States, and
the Federal Government."
Where a Federal program would differ from a private one is that it can
operate on a break-even or perhaps a subsidy basis. Subsidy or indemnity
means paying out more than would come directly back. Eventually the loss has
to be made up through taxes.
The argument favoring Federal insurance, or indemnity, is that it is needed
for the general good of the Nation.
There are already Federal insurance programs in other fields, such as old-age
and unemployment insurance, veterans' life, and crop insurance to protect
farmers. What in general are our views as to the Government's paying indemni
ties or taking part in insurance programs?
A Federal program could take several forms. These are set forth in various
bills already presented, with more likely to follow. Since ours is Government
of, by, and for the people, we should study these proposals as they come up. On
the basis of what we now know concerning the problems involved, and what
■else we find out, what do we think our representatives should do? What are
the arguments for and against the whole idea of flood or disaster insurance?
Let's keep tabs on and weigh the arguments for and against each major bill.
One more thing: several measures propose that disaster insurance should
•cover damage from war. What are our views as to that?

[From Meriden (Conn.) Record, February 6, 1956]
1955 Broke All Records fob Hurricane Damage
By E. V. W. Jones
Miami, February 4 (AP).—The cost of almost everything keeps going up, and
hurricanes are no exception.
The lashing ladies from the tropics dealt the Western Hemisphere a $2 billion
blow in 1955, half of it in the United States.
It was far and away the most destructive hurricane season in history so far as
property damage is concerned. And out of it came a new champion in the field
of death and havoc. Her name was not Connie, nor Diane, the highly publicized
pair who dealt the east coast a one-two punch.
JANET WAS WORST

It was Janet, who concentrated her fury in the southern waters but spread
disaster wherever she struck. She rates with the great storms of history in
power, in damage, in death. No one will ever know how many people she killed.
Once more the fury of many storms was pointed at the Northeastern States,
raising anew the question whether they are following a cycle in that area. Their
old stamping ground, Florida, was entirely free of hurricane winds and is
suffering from drought because no hurricane rains have fallen on the State for
5 years.
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Gordon E. Dunn, chief storm forecaster in the Miami Weather Bureau, opened
his final report on the 1955 hurricane season with this doleful summary : "For
the second consecutive year all records were broken for hurricane destruction."
"A conservative estimate of hurricane casualties is 1,518 but probably many
more than that number died in Mexico alone from hurricane-induced floods," said
Dunn.
He pointed out that 3 hurricanes struck within 150 miles of Tampico, Mexico,
within 25 days and "the resulting floods culminated in the greatest natural catas
trophe in the history of that country." Damage in Mexico was in excess of
200 million dollars.
Tropical storm Diane, striking the United States, became the first billion-dollar
storm the world has ever known.
DIANE'S DEATH TOLL

Most of the year's 218 storm dead in this country resulted from Diane. This
storm moved in as a hurricane on the North Carolina coast on August 17, lost
strength as it moved over land, and became a rainstorm of record proportions.
Coming only a week behind another heavy rain producer, Connie, the new
hurricane sent normally peaceful rivers on a rampage which will long be remem
bered for its drama as well as its destruetiveness.
Other entries from storm-by-storm roundup :
Alice.—A rare winter hurricane, reached hurricane strength January 1, struck
the islands of the Lesser Antilles. Many boats were sunk, and crops destroyed
but no lives were lost.
Brenda.—A tropical storm which never reached hurricane strength, crossed
the Louisiana coast August 1, caused flooding and damage to crops and highways.
Two lives lost.
Connie.—First of the year's big storms, battered across the North Carolina
coast near Cape Lookout August 12, moved up Chesapeake Bay and dissipated
August 14 over Lake Huron. Total damage was estimated at $SG,005,000 more
than half of it in North Carolina, Virginia, and Maryland, Connie killed 25 per
sons, 10 of them when a boat capsized in Chesapeake Bay.
Edith.—I'assed east of Bermuda, affecting no land.
Flora.—Also stayed far at sea.
Gladys.—The first of Tampico's deadly trio of storms. She gyrated around the
Mexican port for 3 days beginning September 4, poured 25 inches of rain into the
area and kicked up seas and rains that caused half a million dollars damage as
far distant as Corpus Christi, Tex.
Hilda.—Brushed Cuba September 14, killing four persons ; crossed the Yucatan
Peninsula and slammed across Tampico September 19, with winds of about 150
miles per hour and torrential rain. About 300 persons died and damage reached
$120 million in the Tampico area.
lone.—Third hurricane of the year to move inland across North Carolina.
Poured as much as 30 inches of rain on some coastal spots. Storm damage practi
cally all confined to North Carolina, was $88,035,000, with 7 deaths.
Janet.—One of the great hurricanes of history, carrying disaster wherever it
struck. First hitting Barbados and the Grenadine Islands, it killed 100 persons
and caused $3 million damage. Next it hammered from the sky a United States
Navy hurricane hunter plane with 10 men aboard, including two Canadian news
men. No trace of the plane was ever found after it entered the storm south of
Jamaica. Then believed to contain winds of 200 miles per hour, Janet slashed
across tiny Swan Island, destroying all installations of weather and civil aero
nautics outposts. Next it hit the Yucatan Peninsula, where at Chetumal an
airport wind recorder showed 175 miles per hour before being blown away. Only
4 buildings remained standing in Chetumal, a town of 2,500 j>ersons. About 120
bodies were found in the ruins, but the sea rose to 0% feet at a point 1,000 feet
inland, and many other victims were never found. In British Honduras, Corozal
was destroyed, and 10 died. In all, about 500 or more died in Yucatan.
Katie.—Final convulsion of the 1955 hurricane season, Katie developed near
Panama and moved to the island of Hispaniola, which is shared by Haiti and the
Dominican Republic Her 115 miles per hour winds destroyed much property
and killed 7 persons. The storm passed into the Atlantic and dissipated.

Senator Lehman. We will recess until 10:30 tomorrow morning.
(Whereupon, at 4:10 p. m., the committee recessed until 10:30
a. m., Friday, February 17, 1956.)
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United States Senate,
Committee on Banking and Currency,
Subcommittee on Securities,
Washington, D. 0.
The subcommittee met, pursuant to recess, in room 301, Senate Office
Building, at 10 : 40 a. m., Senator Herbert H. Lehman (chairman of
the subcommittee) presiding.
Present : Senators Lehman, Robertson, and Bush.
Senator Lehman. I am sorry to have been a little late, gentlemen.
The first witness is Mr. George D. Riley, legislative representative
of the AFL-CIO.
Glad you are here, Mr. Riley.
STATEMENT OF GEOEGE D. RILEY, LEGISLATIVE REPRESENTA
TIVE; ACCOMPANIED BY PETER HENLE, AMERICAN FEDERATION
OF LABOR-CONGRESS OF INDUSTRIAL ORGANIZATIONS
Mr. Riley. Thank you, Mr. Chairman.
Senator Lehman. Have you a prepared statement?
Mr. Riley. I do have one, and if I may be indulged I would like to
read it.
Mr. Chairman, my name is George D. Riley. I am legislative rep
resentative for the American Federation of Labor and the Congress of
Industrial Organizations. Present with me is Mr. Peter Henle of our
research department.
Senator Lehman. Glad you are here, too, Mr. Henle.
Mr. Henle. Thank you, sir.
Mr. Riley. He may wish to offer some thoughts as we go along.
During the past few years, the Nation has been shocked by the
catastrophic devastation that has been wrought by a series of natural
disasters. The recent floods, hurricanes, and other types of disasters
affecting almost every section of the country have enacted a heavy toll
in terms of homes destroyed, businesses wiped out and property dam
aged.
The damage that these recent disasters have inflicted has been par
ticularly severe. For floods, we have Weather Bureau estimates
showing that in 1955 damage by floods amounted to slightly over $1
billion. From only $150 million between 1926 and 1950, the annual
average damage has increased to $500 million during the past 5 years.
Damage from tropical storms and hurricanes has also increased
substantially. The last 2 years have witnessed the greatest property
damage, over $755 million in 1954 and substantially more than $1 bil
1003
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lion in 1955. There has also been extensive damage as a result of
tornadoes, tidal waves, and earthquakes.
These recent disasters have caught the Nation unprepared to face
the devastation left in their wake. Yet as always the American people
have proved very generous with their resources in time of emergency.
Through the Red Cross, private relief agencies and other organizations
they have contributed millions of dollars to assist those who have
suffered such heavy losses. This has provided at least the minimum
relief to those who have been hard hit by these disasters.
However, despite the innate, generosity of the American people,
j^rivate charity has not proved the most effective method for meeting
the devastation that comes in the wake of these natural disasters.
Such assistance is necessarily limited. It cannot meet the cost of more
than a small fraction of the damage that has been sustained. This
committee is right in conducting this inquiry to determine whether
or not a more effective system for bearing the cost of these natural
disasters cannot be devised.
For certain types of disasters, commercial insurance is readily
available. However, for such catastrophes as floods and tidal waves,
such insurance is not offered by the commercial insurance companies.
The need here is clearly for a Government-supported system under
which individual property owners and businessmen can, by regular
payments, provide protection for themselves in the event of disaster.
We appear here today because it is the Nation's workers collectively
and individually who have been most seriously hit by these disasters.
It is the workers who find their homes, their personal belongings,
and their very means of livelihood wiped out by flood or hurricane.
They are the ones who have to obtain what little relief is available
from the hard-pressed American Red Cross and other private agencies.
Their homes may be located in an area which has historically
been subject to flood conditions and, on the other hand, they may be
living in an area which is normally considered safe from floods or
other types of disasters. The experience, for example, of the city
of Worcester, Mass., which was hard hit by the tornado of June 1953,
is one example of a disaster which struck in an area where it was
least expected.
In behalf of these workers, we endorse the committee's search for
a sound, workable system of insurance against the effects of these
natural disasters. At the founding convention of the AFL-CIO last
December, the delegates approved a resolution urging the Congress—
to create a system of Federal insurance to protect citizens from the loss of
houses, furniture, factories and heavy equipment in floods, hurricanes and other
natural disasters.

Senator Lehman. Mr. Riley, could you provide us with a copy of
that, resolution for the record?
Mr. Riley. Be very happy to do it. I am sure it is just an omission.
That will be supplied the committee.
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(The following was received for the record:)
American Federation op Labor and
Congress op Industrial Organizations,
Washington, D. C, February 17, 1956.
Hon. Herbert H. Lehman,
Chairman, Subcommittee on Disaster Insurance,
Senate Office Building, Washington, D. O.
Dear Chairman Lehman : During today's discussion of your bill, you re
quested that the resolution of the AFL-CIO convention last December in New
York City be supplied for the record.
I am pleased to include it as a part of this letter. The resolution was adopted :
"federal flood insurance resolution
"Insurance to protect real and personal property from the ravages of floods
and hurricanes is rarely available, and then at almost prohibitive premiums.
Damage from recent floods in six Northeastern States alone is estimated at
nearly $2 billion, 98 percent of which is uninsured.
"Federal and State grants to disaster areas are limited exclusively to the re
moval of debris and the restoration of public property and buildings, utilities,
streets and highways. Other assistance to the victims of floods and hurricanes
is severely limited by the meager resources of voluntary agencies such as the
national Disaster services of the American National Red Cross and other forms
of community relief.
"Flood victims often become debt victims because of the mortgage and per
sonal loans they are forced to obtain to rehabilitate themselves after disaster.
Many families, such as retired workers, are, however, not eligible for loans :
Now, therefore, be it
"Resolved, The AFL-CIO urges the Congress of the United States to create a
system of Federal insurance to protect citizens from the loss of houses, furniture,
factories, and heavy equipment in floods, hurricanes, and other natural disasters."
With best wishes, I am,
Sincerely,
George D. Riley,
Legislative Representative.

Mr. Riley. The thinking behind this resolution is very simple.
The damage that in recent years has been wrought by these disasters
has been so widespread that it is no longer an issue of only local
importance. It has become a matter for action by the Federal Gov
ernment. These natural disasters have not been confined to any
particular State or region. The Northeast, the South, the Ohio and
Mississippi Rivers, and more recently the Far West area, all have had
experience with their devastating effects. Only the Federal Govern
ment is in a position at this time to meet this critical need which is
not being met in any other way.
We do not appear here as possessing any expert knowledge of the
insurance business. We do not have the professional competence
to assess the damage that has been wreaked by floods and to determine
properly the type of insurance system that would prove most effective.
What we have done is to review as carefully as we can the various
types of legislation that have been proposed to deal with this problem.
This includes primarily the bill introduced by Senator Bush, S. 2862,
embodying the Administration's proposals and the bill introduced by
Senator Lehman, S. 3137. A number of other Senators, including
several members of this committee, are cosponsors of this proposed
legislation.
We would like to present our views regarding a few of the major
issues involved in this legislation.
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1. RISKS TO BE COVERED

We believe that the new insurance program should be applied as
broadly as possible. Essentially, it should attempt to provide insur
ance against all those types of disasters which are not subject to cover
age by a normal insurance policy. This would definitely include
floods, tidal waves, and water damage from hurricanes.
If practical, we also believe that the same type of insurance could
be adapted to certain other natural disasters such as earthquakes and
drought, as well as the manmade type of disaster conditions that might
follow an atomic attack on the United States. However, we recognize
that complex administrative problems might prevent inclusion of all
these types of disasters in any legislation at the present time. We do
think that additional studies should be made to determine whether
these additional risks can be covered now or at a later date.
2. ITEMS TO BE INSURED

We believe that insurance should cover damage to real and personal
property, business inventories, farm animals, and agricultural com
modities. Arrangements should also be made to give State and local
governments the opportunity to insure such property as highways,
bridges, buildings, and other public improvements.
3 . METHOD OF FINANCING

The insurance companies have not found it possible to provide the
normal type of commercial insurance against the damages resulting
from these natural disasters. If the Federal Government is to develop
a practical program to meet this problem, it must face the fact that
a certain degree of Federal subsidy will be absolutely essential. Be
cause experience in this type of insurance is so limited, it is difficult to
judge at this time the extent of Federal participation that may be
necessary. In any case, however, we believe that the Federal Govern
ment, must be prepared to pay at least one-half of what would be con
sidered the normal premium for this type of insurance. In addition,
the Federal Government must be prepared to pay the costs of admin
istration.
The program recommended by the administration and included in
the Bush bill requires financial participation by the various State gov
ernments. We see no reason for such a provision. Requiring such
participation would complicate administration arrangements, delay
the development of the insurance program, and in some States may
prevent its adoption altogether.
At present, State governments are being called upon to meet everincreasing demands for their limited resources. There is no reason to
burden them further by requiring them to contribute to this program.
For this reason, we think the States should be omitted from the pro
gram and any government participation confined to the Federal
Government.
4. PARTICIPATION BY INDIVIDUALS

We believe that any individual who is insured under the program
should definitely participate by paying an appropriate share of the
cost.
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In addition, it would manifestly be impractical for any new insur
ance program to cover the cost of the entire damage sustained by any
individual claimant. For this reason, we believe that the insurance
program must include a provision under which relatively minor dam
age up to a certain minimum dollar amount would be borne entirely
by the claimant. However, we do not think it necessary to require
claimants to bear the cost of an additional proportion of the damage
sustained above this minimum amount and we, therefore, oppose this
type of provision in Senator Bush's bill.
We also believe that a specific maximum limit should be set on the
amount of insurance which any individual or business firm should be
allowed to carry.
5. RATEMAKING

In many respects this problem of setting the level of insurance
premiums represents what might be called the $64,000 question. It
is clear that premiums must not be set so high that they discourage
participation in the program. At the same time, premiums must to
a certain extent be related to the risks involved ; otherwise, they might
provide an incentive to locate in a high-risk area.
It may be true, as various insurance companies contend, that ade
quate data are not available for determining exact actuarially sound
premiums for this type of insurance. In our opiiJon, the lack of such
data must not be considered an excuse for delaying action on this
legislation.
Congress must recognize that any flood insurance program it adopts
will have to be somewhat experimental in character. At least at the
start, Congress may have to delegate to the administrator of the
{>rogram authority to decide certain major policy issues, including the
evel of premium payments to be required.
We believe that the Lehman bill has approached the question of
premium rates in a more realistic and flexible manner than the Bush
bill. We particularly like the language in section 5 in which the ad
ministering agency is given the following congressional direction in
establishing the various types of premium rates :
Such rates shall be based insofar as practicable upon consideration of the risks
involved and upon calculations of amounts needed to cover all administrative
and operating expenses arising under this Act, as well as reserves for probable
losses, to be accumulated over a reasonable period of years, but such basis shall
be used only to such extent as in the judgment of the Commissioner shall be
consistent with the aim of offering insurance and reinsurance at rates reasonable
enough to make available to those who need it, at rates they can afford, the
protection intended to ba provided by this Act.

We have one further suggestion to make regarding this question of
ratemaking. We recognize that in high-risk areas, the level of premi
ums might easily be higher than the average homeowner can afford
to pay. Only experience can demonstrate whether this is true.
One way to meet this situation, it seems to us, might be for the ad
ministering agency to require a relatively lower premium rate on
residential property than on commercial or industrial property.
6. COOPERATION WITH INSURANCE COMPANIES

We believe that the program should be operated if possible with
the cooperation of the private insurance companies but, if necessary,
directly as a Government, undertaking. Up to now, we have seen
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no evidence that the private insurance companies are genuinely in
terested in bringing a workable insurance program to the potential
victims of future disasters. They seem far more inclined to issue
technical criticisms from the sidelines than to offer constructive ad
vice about developing a practical program. If this attitude con
tinues, the Government should have no hesitation about operating
the program directly as a Federal enterprise. If the insurance com
panies elect to participate in the program, they should be permitted to
do so only on the condition that they cannot obtain any special profit
or benefits as a result of this legislation.
7. ADVISORY COMMITTEE

Because of the experimental nature of this new program, we
think it advisable for Congress to establish a special advisory com
mittee to the Administrator of the insurance program. Membership
on this committee should include individuals with expert knowledge
of insurance business but should also include individuals broadly
representative of the public interest and more particularly in the
interest of the policyholders. The Lehman bill, but not the Bush
bill, makes provision for such a committee.
8. ADMINISTRATION OF THE PROGRAM

Both the Bush and Lehman bills provide that the administration
of this program be lodged within the Housing and Home Finance
Agency. We have no objection to this proposal, although it would
be equally satisfactory from our viewpoint to establish a separate
agency of Government to handle this new program.
We are not in a position, because of our limited knowledge of this
field, to give unqualified endorsement to any of the bills currently be
fore this committee. We have, however, noted several instances in
which we feel that the provisions of the Lehman bill, S. 3137, would
Srovide a more effective and workable program than those in the
ush bill, S. 2862.
In any event, we urge the committee to move promptly with its con
sideration of this problem so that Congress can offer the potential
victims of future disasters a self-respecting opportunity to protect
themselves against at least the heavy financial burden which such
disasters would otherwise bring.
Senator Robertson. Mr. Chairman, may I ask a question?
Senator Lehman. You may.
Senator Robertson. You have presented your views very clearly,
and I am glad to follow your statement.
Mr. Rilet. Thank you. Senator Robertson.
Senator Robertson. Do you see any inherent and fundamental
difference between a farmer who loses his entire new crop by drought
and a merchant who has his store and business washed awav in a
flood?
Mr. Rilet. Xot a bit, and I think we have attempted to develop
that fact, that everybody is in the same boat here.
Senator Robertson. I notice that.
Of course, you will recall that when we provided for drought
insurance we anticipated the Government was going to take a loss on
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it. The fact that any type of insurance that was so hazardous that
private insurance writers won't write it, if the Government makes a
rate that people can afford to pay, the Government might as well be
prepared to take a loss on it.
Mr. Riley. Right.
Senator Robertson. But in the farm insurance—and you say there
is no difference between them—we didn't provide that the farmer
pay 50 percent and the State pay 20 percent and the Federal Govern
ment pay 20 percent. We said go ahead and fix a rate that you think
would be fair; let everybody pay the rate and the Government ad
just itself to whatever was the loss.
In Kansas the Government took quite a substantial loss. I think
you are absolutely on sound ground that we are going to mess up this
program if we try to bring the States in it for contributions.
I doubt if some State constitutions permit it and other State gov
ernments, as you say, are rather hard put right now.
Mr. Riley. Yes; they are.
Senator Robertson. That is the point I mentioned yesterday, that
I believe under this program—I asked the opinion of our Attorney
General—some States couldn't get in on this program at all. I
wouldn't want to be sitting here framing a law that didn't give my
State any protection.
There is another principle involved here that ought to be looked at
a little bit, and that is, does the Federal Government owe any duty,
moral, legal, or any other kind, to a business that writes off every dollar
of insurance premium paid before it pays any taxes to give them a
cut rate on insurance against floods.
.
Let us assume the Government, if it fixes a uniform—not only
uniform ; I am going to bring that up later—fixes an area rate they
think is fair. If the businessman takes out that insurance, he deducts
the entire costs of premiums paid from his business income before he
makes any tax return on that net taxable business income. In effect,
the Government says "Now you are doing mighty well in business.
You don't have to pay any taxes on what you pay in insurance pre
miums. We are going to give you a saving of about 50 percent."
I just don't see why that would be necessary ; do you ?
Mr. Riley. No.
Senator Robertson. All right. I got a notice a few days ago that
because we had made a real improvement in our fire protection system
in my hometown of Lexington—we are going to employ 2 or 3 fulltime firemen instead of just looking to the patriotic boys in the middle
of the night who when the gong sounds are all going to hop up and
get there in time and put the fire out—they gave a little reduction in
rates.
Isn't the policy of all private insurance companies in fixing rates
to consider the fire hazard involved and if you have a good fire pro
tection to give you a lower rate ; if you haven't got any at all, a higher
rate?
Mr. Riley. That is right.
Senator Robertson. Therefore, the Government should givo some
consideration in the matter of rates for the protection of the general
taxpayers that are not going to have any floods at all that those in a
hazardous position should pay just a little more if they want to con
tinue to live there
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Mr. Riley. It seems realistic.
Senator Robertson. A little more than those in a relatively safe
Eosition that maybe don't have a flood but once in 50 years but they
ave to pay for 50 years for that 1 year's protection. Don't you
think the Government should?
Mr. Riley. Oh, yes. All of these factors are part of this con
sideration.
Senator Lehman. May I interpose one word : That is provided for
in my bill.
Senator Robertson. I notice he quoted with approval that provision
in your bill that there might be a varying rate. He also quoted
with approval your provision that instead of having States and all
parties participate the Federal agency would set a rate, participate
in the loss, of course, but fairly, that an insuree would have to pay
50 percent or 60 percent of it and the State wouldn't have to pay any.
Senator Lehman. In talking about participation, I was only point
ing out that the bill does provide that the risk involved would be
taken into consideration.
Senator Robertson. I think undoubtedly that should apply.
I don't quite follow your recommendation that in view of the fact
that private insurance companies now write insurance on personal
property, that the Federal Government should go into competition
with them. Providing the United States where there is any liability
of any flood damage can write insurance on personal property.
That would greatly enlarge the program, and if we are going to
write a rate that is practically below the cost of what the program is
going to be, you certainly would have complaint from private insur
ance companies and from a great many private insurers that you
are giving a special advantage on property to one man that the other
man can't get, don't you see.
Mr. Riley. I understand that.
Senator Robertson. And it is not necessary in your opinion to
include personal property?
Mr. Riley. We haven't urged it. We put it in as something the
committee would want to have in front of it.
Senator Robertson. Sort of for good measure, but that wasn't the
essential point?
Mr. Riley. No.
Senator Robertson. The essential point is that flood damages in
recent years have been more frequent and more severe than they have
in the past.
Mr. Riley. They have indeed.
Senator Robertson. It may mean a catastrophe for a whole com
munity. No private insurance company will underwrite it. The
local community just can't afford to stand that loss and hope to be
rehabilitated ; it wipes the capital out that can't be replaced.
You would like to see the Federal Government st«p into a plan in
those communities that wouldn't reimburse them for a hundred per
cent of what is lost but a reasonable percentage of what is lost on
the basis on which they make a fair contribution in carrying the
program forward ?
Mr. Riley. I don't think anybody could expect to be made whole
as a result of this, but it would certainly take a tremendous shock
out of a great deal of the main situation.
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Senator Robertson. Thank you. That is all.
Senator Lehman. Senator Bush, do you want to ask any questions ?
Senator Bush. Yes.
Mr. Riley. Mr. Chairman, before we leave the point, if I may, that
Senator Robertson is making about the financial competence of the
respective States, I think you. need only to look in any reference book,
including Moody's and others—Senator Bush would be close to the
situation—to see that the variable credit ratings of those States,
their ability to sell bonds at certain rates, and that sort of thing, all the
way from AAA down to BAA, and so on, those ratings are changing
constantly as those who appraise those situations get around to find
ing new situations which may change them. But that in itself shows
how difficult it would be to work the States into this sort of thing.
The credit rating of the States, I think, is a very important thing to
regard at the time. I know that the chairman will be close to this,
too, at the time when you want to evaluate what position, if any, the
States should get in.
Senator Bush. Mr. Chairman, on the question of personal prop
erty, I certainly agree with the witness that we have got to be covered
in this bill because most of the lawsuits that took place in the areas
which I observed, as in the Naugatuck Valley and other places, were
personal property losses. It was furnishings, possessions that families
had taken years in acquiring, and it would seem to me the bill would
be well—its usefulness would be very seriously and adversely affected
if it did not include personal properties.
Do you agree with that '?
Mr. Riley. I should say this, Mr. Chairman, Senator Bush : It was
because of certain personal experiences and losses that we knew about
of friends of ours and those in the labor movement in the very valley
that you mentioned, the Naugatuck Valley, that this was brought to
mind and we had it included as part of our presentation.
Senator Bush. Some of your people gave very eloquent testimony
before our committee when we held hearings in connection with that
matter.
I would like to go back to your comments, in the middle of page 4
of your statement, where you discuss the question of rates. That
clause starts out with the thought that rates should be based upon con
sideration of the risks involved, and so forth, but then at the end it
comes down to the point where it says that insurance should be made
available to those who need it at rates they can afford.
Who in your judgment should decide that question of what rates
can be afforded? How would you think that should be determined?
Mr. Riley. Well now, there again I think you are suggesting we get
over on ground that we don't qualify as experts on. We have put
the thought up or rather, we have endorsed the general thought that is
contained in this particular bill before you and have commended the
idea of it.
Now then, it is time for the technicians to take over from that point.
Senator Bush. I am most sympathetic with the purpose that you
have in mind, namely, that these rates should be low enough so that
most anyone who is a homeowner or home occupant would be able to
afford insurance fees in a threatened area. That I am very sympa69096—56—pt. 2
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thetic with, but I would like to suggest that if we get into a program
which is discriminatory, neighbor versus neighbor—and I think of
neighborhoods there where I could show you where we might have
20 houses, and I saw one in the Naugatuck Valley that reminds me—
I have it in mind right now—houses all about the same size. They
are all in the broad flood plain of the river, and the risks may vary
a little bit from one to the other, but they are all about in the same
boat.
I certainly would hate to be the fellow to decide to say "Look, you
only have to pay so much, but over here, you have to pay so much."
You appreciate that would present some substantial difficulties.
Mr. Riley. I wonder if we could ask Mr. Henle to give his viewpoint
on that.
Senator Robertson. If the Senator would yield, I will tell him how
the Government got around that.
During the depression, they made rates according to States. They
gave us a rate of about $23 a month in Virginia.
Senator Bush. For Virginia.
Senator Robertson. And in Pennsylvania, it was seventy-some.
Senator Bush. Yes, but if the Senator will yield, that is a ques
tion
Senator Robertson. Then, in 1936, 4 percent on relief in Virginia
and 19 percent in Pennsylvania ; and that lends itself to a very pleasing
administrative
Senator Bush. I agree that there might be something to be said for
that, but that is very different than saying that No. 10 North Main
Street should have one rate and No. 12 should have a different rate.
Senator Robertson. I don't think they cut it that thin.
Mr. Henle. I was going to
Senator Bush. I would love to get an answer, if these people want
to answer my question.
Senator Lehman. I will be very glad to have you answer it, and
then I want to make an observation.
Mr. Henle. As we visualize the scene, naturally we didn't know
what was in Senator Lehman's mind, but as we would visualize the
operation of this particular section with this congressional direction,
the Commissioner involved, the Administrator, would probably want
to obtain quite a bit of technical data relating to the level of incomes
in the various States, in the various river valleys that are affected by
floods. He would want to get that data for the whole United States.
He would want to get whatever actuarial data was involved, and the
decisions he would make about the level of premium rates, in our
opinion, would not be decisions that would decide that for 10 North
Main Street it was something and for 12 North Main Street it was
something else.
Rather, he would try to set up more or less levels, areas of risk,
and would try in considering the general level of income in those
areas—the general level of income, rather than the level of income
of any particular occupant, of any particular house—he would take
that general level of income into account in setting the rates for a
particular State or a particular river valley.
Senator Lehman. May I say that there is nothing at all in the
provision, nothing at all in the language of section 5 of my bill that
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would indicate that rates would be based on the means and the ability
to pay of an individual. It would be considered on a schedule which
would involve the risks and on a general area.
The crux of the situation, the crux of the provisions, I think, is that
there would be consideration given to the risks involved.
Senator Bush has said we might charge the house owner at No.
10 X Street one rate and No. 12 X Street a different rate. There
will be variations, of course, in the rate based on the risks. That is
a most important, the most important, part of this whole plan.
Obviously in an area if a man had a house which was only situated
50 feet from the beach, he would be a greater risk than a man who
had a house a half a mile from the beach. There would be a varia
tion because of the risks involved in the making of rates. But there
is no thought so far as I know, and certainly it was not my intention
In writing this bill, that there would be a variation in rates between
individuals, assuming that the risks were identical.
Senator Bush. The language is so broad that it could be easily
susceptible of the other interpretation.
Mr. Riley. The interpretation I would prefer to put on that, Mr.
Chairman
Senator Lehman. If you would agree with the theory, the prin
ciple of the thing, I don't think there would be so very much difficulty,
and if you feel it isn't clear—I think it is clear—but if you feel it
isn't clear, I don't think there would be much difficulty in clarifying it.
Mr. Riley. I have this belief, that the thinking behind that phrase
there is not to allow discrimination as between insurees but, rather,
to bring the whole level down to some realistic point.
It was suggested in the Banking and Currency Committee of the
House deliberation on this type of legislation recently that perhaps
75 cents a thousand or $7.50 a $10,000 risk would perhaps get in the
area where there would be ability to pay. I believe that that is the
kind of thinking that must have been behind this phraseology that
you have got in there, rather than opening the door to discrimination
as between one person or another whose risk is being carried.
I think that is really it. In other words, if you said $7.50 for $10,000,
that would not be in the reach of very many persons and their ability
to pay. That is the type of thing that I read into this thing, if I am
not too far off the beam on what was intended when this section was
written.
Senator Robertson. I have another question.
Senator Lehman. May I just—I yielded to you and to Senator Bush
willingly, but I would like to ask a few questions.
You mentioned in your very good statement the fact that you be
lieve that the time may come or possibly is here today when other
natural catastrophes could be included. I wonder whether you would
not agree with me that flood insurance, damage from floods, protec
tion of those who suffer damage from floods is the most pressing catas
trophe to be protected against at this time?
Mr. Riley. It has certainly been the most dramatic in recent months
and recent years.
Senator Lehman. I do want to point out, which I am sure you are
aware of, that S. 3137 provides for study of other risks that might be
-considered.
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Would this provision meet the point you made in your testimony
favoring wider coverage?
We are trying to get you a bill to cover at this time the most press
ing need, but we certainly want to continue to make the study.
Mr. Riley. That is right. We have not attempted to exclude any
potentials here but, rather, to include them at such time as you get
to considering them.
Senator Lehman. I do want to comment on this question of insur
ance on personal property.
First of all, I wisli to repeat that we are not, the Government is
not, trying to compete with the insurance companies. I wish with
all my heart that it was not necessary to consider this whole legislation,
in other words, that the insurance companies would handle the prob
lem. But the fact remains that the insurance company will not
handle the problem. They are not willing to write insurance and that
goes, of course, to personal property as well as to real property ; and,
therefore, if we should exclude personal property there would be no
way of this man getting any protection whatsover, and in many cases
the losses of personal property are as great, in some instances possibly
greater than, the losses of the damage suffered on real property.
Mr. Riley. I think a summary of the concept of this statement we
have presented to you gentlemen this morning is the idea of no compe
tition with insurance operations but if there are areas where insurance
companies cannot or will not step in, this becomes an unusual type of
thing and the Government is the one big enough to do the unusual.
Senator Lehman. I assume that you agree with our efforts and the
statements that many of us made that if the insurance companies are
able and willing to undertake this we certainly would encourage them ?
Mr. Riley. Sure. Exactly.
Senator Lehman. I want to make one observation in response to a
question asked by my colleague from Virginia about insurance with
private business.
While I see merit in his point, yet it is true that private insurance
companies do not at this time, practically, offer any flood insurance
whatsoever. I think he has made a good point in bringing out the
fact that the business concerns can write off the cost of insurance as
part of the cost of doing business.
Senator Robertson. I just wondered if we would adopt a policy
of giving the business concern insurance and not making it look like
money available as bonus.
Senator Lehman. I see that.
Senator Robertson. I wouldn't want to say to a businessman,
"Here is insurance you need. We are going to make it available. You
only have to pay me half the cost of it." Even then the Government
will take a big loss on it.
I just don't see the principle involved of handing out bonuses to
business people on a financial risk of this kind. I would give them
insurance, sure.
Senator Lehman. Without expressing any opinion as to the com
plete merit of the proposal, I certainly think it should receive very
careful consideration by this committee because it is not only a factor
as you have pointed out, that they could bring this off as a legitimate
expense of business but they can get 52 percent allowance on their
income tax.
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Senator Robertson. That will be better than 27V2 percent on
depletion.
Mr. Henle. Senator?
Senator Lehman. Mr. Henle.
Mr. Henle. If I might point out, we did have one suggestion to
make on this discussion between yourself and Senator Robertson.
On page 4 of our testimony we suggest that perhaps one way of both
limiting the Federal Government's participation and at the same time
assuring the residential small property owner adequate coverage
at a rate that he could afford to pay would be to either direct or to
allow the administering authority to set rates at a lower level on
residential property and at a higher level on commercial or industrial
property.
Senator Lehman. Well, I noticed that, and I think it is a point that
certainly should be given very careful consideration.
Mr. Henle. It is a point that meets Senator Robertson's point.
Senator Lehman. We have had a lot of talk about the question of
making rates which the people who want and deserve the protection
can pay. I want to point out that the whole purpose of this legisla
tion so far as my bill provides is to include the greatest number of
people.
I see no use in writing legislation which would require rates so high
that there would be no use made of it at all, and my whole purpose—
and I think it is true that Senator Bush feels the same way, that we
want to get this rate down to a point which people can afford to pay
as a group, not as individuals, with the full understanding that the
risks involved in the writing of insurance policies must be taken into
consideration.
Senator Robertson. Mr. Chairman, I have just got one other point :
You suggest that we do not extend this insurance to publicly owned
property.
Mr. Riley. No, we make no reference to that.
Senator Robertson. It is just privately held property?
Mr. Riley. That is right.
Senator Robertson. But Senator Lehman takes partial recognition
in his bill of the fact that something should be done to insure loss in
the housing programs, and so he provides on future loans—that doesn't
cover the $35 billion that is already held—that the Government can
require a man to take out this insurance before they can insure for him
a mortgage on terms of no down payment and 25 to 30 years maturity.
I don't know the exact figure, perhaps $80 billion outstanding of
private mortgages represents the equity holder's biggest interest, by
far, in what happens to the property.
Should we have in this bill about future loans that mutual savings
banks and Federal home loan bank members make—I mean mortgage
companies, and what not—can require the owner, if they get a loan,
to take out this kind of insurance so that the equity owner can share
in this protection?
I don't know of anybody that makes a loan on real-estate buildings
that doesn't require fire insurance. That is a universal practice. The
Government does it on all of its loans. All private lenders, of course,
require it. They just can't take the risk of leaving the property un
insured.

ps
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No sensible man could think that he can take it and yet a lot of them,
don't bother about it until they go to get a loan from somebody that
makes them take it.
Tbe question is what should we do in this bill. Are we going to put
in here a provision that hereafter the Government can require them to
take it out? How about private lenders? Can they require it, too?
Senator Lehman. Well, I think
Senator Robertson. Mr. McKenna shakes his head. Maybe we
could let Mr. McKenna get the answer. He seems to know it.
Mr. McKenna. The only point I draw, Senator, is that the Govern
ment in extending financial aid can lay down constitutional require
ments as to the conditions under which that aid is extended, so that it
seems to me clearly legal to authorize the Federal Government to do
that if you choose to do it as a matter of policy.
When you come to private corporations that are lending their own
money without- any direct tie-in to the Federal Government, I think
you do have to consider the policy and legal question of whether we
can force them to do it.
I understand as a matter of
Senator Robertson. I wouldn't say "force them," but permit them

to participate.
That is going to be the position of the mutual banks. They have
filed a statement. They won't present it personally, but they have
filed a statement. They want to get in on this program.
Mr. McKenna. May I say this, Senator: I understand in practice
that if such insurance is available, it is entirely likely that mortgagees
will require the mortgagors to carry it as a matter of private policy
decision.
Senator Robertson. Well, will this bill sufficiently cover it without
any specific reference?
Mr. McKenna. It would authorize them to require it, wouldn't
compel it.
Senator Robertson. Is there anything in the law about fire insur
ance for FHA?
Mr. McKenna. No, sir, not as such, although there is general lan
guage in the National Housing Act stating that to be eligible for FHA
insurance, a mortgage shall contain such insurance provisions as the
Commissioner may in his discretion prescribe.
Senator Robertson. Then why do vou have to put this in for FHA ?
Mr. McKenna. You probably don't have to. They may be author
ized to do it by regulation. By putting it in the statute, we make it
perfectly plain they are authorized to do it. I understand they do
require the taking out of fire insurance as a matter of regulation. This
provision in the Dill, however, also applies to property receiving Fed
eral aid from other agencies than FHA.
Senator Robertson. Of course they do.
Mr. Riley. Mr. Chairman, before you get too far away from the
first question that Senator Robertson asked about public property. I
didn't get the full import of your inquiry. Senator, but I will give you
the answer to it.
Senator Robertson. I understood that municipalities that have
property that will be damaged by flood, you wouldr/t !e: :he Govern
ment underwrite that.
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Mr. Riley. On page 2—have you got a copy of that—the last sen
tence :
Arrangements should also be made to give State and local governments the op
portunity to insure such property as highways, bridges, buildings, and other
public improvements.

Senator Robertson. I read it very hurriedly and just understood
the very opposite of it.
Mr. Riley. Public works.
Senator Robertson. I see.
Senator Lehman. My judgment is that if a rate could be set that
is reasonable and fair within the means of the property owner to pay,
there will be a great disposition on the part of the private lenders
to insist on the homeowner, the property owner taking out a policy.
But in that connection I want to emphasize again that the rate must
be reasonable and fair and within the means of the man who pays,
not the kind of rate that has been quoted by Lloyd's of London of as
much as $250 a thousand.
Of course, it is just a mere gesture, but I think if you can determine
a reasonable rate and a rate within the means of people generally to
pay, that private owners will demand that kind of insurance in con
nection with that.
Senator Robertson. Here is a statement of the National Association
of Mutual Savings Banks. It says on page 3 of the statement that
will go into the record :
Federal insurance against flood damage and loss should be financed principally
by those private property owners who receive the protection, and should be op
tional as to participation. Whether protection on an optional basis is feasible
will depend to the extent to which the rate to be charged appears reasonable to
property owners in relation to their separate risks and, secondarily, whether
secured creditors may reasonably require debtors to carry such insurance.

They raise the issue there.
Senator Lehman. It is a very interesting statement representing the
testimony of the National Association of Mutual Savings Banks, and
if there is no objection, I would like to put this into the record.
(The statement referred to follows:)
Statement of the National Association of Mutual Savings Banks
The National Association of Mutual Savings Banks represents 520 of the
527 mutual savings banks of this country. These mutual savings banks are
located in 17 States. As of December 31, 1955, they had total assets of $13,350
million, total deposits of $28,188 million, and 20,990,000 depositors. As of the
same date these mutual savings banks held $17,294 million in mortgage loans
representing approximately 55 percent of their total assets.
The mutual savings banks are heavily invested in mortgage loans in Con
necticut, Massachusetts, Rhode Island, New Jersey, New York, Pennsylvania,
and the Pacific Coast States, particularly California—all areas that have suf
fered unusually heavy losses from high water and flood in recent months.
Hence, the interest of the mutual savings banks in some form of flood insur
ance is immediate and real. It is with this background that we submit our
views.
Pending before this committee are many bills ranging in purpose from insur
ance or indemnity against the single hazard of flood to protection against
every conceivable hazard, whether of natural or manmade origin. The bills
before this committee also differ widely in the kinds of properties that would
be insured against loss or damage. All bills appear to insure against loss or
damage to privately owned real property. Some bills would include all per
sonal property and others would limit protection of personal property to cer
tain categories such as business inventories, stored agricultural products, et
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cetera. Still other bills would extend coverage to public properties, both real
and personal.
The National Association of Mutual Savings Banks believes and recom
mends that legislation should be enacted by the Congress to enable the Federal
Government to make available flood insurance protection for private owners,
both corporate and natural, of real property. In the year 1955 we have had
several disastrous examples of vast damage by flood on both the east and west
coasts. The problem is national in character, and, at the present time, does not
appear to be subject to solution by private insurance companies at rates within
the practical means of the average homeowners.
We urge that the various proposals to insure public properties against flood
and other hazards be excluded from any bill which this committee may approve.
Repair and replacement of public property, municipal, town, county, city, or
State, should be provided for by the State legislature. In addition, Federal
insurance of industrial and commercial real property should be definitely
limited in amount as is provided by several of the bills pending before this
committee. Large industrial and commercial enterprises are usually capable
of purchasing general or selective protection and, in many instances, are so
well fixed as to act as self-insurers.
We recommend that Federal risk insurance be limited to damage or loss
resulting from flood. Many of the other natural risks included in some of
the pending bills are now insurable and are being insured against at reasonable
rates by private insurance companies. This legislation, being in the nature
of emergency action, should not result in the Federal Government entering
into competition with the insurance companies in areas of coverage adequately
serviced by the private insurance companies.
As to the proposals in several bills that Federal insurance be made available
against manmade disasters such as war, we believe that these measures would
be entirely impractical and almost impossible of sound administration insofar
as any realistic rate structure is concerned. None of us can know if or when
or where or how badly we might be hurt by an enemy assault. In the event of
the awful contingency of attack, Congress can and will act in the best interests
of our people with calculated measures patterned to known or imminent danger.
To endeavor to tie in protection against these unknown and immeasurable war
dangers with protection against flood damage would result in a hodgepodge
insurance coverage impossible of reduction to a realistic and reasonable rate
to the insured.
Federal insurance against, flood damage and loss should be financed prin
cipally by those private property owners who receive the protection, and should
be optional as to participation. Whether protection on an optional basis is
feasible will depend to the extent to which the rate to be charged appears
reasonable to property owners in relation to their separate risks and, secondarily,
whether secured creditors may reasonably require debtors to carry such insur
ance. The rate for such insurance will necessarily depend upon technical
actuarial considerations beyond the scope of this statement, but we should like
to point out at this time that the inclusion of business inventories and personal
property in the coverage would tend to raise the rate. We have advocated the
exclusion of personal property but, if these items are to be included in any
measure passed by the Congress, we urge that the administrator of the Federal
flood insurance program be empowered to fix separate rates for the different
categories of property encompassed within the legislation.
Several of the flood insurance bills before this committee would provide for
payment in part of the insurance premiums by the State in which the property
is located. We believe this to be a highly impractical provision, dependent as
it is upon the action of State legislatures. The State participation might also
lead to the increased possibility of the adverse selection of risks, that is, the
possibility that only those States having historically high flood loss records
would participate. If we are to get a Federal flood insurance program into
operation before the next season of threatened floods we must, and we believe
we should, keep the whole program within the jurisdiction of the Federal
Government.
We have noted that some of the pending bills would prohibit the issuance
of insurance contracts in the areas where private insurance is available. We
believe that this exclusion would make the Federal program impractical of
operation since private insurance is available in areas where the record of loss
is least. This would result in the Federal program covering only the high risk
areas, with the imbalance in rate structure because of restricted spread.
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No provision should be made in any final enactment covering indirect losses
due to flood. Such provision would open up a world of indefinite claims at the
expense of the Federal Government and to the detriment of insured homeowners
having direct losses.
In summary, this association wishes to urge the following recommendations:
1. That the Congress enact a Federal program to make available to private
owners of real property insurance against damage and loss by flood ;
2. That no provision be made in such program for the insurance of public
property ;
3. That the Federal insurance be limited to damage or loss by flood ;
4. That the Federal insurance program be financed principally by the
private owners of the real property insured :
5. That no participation in payment of premiums be required of the sev
eral States ;
6. That Federal flood insurance should be available regardless of avail
ability of private flood insurance; and
7. The Federal program should not insure against indirect losses.

Senator Lehman. Have you any further questions?
Senator Robertson. No questions.
Senator Lehman. Thank you very much indeed, Mr. Riley and Mr.
Henle, for your very helpful testimony.
Mr. Riley. Thank you, gentlemen.
Senator Lehman. The next witness is Mr. Ambrose Kelly, general
counsel of the Associated Factory Mutual Fire Insurance Companies.
Mr. Kelly, we are glad that you came and are ready to testify again.
(See p. 632, pt. 1.) Have you a written statement?
STATEMENT OF AMBROSE B. KELLY, GENERAL COUNSEL, ASSO
CIATED FACTORY MUTUAL FIRE INSURANCE COMPANIES—
Resumed
Mr. Kelly. I have a written statement, Senator, which I will take
the time to read. It is shorter than most written statements, and I
will go through it as briskly as I can and then expose myself to the
questioning of the committee.
I am Ambrose Kelly, counsel for the Associated Factory Mutual
Fire Insurance Companies.
The Associated Factory Mutual Fire Insurance Companies consist
of eight mutual companies. Three of these companies, the Manu
facturers' Mutual Fire Insurance Co., the Firemen's Mutual In
surance Co. and the Blackstone Mutual Insurance Co. are domiciled
in Providence, R. I. Three more, the Boston Manufacturers Mutual
Insurance Co., the Arkwright Mutual Fire Insurance Co. and the In
dustrial Mutual Insurance Co. have their home offices in the Boston
area. The Protection Mutual Insurance Co. is located in Chicago, and
the Philadelphia Manufacturers Mutual Insurance Co. is in Pennsyl
vania. In addition to these companies, the Affiliated F. M. Insurance
Co.—the wholly-owned factory mutual subsidiary—is also located in
Providence.
From the organization of the first company in 1935 by a group of
textile manufacturers, the factory mutuals have specialized in insuring
industrial property. Within the last 20 years we have widened our
field to include mercantile and institutional risks which meet our
standards. Risks are not insured unless they meet or are made to con
form to rigidly-enforced standards of construction, with protection
adequate for the particular type of occupancy, and unless the manage
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ment is willing to cooperate fully in carrying out the recommenda
tions of the factory mutual engineers for the prevention of loss.
This preamble is necessary to make it clear that the factory mutuals
operate in a unique way in a specialized field and may be able to offer
insurance to their policyholders not available in the general insurance
market.
The problems arising as a result of damage from flood have been
of concern to the factory mutual companies for many years. After
the severe floods of 1930 and 1937, a study was made of the losses
suffered by our policyholders, and special studies of the flood exposure
to particular plants have been made from time to time by our engi
neering division.
When public attention was focused on this problem by the major
flood in Missouri and Kansas in 1951, several of our companies asked
the cooperation of their policyholders in a study of flood exposure
and losses. At the same time, we requested a statement of opinion
as to whether our policyholders wished the factory mutual companies
to provide flood insurance and whether they would purchase it if it
were available. The results of this survey were incorporated in the
study of Federal disaster insurance made by the staff of your com
mittee. You will find it on page 239.
Less than 10 percent of those to whom we wrote, and less than half
of those who replied, were interested in purchasing flood insurance,
and almost one-third of these, the interested people, would only be
interested if the cost was low. We, therefore, made no effort to de
velop a program of flood insurance at that time.
The New England floods of 1955—I hope that the Senators from
New York and Pennylvania will pardon me for referring to them as
the "New England" floods; I know there was severe damage in other
areas as well—occurred in the area in which the factory mutual com
panies have a very heavy concentration of business. A survey made
by our engineering division indicated that 134 of our policyholders
had suffered flood losses which were estimated at $85 million. Fifteen
plants suffered losses of over $1 million each. These figures we
think show graphically the exposure to catastrophic loss which is in
volved in writing flood insurance.
In other words, if we had been writing full flood coverage at that
time, our losses in that year would have been $85 million from that
flood alone.
Both our engineering division, which is primarily interested in loss
prevention, and the technical committees of the Factory Mutual Rating
Bureau, interested in possible forms and rates, are still studying the
flood insurance problem. At the present time, our conclusions might
well be summarized as follows:
1. Priority must be given by Government and property owners
themselves to the prevention of flood loss. Federal, State, and local
governments, each in their own sphere, can do much to reduce the
damage now resulting from floodwaters. The individual or corpo
rate property owner, however, has an equal duty to do those things
within his power, and they are legion, to prevent loss.
2. We are still studying the possibility of making flood insurance,
available to factory mutual policyholders. Our research has not
established whether or not this hazard is insurable for the plants we
currently insure, even though proper underwriting safeguards are
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incorporated in the plan. A most serious question, still unanswered,
is whether a sufficiently large number of our policyholders would be
interested in order to secure the necessary spread of risk.
3. Obviously, any program of flood insurance, whether public, pri
vate, or a combination of the two, must be actuarily sound. Any
plan which simply provides Government relief for flood victims
should not be disguised as "insurance." Any insurance program
should, therefore, be self-supporting over a reasonable period of time
in accordance with basic insurance principles.
4. Any program of flood insurance should be designed to use to
the greatest extent possible present insurance facilities. In common
with the remainder of the private insurance industry, we would be
glad to cooperate in every way in the administration of any program
which Congress may enact.
5. Our efforts, and those of other insurance carriers, to develop
a practical flood insurance program would be assisted by a modifica
tion of the tax laws to make it possible to accumulate reserves for
catastrophic losses, such as those likely to result from flood, without
having such reserves subject to tax as profits.
I think, Senator, that concludes our formal statement. I will be
glad to answer any questions that I can.
Senator Lehman. Well, now, you make the categorical statement
"that any rates must be actuarily sound. What do you mean by a
program that is actuarily sound ?
Mr. Kelly. We mean, very simply, a program which over a long
period of time will take in from the people insured sufficient in prem
iums to pay the losses and expenses involved in the program.
In other words, as we see it, insurance is a mechanism for spreading
risk. It is a means of spreading loss over a large number of people
exposed to loss and over a long period of time. But we feel that,
given that long period of time, the premiums collected should in
the last analysis pay the losses and the expense of running the program.
Senator Lehman. How would the Administrator—and both the
bills provide for an Administration—go about establishing a firm
actuarial base? Would it not be experimental under any circum
stances?
Mr. Kelly. It very definitely will be experimental. And in estab
lishing those first rates, although, as is provided in your bill, he
would have the advice of a group of people who presumably were
familiar with actuarial calculations, he has to make a number of
assumptions which cannot be proven. He has to try and determine
whether a recurrence, say, of the floods we had in the New England
and Northeastern States this year will happen in 10 years, in 20 years,
or will ever recur.
In other words, he might very well calculate that the flood control
programs which will be separately enacted as a result of that disaster
will be in place before there is a likely possibility of another occur
rence, and he might then estimate the degree to which the loss would
be reduced by such flood-control programs.
In other words, he will study not only the past. He will have the
same job that any other insurance company does in trying to make a
rate calculation. In establishing that first set of rates he has to
make certain assumptions as to future experience that may turn out
to be wrong. The rates which he charges may be higher than the
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rates which you need to pay to the losses and expenses over a period
of time. In such case, of course, the rates should be reduced as soon
as is reasonably possible.
On the other hand, the rates may be too low. You may find as the
result of, say, 10 years' experience that the basic assumptions on
which the rates were established did not turn out to be right. For
example, one of those assumptions will have to be on the number of
people who will be willing to purchase this insurance. In all of the
discussion it seems to me that the point has been made that this is a vol
untary plan. No one is going to be forced to buy flood insurance. He
is going to be given an opportunity to buy flood insurance. He still
has the right to determine for himself whether the rate which is
charged is one which he is willing to pay. And no matter how low
you make the rate there will be some people who may feel that the
exposure to loss of their property is such that they cannot afford or
they do not want to pay it.
May I point out that we now operate in the field of fire and other
hazards. There are some people who are still self-insured. We are
operating in the industrial field. There are very large concerns today,
including some of our largest, who do not purchase any insurance
although it is available at rates which nearly everyone else thinks is
reasonable. They do not because in the judgment of their directors the
possibility of loss in their plants is, from the standpoint of sound
business risk, so much less than the average that they are willing to
be self-insurers .and to pay from their own funds any losses which they
may have.
Senator Lehman. I did not want to interrupt you.
Mr. Kelly. That is perfectly all right. I am afraid that is much
too long a lecture anyway.
Senator Lehman. Is it not a fact that those who are self-insured
make that choice largely because their risks are pretty widely sepa
rated? I mean I can see perfectly well why a company with 10 or
20 or 30 plants widely separated should say, "Well, we can take this
risk ourselves because we are not going to be caught with fire in all
our plants together all over or even a substantial number."
The State of Xew York has always taken that position. They have
a great deal of property spread all over the State, of course, and they
are self-insurers. When it came to war risk insurance they were very
glad indeed to join in. But except for that, so far as fire or other
catastrophe is concerned, they are self-insured. Is that not true with
virtually all the companies that
Mr. Kelly. Yes, I would say it is true in most cases, Senator.
There are still some concerns which as an insurance man I think are
taking much too large a possibility of loss in certain locations who
nevertheless have exercised their judgment in deciding not to insure.
And I know of a few cases—but not many I must concede—where
substantial individual risks are self-insured.
Generally though you are entirely correct in saying that as an
inherent part of a self-insurance program a concern needs to have
some spread of risk within its own properties.
Senator Lehman. In your statement on page 1 you say :
Within the last 20 years we have widenetl our field to include mercantile and
institutional risks which meet our standards.
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It is not quite clear to me whether that includes flood insurance.
Mr. Kelly. No, Senator. You see, we started out in the textile
field. The first companies Factory Mutual insured were all textile
manufacturers. Then we moved into industry generally. Within
the last 20 years we have gone into, as I say, the mercantile field, the
wholesaler. We insure many wholesale hardware houses, for example.
We insure many national distributors. And we have also gone into
what we think of as institutional property, which are such risks as
colleges, hospitals, and a large number of housing projects. I think
one of our companies is one of the largest insurers ot Federal housing
projects.
We need to have a risk which is sufficiently large so we can eco
nomically apply it to our engineering service.
We write practically no business—we have a very small amount—
on private residences, because the whole purpose of the Factory
Mutual plan is to make available to the property owner a loss-pre
vention service, and when you are dealing with a small risk the unit
premium at current rates is so small that it is not possible to do any
engineering work in connection with such a risk.
Senator Lehman. Do you know of any insurance companies in
this country that write flood insurance ?
Mr. Kelly. Not on real property, Senator. I think it has been
attempted once or twice. There has been some wave-wash insurance
written by American companies in limited amounts. But by and
large, subject to some qualifications, the statement can be properly
made that flood insurance on real property at fixed locations is not
now available.
Senator Lehman. Well, is there any insurance available on per
sonal property ?
Mr. Kelly. There is insurance
Senator Lehman. Personal property insurance against loss
Mr. Kelly. By flood ?
Senator Lehman. That is right.
Mr. Kelly. There are now a number of types, and I think some of
the testimony afforded your committee in the past has brought out
the fact that there are some types of insurance on personal property
against flood loss.
For example, I myself carry a personal property floater on my own
household effects. It includes loss from flood. Many businessmen
have floaters of various kinds w7hich cover the flood hazard as well
as other hazards. In such forms as the recently-developed manu
facturers' output policy, it is possible to purchase a limited amount
of flood insurance on personal property.
It apparently is the feeling of the business that on such personal
property the flood hazard can be minimized through the fact that
the property can be moved out of the path of the disaster. However,
in the experience in the last flood it has shown there is an awful lot
of it that does not get moved out of the path of the disaster, and flood
losses have been very substantial.
Automobiles, for example, which are also personal property, are a
conspicuous example of a type of property which is currently being
covered by the insurance business against the flood hazard.
Senator Lehman. Specifically against the flood hazard or——
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Mr. Kelly. No; they write what is called a comprehensive cover,
which includes all risks, including flood, but there is no flood exclusion.
In my own city of Providence, the losses suffered by the insurance
companies on automobiles which were total losses as a result of the
flooding of the city during the 1954 hurricane were very, very sub
stantial.
Senator Lehman. Is this writing of comprehensive insurance on a
selective basis, or can anybody come in and get it?
Mr. Kelly. No ; it is not selective, Senator. As a matter of fact, it
has come to the point where it is practically the only way against
which physical damage to automobiles is insured. No one now would
buy merely lire and theft coverage, which was the original coverage,
because the difference in cost between fire and theft coverage and
comprehensive coverage is very, very small. It has been found that
if you can put this insurance or afford this insurance to everyone
across the country and everyone buys it that the loss experience is well
within the predictable limits and that it is possible for the business
to handle this loss.
Senator Lehman. Well, that covers automobiles?
Mr. Kelly. Yes.
Senator Lehman. But how about residences ? Would that be on a
selective basis ?
Mr. Kelly. In the residential field where you are, for example,
writing the personal property floater, I think you will find that the
companies are making some effort to underwrite their risks, and they
would be a little reluctant to afford that insurance to a policyholder
whose property was subject to regular, recurrent flooding.
Of course, Senator, I think that from an insurance standpoint, not
thinking of it from the standpoint of your committee, it would
definitely be the feeling that there are certain flood risks which are
and will always be uninsurable. When I say that, the rate for such
risks, because of the abnormal exposure to loss, would have to be so
very high that no one would be willing to pay it.
There are certain risks which are uninsurable as far as fire is con
cerned for practical purposes. In other words, the risk represents
such a loss exposure either by reason of its occupancy or its construc
tion or the absence of any protection against fire loss that the rate has
to be so high that such propery is seldom insured.
The same thing could very well be the situation, although our own
studies have not come to the point where we can say "Yes" or "No" with
reference to flood insurance. That does not mean that the person
who owns that property is being discriminated against by the fact
that he cannot secure either under a Government plan or a private
plan insurance against that particular hazard any more than the man
who cannot buy fire insurance because his house is in such bad shape
or the occupancy is so hazardous need feel he is being discriminated
against.
Senator Lehman. Do you not think that if you could—this is a
little bit a vicious circle—set a rate within the means of people to
pay that it would attract so many people and spread the risk so widely
that a low rate could be obtained or even possibly improved?
Mr. Kelly. Senator, that is the $64 question. If our companies
knew the answer to that one, we would be able to clarify our own
thinking more than we have at the present time. We do not know.
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We made a survey in 1951, and at that time, despite the very heavy
losses that had been suffered, we found most of our policyholders
were not seriously interested in flood insurance. "We do not know
whether if you offered them a program now they would be willing to
pay even what you regard as a reasonable rate for it.
I am inclined to feel with you that if we set an actuarial rate based
on our best calculations which might be higher than the rate you
would think of as a reasonable rate the chance of selling the coverage
would be reduced. But I do not know.
Senator Lehman. I gather from your statement that you feel that
without a subsidy, Government subsidy, insurance against flood dam
age is impracticable ?
Mr. Kelly. I do not, Senator. I may have seemed to hint in that
direction. First of all, my companies are definitely against a sub
sidy in any program which might be adopted by the Government.
We feel that there should be no subsidy. That is, we do not feel
that, either by the Federal Government or the States, part of the cost
of this coverage should be assumed by all of the taxpayers. We feel
that the program should stand on its own feet and that the rates
established should be over a long period of time.
You may say to me then : Does that not mean that most people will
not buy it ? I do not know. But our feeling and our position is simply
this: If the rate is fairly set taking into account the fact that you
do not expect to recover in a single year for the losses sustained in
a major disaster, if you are dealing with a reasonable spread of risks
geographically and in time, we feel that any program developed
should carry its own weight, should pay its own way.
Senator Lehman. Well, what is the alternative ? On the one hand
you say that the insurance companies won't write insurance, won't
give coverage against damage by floods, that the risk is too great, and
on the other hand, you say that you are not in favor of any Govern
ment subsidies—call it by whatever name you want, it would be a
Government subsidy—in order to make insurance available to people
who deserve and are entitled to coverage at a reasonable rate. Now,
what is left to us except to let these poor devils remain without any
coverage at all, without any protection?
That does not seem to be sound.
Mr. Kelly. Unless they were offered an opportunity to buy that
protection.
The complaint has been that insurance is not available. It is not
now available from the private carriers. We are still studying it.
I am in no position to predict what we will come up with. You are
now proposing that there be a Government insurance plan. The only
difference between
Senator Lehman. Only if the insurance companies cannotMr. Kelly. Agreed, only if the private insurance carriers are not
able to come into the picture. And so set up it would both encourage
private insurance and would provide perhaps reinsurance facilities
for them if they were willing to embark on it
Senator Lehman. That is right.
Mr. Kelly. With I think very fine provisions under which the
whole program is reviewed at regular intervals to see whether we
have now reached a position where the private carriers, having seen

1026

FEDERAL DISASTER INSURANCE

a demonstration, can themselves come in and carry the loss. So far
I do not think there is any substantial difference between us at all.
Now we come to this question of rate, and there we start going off,
and perhaps the difference is more apparent than real. You feel that
at the beginning of such a program, after an actuarial calculation of
the proper rate has been made—and I think we are in agreement that
different risks located with different exposures to loss should have
different rates—you then want an arbitrary amount of that to be
undertaken by or to be taken off the shoulders of the policyholders
and assumed by the Government. In other words, we are saying that
the hazard of flood causes such widespread damage to our people, that
it is imperative that people be able to insure against it at a price they
can pay even if that price is not enough to spread the loss, and that
we therefore are going to set up a program of this kind.
Senator, the same argument could be well advanced against every
other hazard against which we now insure. We have had many very
substantial windstorms in the United States in the past few years.
Senator Lehman. But you can insure against them.
Mr. Kelly. Yes; but we insure, against them on the basis where
the premium paid over a reasonable period of time will pay the losses
and the expenses of carrying on the program. There are some people
who say that the cost of insuring against windstorm is now too great.
I am told in my own New England that there are some people who
are now dropping their windstorm coverage because they are unwilling
to pay the premium.
I think that the argument which you have advanced—and this I
would oppose and I think so would everyone else in the insurance
business—which you have made with reference to a single peril is
equally applicable to loss from every other cause.
Senator Lehman. Well. I think it may be. That is why in my bill
I provided for further study to see whether we should include other
natural disasters.
At the moment we believe that flood damage insurance is the most
pressing problem, and. therefore, we are concentrating on that. But
we are certainly not closing the door to other matters.
Let me ask you this : You and some of our other witnesses are shrink
ing away from the use of the term "insurance." If this proposal was
called something else than "insurance," would you still have an ob
jection to a subsidy?
Mr. Keij.y. I do not believe so. Senator. I think the real reason we
are shrinking away from the use of the term "insurance" is that we
hate to contemplate a plan under which a program labeled an "'insur
ance program'" is really not in that category and part of the cost is
being made up by the Government, We think that if the term "in
surance" is used someone might feel, as I have just been discussing
with you. that the same basic principles could be applied to all other
types of insurance and that in all of those other cases people who found
it difficult to pay the premium require*! on an actuarial basis should
also have the help of a Federal subsidy in paying the premium.
1 think that if Congress wishes to enact a program—and I think
several such programs have been dismissed—under which there would
be provision made for the relief of people who suffered flood damage,
there could lie no objection to it.
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But there is one important point here which I am sure troubles you
as it troubles me. Any such program has to be based on the assump
tion that the individual concerned is not able to look after himself.
You see, when we are discussing an insurance program—and let's
just discuss it with reference to those people whom we do not insure,
the residences, the homeowners. I heard Mr. Kiley discuss and felt a
Sreat deal of sympathy for the position of his group, the workers in
onnecticut whose houses—representing a substantial part of their
means—were swept away in the flood. But in the same block of houses
you might have one that was owned by a man who is working in the
foundry of American Brass at Naugatuck, another that is owned by
someone who is perhaps an executive of the same company. You might
have another one that is owned by a widow whose husband is dead and
who is dependent entirely upon such insurance as he left her. And
you might have another which is owned by, let us just say, a lawyer in
town who has had a very good practice.
Those people are not in the same position with reference to their
ability to pay insurance premiums.
I think the point that was discussed with reference to your bill
when Mr. Riley was testifying is one that needs careful thought.
If you are trying to determine what is a reasonable premium, what
is a premium that these people can afford to pay, each one of them
really falls in a different group.
Senator Lehman. Now you are getting into the field of individual
differences, and that is not intended at all. We are taking the Ameri
can public as a group.
Mr. Kelly. I agree with you.
Senator Lehman. Frankly, we are giving very careful considera
tion to this matter
Mr. Kelly. But thereSenator Lehman. May I finish ?
Mr. Kelly. Surely.
Senator Lehman. We are giving careful consideration to the man
of small-earning capacity and small means who just cannot possibly
protect himself.
There is no thought in the mind of anybody in making a difference
in the rate between John Smith at No. 10 Avenue B and Tom Brown
at No. 12 or No. 14, regardless of the personal resources of those two
men. It is on a broad basis. I mean I think there has been a lot of
confusion on that point, and I think it is unfortunate that that point,
which is completely unsupportable, has been raised in this thing
Mr. Kelly. But, Senator, I
Senator Lehman. There is no such thought at all.
Mr. Kelly. Yes, sir.
Senator Lehman. We do, as I said a little while ago—I imagine
you may have heard me—make a difference in the rate based on the
difference in the risk involved.
Mr. Kelly. Yes, sir.
Senator Lehman. That is sound, completely sound.
Mr. Kelly. No question about it.
Senator Lehman. But I do not care what the means of a man are or
his ability to pay as an individual. Of course you cannot do that.
69096—56—pt. 2
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Mr. Kelly. You see, that comes to my basic point. If we do this
under the guise of an insurance program, all of those people whose
property is there equally enjoy the Government subsidy, because their
rate takes into account the fact of the risk to which their houses are
exposed. Just to name a figure out of the air as was I believe in one
of the bills, Senator Bush's bill, 40 percent of the cost would be paid
by the Government. That means that I would enjoy it, the man
down the block who has a smaller house, and perhaps whose means
are not as great as mine would also enjoy it to the same degree. Be
cause my house is more valuable than his, I would really get a bigger
subsidy in dollars than he would.
On the other hand, if you set this up as a relief program and leave
the insurance angle out of it, then you are in a position where you can
give relief to those people who need it. And in that case, suppose
that we both suffered $1,000 in damages as a result of a flood, myself
and John Doakes down the block. That leaves me paying it and it
leaves John in a position where if he needs help he can get help. I
have no complaint with that at all.
Senator Lehman. Well, I gather that you object to the term "inMr. Kelly. I am afraid most
Senator Lehman. For fear that it may affect the insurance business
in other lines.
Mr. Kelly. Very definitely, sir.
Senator Lehman. I hope it never will, because I hope the insurance
companies themselves will be able to do this business. But they are
not able to do it. I say they are not able. Maybe they are not willing
to do it. I do not know.
Mr. Kelly. I do not think we know quite yet.
Senator Lehman. But, at any rate, there is no insurance available.
This proposal is not just a matter of relief or a gift. The man who
takes out this insurance policy will still have to pay a premium, not
necessarily the actuarial premium based on actuarial computations, but
he nonetheless will pay a premium.
On the testimony of the insurance companies—some of them—it has
been demonstrated that the rate would have to be very high. We feel
that that could not be borne by the property owner, and, therefore, we
say if necessary the Government will give a subsidy which will reduce
the rate to reasonable dimensions.
Subsidies are nothing new in this country, you know. We give sub
sidies to a great many industries. You enjoy those, the benefit of those
subsidies, and the fellow who is making $40 or $50 a week enjoys them
too to a certain extent. But they are subsidies nonetheless. I think in
many cases they were not only justified but necessaryAll we are proposing here is to give a subsidy. The amount of the
subsidy is indefinite and it must be indefinite until this thing has been
worked beyond purely an experimental basis for a year or two. But
I have always said this cannot be done without Government subsidy,
and it cannot be. I am more convinced than ever of that.
But I think that it is a subsidy that is justified for the protection of
the citizens of the country. Nobody is forced to do this, to take out
the insurance, but he can take it out. Sometimes the fellow may be
surprised that disaster hits his area when he is not expecting it. * He
has the right to protect himself against that.
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I really think that what you are afraid of is the word "insurance,"
and I have been perfectly frank in saying that while this is insurance
certainly—I would not change the term—it nonetheless presupposes
and necessitates a subsidy.
Mr. Kelly. Well, I think I have made my point clear, Senator.
Senator Lehman. You have.
Mr. Kelly. I do not agree, and there is no sense in exploring it
further between us. I think you might find some interesting testi
mony on the same point from the other insurance men who will
appear before you within the next week or so.
Senator Lehman. Well, now, let me ask you this. These are based
on assumptions.
Mr. Kelly. Surely.
Senator Lehman. I want your evidence as an experienced insur
ance man. Assuming there must be a limit per policy contract—and
both bills have said that—do you think it would be more advisable to
place this limit on a per property rather than on a per person basis ?
Mr. Kelly. I would think definitely on a property, on a location,
rather than a person basis.
Senator Lehman. Do you have any opinion on the practicability
of requiring State participation in the writing of each insurance con
tract issued by the Government under a program such as those pro
posed in the bills pending before the subcommittee ?
Mr. Kelly. Senator, in view of the fact that I have taken such a
strong position against any subsidy or participation, I think I will
have to say I was against a State participation. As to whether or
notSenator Lehman. Wait a minute. You are against both Federal
and State. Let us assume now there is going to be a subsidy.
Mr. Kelly. I would imagine the bill
Senator Lehman. Can you express any opinion as to the practica
bility of having the States assume part of that ?
Mr. Kelly. Speaking only for myself—this question has not been
considered by our companies—I would think a single Federal subsidy
would be far more workable, because of the fact that you would
have to wait for legislation in all of the States. From my experience
with State legislatures, I doubt that you would get uniform action
by all of the States within a reasonable period of time.
Senator Lehman. If the Government offered a reinsurance pro
gram—and I very much hope they will—would your group be willing
to write insurance against loss due to water component of hurricanes
on the specialized types of industrial property normally covered by
polities issued by members of your group ?
Mr. Kelly. I think, Senator, we would have to study the Govern
ment's plan when it was out. I can say that we would give it very
careful attention to see whether it would be possible for us to pro
vide insurance on the basis which you outline.
I cannot now say that we would or would not because we would
have to know just exactly what the conditions were.
Senator Lehman. Well, this is also an "iffy" question, because I
fully understand and I respect your reservations with regard to this.
But assuming now that a bill is enacted, do you believe it more advisa
ble to let the agency administering this program determine how much
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of the total protection will be made available in the form of insurance
or indemnity on the one hand—that is, straight insurance or indem
nity on the one hand—and how much will be made available in the
form of reinsurance on the other hand, rather than have the statute
earmark top limits for each of these two types of protection ?
Mr. Kelly. Senator, I have a definite opinion on that. If this bill
is to be enacted, I think you should have a single, overall limit which
the Administrator can use in either field. I think you have made it
clear that you would prefer a plan under which the private insurance
companies through their present machinery offered such protection
with the help of Government reinsurance. It is impossible to de
termine yet what way the plan will work out, and you should there
fore enact your bill to give the greatest possible flexibility.
In other words, the Administrator should have an overall amount
which is the limit Congress is willing to set and then should be able
to use it either through a program of direct Government insurance or
through reinsurance of private carriers, whatever develops at the time.
He may want to switch as the program develops.
In other words, it might start as basically a program of direct Gov
ernment insurance administered through private carriers, and then
as the private carriers perhaps became more familiar with it there
would be the possibility of a switch in the program over a period of
years, so that my only suggestion would be to make the bill as broad
in its terms as is possible on that point so that the Administrator
would have the greatest possible freedom of action.
Senator Lehman. I want to emphasize before you leave something
that I have said very frequently during these hearings. And that is
that it is not the intention of this committee—I think I am safe in
saying it will not be the intention of the Congress—to compete with
the insurance companies. That we will be delighted to have the in
surance companies take over and operate this whole plan if they
are willing or able to do it.
There is, I think, some fear in the minds of some people that this is
another competition of Government with private industry. It is
certainly not that.
We are anxious—I am anxious, and I speak for at least some of
my fellow members on this committee—to see that means are made
available at reasonable prices through which a property owner can
protect himself. But that is our only desire. We certainly do not
wish to compete with the insurance companies. We will surrender
the field in this kind of insurance very, very cheerfully and willingly
to the insurance companies if and when the day arises that they are
able to handle this thing.
I want to thank you very much indeed, Mr. Kelly, for coming here.
I have differed with you, as is obvious, on some parts of your testi
mony, but I want to thank you for your cooperation. You have been
very cooperative, not only here as a witness but during the considera
tion of this legislation at other times, and your testimony today is
very helpful and I am sure will be read with a great deal of interest
by the members of the committee.
Mr. Kelly. Thank you, Senator.
Senator Lehman. The last witness today is Mr. Arthur D. Condon,
representing Trucking Industry, Inc.
Mr. Condon.
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STATEMENT OF ARTHUR D. CONDON, GENERAL COUNSEL, INDE
PENDENT ADVISORY COMMITTEE TO THE TRUCKING INDUSTRY,
INC.
Mr. Condon. Good morning, Senator. Senator, I have a brief
prepared statement which I will read if I may.
Senator Lehman. If you will. Will you proceed ?
Mr. Condon. May I express the appreciation of the organization
I represent for the opportunity you are affording me as its spokesman
to testify here before your honorable committee.
The organization is the Independent Advisory Committee to the
Trucking Industry, a labor-management group known as ACT. The
principal directors include Mr. Dave Beck, who, as general president
of the International Brotherhood of Teamsters, represents labor;
Mr. Roy Fruehauf, a leading manufacturer who is president of the
Freuhauf Trailer Co. ; and two leading truck owners and operators,
namely, Mr. Walter F. Carey, board chairman of the American
Trucking Associations Foundation, and Mr. B. M. Seymour, presi
dent of Associated Transport, Inc.
Within very recent days a rather large number of statements of
scientists, administrators, and other interested people have been
widely publicized in the press and magazine stories challenging the
adequacy of the Nation's civil-defense readiness.
Senator Lehman. Mr. Condon, I am afraid I will have to get down
to the floor, because I think there are some votes down there. I would
therefore like to recess until 3 o'clock this afternoon
Mr. Condon. Surely.
Senator Lehman. Because I am afraid we will not be able to get
through.
Mr. Condon. Actually the statement is very brief. I was not going
to read the appendix.
■ Senator Lehman. Maybe you would read this and then place the
balance in the record.
Mr. Condon. Yes, sir.
Senator Lehman. That would obviate the necessity of having it
all read.
Mr. Condon. It will take about 2 or 3 minutes more. Is that all
right?
Senator Lehman. Yes. You may proceed.
Mr. Condon. I spoke of the challenge to the adequacy of the
Nation's civil-defense readiness. Actually, the degree of readiness
depends upon the extent of cooperation from the trucking industry.
This is so because, beginning at the time the widespread disaster effects
of the H-bomb were recognized several years ago, the civil-defense
policy changed from the basic plan of having city people go under
ground in time of a threatened or actual bombing attack to a program
for evacuating our cities. The percentage of people of any metro
politan area which could be removed in advance of an attack would,
of course, depend in the first instance upon the amount of advance
warning. But it would also depend upon the speed with which trucks
and other highway transport could be diverted from their normal op
erations and employed in the transportation of people, and in supply
ing the necessities of life to the evacuated people during the period
they would have to remain away from their homes.
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The Independent Advisory Committee to the Trucking Industry
represents tne trucking industry in working with the Federal Civil
Defense Administration authorities and other officials engaged in this
work at State and municipal levels.
Several of the insurance problems which would arise under threat
of a hostile attack, or actual attack, and the consequent employment
of trucks are dealt with in the bills under consideration here, but not
all. Let us see what would actually happen in such an event, which
might occur at any time as we understand it.
In the first place, an attack on this country would inevitably place
upon the trucking industry the burden of national transportation, for
the in-place marshaling yards necessary for the operation of the mass
transportation facilities of the railroads are extremely vulnerable to
nuclear attack. Trucks on the other hand offer flexible, easily dis
persed facilities which will of necessity become the principal means
of insuring continuing national effort.
Take the particular case of a large truck-trailer loaded with mer
chandise stopped by the military or the police or someone else working
for the local civil defense authority. The vehicle is wanted to trans
port people quickly. In many circumstances, the cargo would have
to be dumped on the side of the road. The services of the truckdriver
would be needed because of his skill and experience and his familiarity
with the particular vehicle.
At that point, I am sure we are all in agreement that the driver is
entitled to two things. Assuming that his own family is in the area
to be evacuated, he must feel assured that his family is being taken
care of. The arrangement with civil defense provides for an official
to be in charge of personnel for an operation of this type. This
arrangement provides for looking after the families of truckdrivers
and is a source of reassurance to the drivers themselves. But the
truckdriver also should have insurance covering injuries which he may
suffer while working for civil defense, and insurance to protect him
against claims for personal injuries and damages made against him
while engaged in civil-defense activities.
In the situation I referred to involving commandeering of a truck
for civil defense, insurance covering the merchandise in the track, and
also covering damages which might be inflicted by the truck during
its use by civil defense, are necessary and cannot lie provided through
normal insurance channels.
Then too, there is the broader question as to insurance covering in
juries and damages to other |iersons and property caused by the per
sonnel and property being operated under civil defense, including
injuries and damages for persons and property serving under civil
defense. In response to an earlier committee request, a draft of a
suggested bill modeled to some extent after the War Damage Corpora
tion provisions of previous statutes was submitted to this committee's
staff and is attached hereto as an appendix to this statement.
I realise that the contemplation of mass evacuation of an American
city may well conjure a fear of incredible panic and chaos in which
the highways and streets would become choke*! with straggling people
to the point where they would be impassable and all medical and other
vital sen ioes would be blocked off. We realise that a great deal of
education must take place promptly if this program is to work. Tests
are being made and continue to take place. There is no substitute for

FEDERAL DISASTER INSURANCE

1033

the role of the trucking industry in the civil-defense program. It
seems obvious that the kind of insurance referred to in this statement
is essential.
We desire to make it clear that we do not know to what extent, if
any, private insurance either approves or disapproves the submitted
draft. We do believe that the problem properly belongs in the study
your committee is making. Although representatives of several seg
ments of private insurance have participated to some extent in the dis
cussions which led to this draft, there has not been time to obtain the
views of the private insurance industry as a whole on the draft. It is
considered or primary importance that the matter be brought to your
committee's attention.
Senator Lehman. Thank you very much, Mr. Condon. Your state
ment with the proposed draft bill and your September 23, 1955 letter
explaining it will be placed in the record.
Mr. Condon. Thank you, sir.
(The material submitted by Mr. Condon follows:)
Davies, Richbero, Tydinqs. Beebe & Landa,
Washington, D. C, September 23, 1955.
Senate Banking and Currency Committee,
Senate Office Building,
Washington, D. C.
(Attention : William F. McKenna, esq., Counsel.)
Gentlemen : Pursuant to the conversation the undersigned had with Mr. Mc
Kenna, the enclosed draft of a bill is submitted herewith with the request on
behalf of the Independent Advisory Committee to the Trucking Industry, Inc.,
that the bill be considered as part of the study of Government participation in
disaster insurance being made by a subcommittee headed by Senator Lehman.
For the further information of your committee a summary of the background
leading up to the preparation of this draft will be set forth as follows. Begin
ning about 2 years ago at the time the widespread disaster effects of the A-bomb
were publicized, the Federal Civil Defense Administration policy changed from a
plan to have city people go underground in time of a bombing attack or threat of
such attack, to a program for evacuating cities in advance of such attack. This
program for speedy evacuation, and its concomitant plan for supplying the neces
sities of life to the people evacuated during the period they would have to remain
away from their homes, has been built around the trucking industry as the
major transportation factor. The Independent Advisory Committee to the
Trucking Industry (known as the ACT Committee), a labor-management group,
is the trucking industry representative in working with the Federal Civil Defense
Administration authorities and other officials engaged in that work at State and
municipal levels.
From the beginning of the meetings between Federal and ACT Committee
representatives it was recognized that insurance protection for the personnel and
property to be utilized in connection with evacuations and subsequent supply
missions constituted a vital consideration. A study of war risk insurance, the
activities of the War Damage Corporation, and other Federal legislation of the
past, particularly during the two world war periods, were studied, as was the
legislation under which these organizations functioned. None of these former
insurance provisions met the needs of today's potential A-bomb attacks and
threats of attack.
The scope of the insurance problem presented in anticipation of A-bonib attacks
or threats thereof can be brought to mind by visualizing what would actually
occur. For example, at some point the civil defense authorities (and they might
actually be policemen or soldiers acting at the moment under the authority of
Federal Civil Defense) would, in effect, commandeer trucks to be used for
evacuating people and vital supplies. The freight on board these trucks would
be dumped off on the side of the road. The truck drivers would be ordered to
operate their trucks under directions of the civil defense authorities. It is
obvious that adequate insurance coverage must exist for the protection of the
truck drivers, the trucks, and the unloaded freight during the period of operation
under civil defense. We submit that it is essential that Federal legislation be
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adopted promptly providing this type of insurance, and that the existence of
these insurance provisions be widely publicized as soon as they become law.
These steps are essential to the degree of cooperation which civil defense evacu
ation plans demand of the personnel and equipment owners.
In this letter reference has been made to just a few of the practical eventuali
ties which must be insured against under the civil defense plans. Another
facet is insurance covering injuries and damage to other persons and property
caused by the personnel and property being operated under civil defense, includ
ing injuries and damage to persons and property also being utilized i>y civil
defense in the operation.
We would like to make it clear that we don't know at this time to what extent,
if any, the private insurance business of the country approves or disapproves of
the proposed legislation. Representatives of several segments of private insur
ance are serving on the Insurance Committee of the ACT Committee and have
participated to some extent in discussions which led to this draft. However, we
believe that this problem properly belongs in the study your recently created
subcommittee is going to make and there isn't time between now and your sub
committee's deadline for obtaining the views of the private insurance groups on
the proposed bill.
It is requested that the Independent Advisory Committee to the trucking indus
try be afforded an opportunity to testify before your subcommittee on the subject
covered in this letter.
Sincerely,
Arthur D. Condon.
Draft
A BILL To establish the War Damage Corporation to Insure against loss of or damage to
property, real and personal, which may result from enemy attack, and for other purposes
Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That—
(a) There is hereby created a War Damage Corporation (hereinafter referred
to as the "Corporation") which shall insure, as hereinafter provided, against
loss of or damage to property, real and personal, and loss of life or injury to
persons engaged in Civil Defense activities while under the direction of the
Administrator of Civil Defense which may result from enemy attack, or threat
thereof.
(b) The management of the Corporation shall be vested in a board of directors
consisting of three members, one of whom shall be the Comptroller of the Cur
rency, and two of whom shall be citizens of the United States to be appointed by
the President, by aSa with the advice and consent of the Senate. One of the
appointive members shall be the chairman of the board of directors of the Cor
poration and not more than 2 members of such board of directors shall be mem
bers of the same political party. Bach such appointive member shall hold office
for a term of seven years and shall receive compensation at the rate of $17,500 per
annum, payable monthly out of the funds of the Corporation, but the Comptroller
of the Currency shall not receive additional compensation for his services as such
member. In the event of a vacancy in tlje office of the Comptroller of the Cur
rency, and pending the appointment of hfs successor, or during the absence of
the Comptroller from Washington, D. C, the acting Comptroller of the Cur
rency shall be a member of the board of directors in the place and stead of the
Comptroller. In the event of a vacancy in the office of the chairman of the
board of directors, and pending the appointment of his successor, the Comptroller
of the Currency shall act as Chairman.
(c) There is hereby authorized to be appropriated, out of any money in the
Treasury not otherwise appropriated, the sum of $100,000,000, which shall be
available for payment by the Secretary of the Treasury for capital stock of the
Corporation, which shall be subscribed for by him on behalf of the United States.
Payments upon such subscription shall be subject to call in whole or in part
by the board of directors of the Corporation. Receipts for payments by the
United States for or on account of such stock shall be issued by the Corporation
to the Secretary of the Treasury and shall be evidence of the stock ownership of
the United States. Such stock shall have no vote and shall not l>e entitled to
the payment of dividends.
(d) The Corporation shall have power—
First: To adopt, alter, and use a Corporate seal.
Second : To have succession until dissolved by an Act of Congress.
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Third: To make contracts.
Fourth : To use its funds to provide through insurance, reinsurance, or
otherwise,
(i) Reasonable protection against loss of or damage to property, real
or personal ;
(ii) Reasonable protection against such liability as may exist under any
workmen's compensation or occupational disease act, or by way of em
ployer's liability for injury, disease or death suffered by employees and
arising out of or in the course of employment ;
(iii) Reasonable compensation for personal injury or death suffered
by any civil defense worker in the performance of civil defense activities
under state civil defense programs ;
(iv) Reasonable protection against such liability for loss of life or
injury to persons and loss of or damage to property, real or personal,
as may result and exist from actions taken by the Administrator of
Civil Defense, State Civil Defense Authorities, or those operating
under his or their direction ; and
(v) Subject to the authorizations and limitations prescribed In Sec
tion (d) (iv) any loss of life or injury to persons and loss of or damage
to property, real or personal, as may result and exist from actions
taken by the Administrator of Civil Defense, State Civil Defense Au
thorities, or those operating under his or their direction, shall be com
pensated by the Corporation without requiring a contract of insurance
or the payment of premium or other charge, and such loss, damags or
injury may be adjusted as if a policy covering such property or life was
in fact in force at the time of such loss or damage; which may result
from hostile or warlike action, including action in hindering, combating,
or defending against an actual, impending, or expected attack, by any
government or sovereign power, or by any authority using military,
naval, or air forces ; or by military, naval, or air forces ; or by an
agent of any such government, power, authority, or forces ; and any ac
tion taken by the military, naval, or air forces of the United States in
resisting enemy attack or any action taken by the Civil Defense Ad
ministrator or those acting under him, in the event of enemy attack,
or threat thereof; with such general exceptions as the Corporation,
with the approval of the President, may deem advisable. Such pro
tection shall be made available upon the payment of such premium or
other charge, and subject to such terms and conditions, as the Corpora
tion, with the approval of the President, may establish, but, in view of
the national interest involved, the Corporation shall from time to time
establish uniform rates (A) for each type of property with respect to
which such protection is made available, (B) for such workmen's com
pensation reinsurance, (C) for compensation for personal injury or death
suffered by civil defense workers with respect to whom such protection
is made available, and, in order to establish a basis for such rates, the
Corporation shall estimate, from time to time, the average risk of loss
on all such property of such type in the United States, from all such
workmen's compensation reinsurance, and on all such compensation.
Such protection shall be applicable only (1) to such property situated
in, or such liability under the laws of, or such personal injury or death
of a civilian defense worker occurring in, the United States, the several
States, the District of Columbia, the Canal Zone, the Territories and
possessions of the United States; (2) to such property in transit be
tween any points located in any of the foregoing; and (3) to all
bridges and tunnels between the United States and Canada and between
the United States and Mexico : Provided, That such protection shall not
be applicable to property in transit upon which any agency of the Gov
ernment is authorized to provide marine war-risk insurance. The
Corporation, with the approval of the President, may suspend, restrict,
or otherwise limit such protection in any area to the extent that it may
determine to be necessary or advisable in consideration of the loss of
control of such area by the United States making it impossible or im
practicable to provide such protection in such area. The Corporation,
with the approval of the President, may provide such limitations and
general exceptions with respect to classes of property protected, such
workmen's compensation reinsurance, such personal injury or death of
a civilian defense worker and other matters as the Corporation may
deem necessary or desirable.
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Fifth : To sue and be sued, complain and defend, in any court of law or
equity, State or Federal.
Sixth : To appoint by its Board of Directors such officers and employees as
are not otherwise provided for in this section, to define their duties, and to
delegate such powers as may be appropriate to carry out such duties, and to
require bonds of them and fix the penalty thereof : Provided, however That all
employees on the payroll of the Corporation shall have been appointed and shall
be compensated in accordance with the Civil Service Act. and the Classification
Act of 1949.
Seventh : To prescribe by its Board of Directors, bylaws not inconsistent with
law, regulating the manner in which its general business may be conducted, and
the privileges granted to it by law may be exercised and enjoyed, and to amend
and repeal bylaws governing the conduct of its business and the performance of
the powers and duties granted to or imposed upon it by law.
Eighth : To exercise by its Board of Directors, or duly authorized officers or
agents, all powers specifically granted by the provisions of this section and
such incidental powers as shall be necessary to carry out the powers so granted.
Ninth : To prescribe by its Board of Directors such rules and regulations as it
may deem necessary to carry out the provisions of this section.
Tenth : To invest money of the Corporation not otherwise employed in obliga
tions of the United States in or in obligations guaranteed as to principal and
interest by the United. States.
Eleventh : To acquire, in any lawful manner, any property—real, personal, or
mixed, tangible or intangible—to hold, maintain, use and operate the same;
and to sell, lease, or otherwise dispose of the same, whenever any of the fore
going transactions are deemed necessary or appropriate to the conduct of the
activities authorized by this act, and on such terms as may be prescribed by
the Corporation.
Twelfth : to execute all instruments necessary or appropriate in the exercise
of any of its functions.
Thirteenth : To use the United States mails in the same manner and under
the same conditions as the executive departments of the Federal Government.
Fourteenth : To settle and adjust claims held by it against other persons or
parties and by other persons or parties against the Corporation.
Fifteenth : To take such actions as may be necessary or appropriate to carry
out the powers and duties herein or hereafter specifically granted to or imposed
upon it.
Sixteenth : To deposit the funds of the Corporation with the Treasurer of
the United States in an account marked with the name of the Corporation.
Seventeenth: To issue, whenever in the judgment of the Board of Directors
additional funds are required for the purpose of carrying out its functions with
respect to insurance and have outstanding its notes, debentures, bonds, or other
obligations, in a par amount aggregating not more than three times the amount
received by the Corporation in payment of its capital stock. The Secretary of
the Treasury is authorized and directed to purchase such obligations and may,
at any time, sell any of such obligations of the Corporation. All redemptions,
purchases, and sales by the Secretary of the Treasury of the obligations of the
Corporation shall be treated as public debt transactions of the United States.
(e) Upon the dissolution or liquidation of this Corporation by Act of Con
gress, all funds belonging to the Corporation shall revert to the United States,
after payment of all necessary expenses of liquidation including refunds to
insureds for unearned premiums.
(f) The Corporation shall annually make a report of its operations to the
Congress as soon as practicable after the 1st day of January in each year.
(g) The Corporation, including its franchise, its capital, reserves, surplus, and
income, shall be exempt from all taxation (which shall, for all purposes, be
deemed to include sales, use, storage, and purchase taxes) now or hereafter
imposed by the United States, or any Territory, dependency, or possession
thereof, or by any State, county, municipality, or local taxing authority, except
that any real property (or buildings which are considered by the laws of any
State to be personal property for taxation purposes) of the Corporation shall be
subject to State, Territorial, county, municipal, or local taxation to the same
extent according to its value as other real property is taxed.
(h) The Corporation shall contribute to the civil-service retirement and dis
ability fund, on the basis of annual billings as determined by the Civil Service
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Commission, for the Government's share of the cost of the civil-service retire
ment system applicable to the Corporation's employees. The Corporation shall
also contribute to the employees' compensation fund, on the basis of annual bill
ings as determined by the Secretary of Labor, for the benefit payments made
from such fund on account of the Corporation's employees. The annual billings
shall also include a statement of the fair portion of the cost of the adminis
tration of the respective funds, which shall be paid by the Corporation into the
Treasury as miscellaneous receipts.

Senator Lehman. Thank you very much for coming here.
The committee will certainly give careful study to your proposal.
Mr. Condon. Thank you.
Senator Lehman. The committee will now stand recessed until
Tuesday, February 21, at 10 o'clock.
(Whereupon, at 12: 20 p. m., the subcommittee recessed, to recon
vene at 10 a. m., Tuesday, February 21, 1956.)
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tuesday, february 21, 1956
United States Senate,
Committee on Banking and Currency,
Subcommittee on Securities,
Washington, D. G.
The subcommittee met, pursuant to recess, in room 301, Senate
Office Building, at 10 : 10 a. m., Senator Herbert H. Lehman (chair
man of the subcommittee) presiding.
Present : Senators Lehman, Robertson, Ives, and Bush.
Senator Lehman. The hearing will come to order, please.
Our first witness is Senator Kuchel of California. We are very
glad you are here, Senator.
STATEMENT OF THOMAS H. KUCHEL, A UNITED STATES SENATOR
FROM THE STATE OF CALIFORNIA
Senator Kuchel. Thank you very much, Mr. Chairman.
Senator Lehman. This is of great interest.
Senator Kuchel. Mr. Chairman, in the state of the Union message,
the President of the United States said :
A modern community is a complex combination of skills, specialized buildings,
machines, communications, and homes. Most importantly, it involves human
lives. Disaster in many forms—by flood, frost, high winds, for instance—can
destroy on a massive scale in a few hours the labor of many years.
Through the past 3 years, the administration has repeatedly moved into action
wherever disaster struck. The extent of State participation in relief activities,
however, has been far from uniform and in many cases has been either inade
quate or nonexistent. Disaster assistance legislation requires overhauling, and
an experimental program of flood-damage indemnity should be undertaken.
The administration will make detailed recommendations on this subject.

On January 5, Mr. Chairman, I was delighted to join with the senior
Senator from Connecticut, Mr. Bush, and others in introducing a series
of bills, one of which provided for disaster insurance legislation.
That legislation confined disasters to be covered by indemnity legisla
tion to floods. At that time I said in the Senate :
The Senator from Connecticut is rightly concerned with floods. So am I.
But I am also going to ask this Congress to include in disaster insurance legis
lation provision for the people in this country to buy, upon the same basis that
they would purchase flood insurance, insurance against the tragedies which the
people of my State have suffered from time to time when earthquakes have destroved great communities and large areas in California and elsewhere in the
West.

After almost every widespread disaster caused by nature in this
country, the problem of insuring the American people against serious
1039
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economic losses through unpreventable and uncontrollable forces has
caused study and discussion. Unfortunately, there never has been
any followthrough resulting in creation of a system which would
enable our Nation to obtain coverage in advance of catastrophes. It
is very heartening to know that this subcommittee and a companion
group in the House are working seriously on legislation proposed to
meet this desperate need.
The urgency of affording financial protection against the ravages of
floods now seems to be generally recognized. This has come about for
several reasons, including the mushroom growth of communities in
all sections of our country, the seeming change in the pattern of devas
tating hurricanes, and the realization that flood-prevention and
stream-control works cannot be constructed to meet every possible
eventuality.
I am extremely desirous to participate in the enactment of a law
that will fill the gap in our comprehensive system of insurance against,
accidents to persons and property. The people of the United States
have devised through the years a most admirable and commendable
insurance system which takes care of almost every conceivable variety
of calculated risk. The glaring weakness, which this committee is
trying to correct, is in protection against forces of nature.
Recurrently, different parts of the United States have sustained
tragic and great losses through floods. The devastation resulting
from torrential downpours has not been confined to any area, as wa9
so shockingly clear last year when hurricanes and tropical storms
ravaged the Atlantic coast and unprecedented unseasonable storms
smashed the Pacific coast.
In coming here this morning, I have two purposes, Mr. Chairman.
I want to urge this subcommittee to write and recommend to the
Senate a comprehensive bill providing protection against future flood
losses, and I wish to ask specifically that such legislation be broad
enough to cover another and often more terrible type of natural
catastrophe, earthquakes.
While I have seen personally the devastation which can be wrought
by rampaging rivers and streams, I desire to suggest that the extent
of losses from floods often can be reduced through advance warnings.
It is physically possible to track storms, measure rainfall, and predict
heavy runoff, although it is not practicable to evacuate entirely areas
where floods may strike.
The threat of earthquake damage, Mr. Chairman, cannot, however,
be anticipated in any degree. Instead of being a visible menace such
as rain and snow, the shudders and thrusts and twists of the earth
which often destroy substantial buildings and break highways, water
and sewer systems, power and communications lines, and other works
strike without the least or slightest warning.
The science of seismology has not yet reached the point where any
countermeasures can be taken except to adopt, to apply, and to enforce
building codes calling for extraordinary techniques and generally
increased expenditures in areas where history shows earthquakes are
most likely to occur.
The area of the United States from which I come is, of course, one
of the most active earthquake zones on the face of the globe. My
home State has suffered no less than 25 destructive quakes in the past
50 years. The records of the United States Coast and Geodetic Sur
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vey, which admittedly are neither complete nor up to date, show Cali
fornia suffered between 1810 and 1948 a total of 15 shocks officially
classed as "great." There were between 1800 and 1948 another 36
termed "very strong."
The official scientific classification is not, however, a true indication
of the damaging effect. The Long Beach quake of 1933, which I
saw, Mr. Chairman, is described as "not of major magnitude" but is
officially cataloged, nevertheless, as "the second most destructive
shock" in American history. Damage was officially estimated at $40
million and 115 lives were lost. Since records have been kept, hardly
a part of the State of California has escaped the effect of contortions of
the earth. The Coast and Geodetic Survey records show quakes have
been felt from San Diego and the Mexican border to the Oregon line.
I want to mention just a few of the more damaging tremors which
are on record. Less than 4 years ago, in the summer of 1952, damage
of at least $50 million was done in the area around Bakersfield in Kern
County by what is termed the largest earthquake since the tragedy at
San Francisco, the quake and fire of 1906. Damage estimated at $25
million was done by shakes in the Olympia-Tacoma area of neighbor
ing Washington in 1949. Extensive damage, especially to irrigation
and reclamation works, was sustained when a series of earthquakes in
the summer of 1954 hit upward of 130,000 square miles of neighboring
Nevada. During the past several months shudder after shudder has
stirred the Imperial Valley. And just last week when I was in Los
Angeles we experienced several minor quakes which, however, did
trifling damage.
My desire to obtain insurance protection against earthquake damage
naturally stems from the fact that so much of my own State lies along
one of the greatest and best known faults in the entire face of the earth.
However, I wish to emphasize that the sleeping giant in the bowels of
this planet can vent his wrath almost anywhere in our Nation.
I am sure members of this subcommittee, Mr. Chairman, will be as
impressed as I was to find that the Coast and Geodetic Survey has re
corded earthquakes in 44 separate States of the Union. At least one
measurable quake has occurred in every State represented by members
of your subcommittee. The greatest number shook the State of the
chairman. New York has had 16 recorded quakes between 1900 and
1946, and 1 in 1944 was felt over 175,000 square miles.
Fortunately for our Nation, the bulk of earth shudders are not
severe and the overwhelming number of heavy quakes has been
observed in relatively unpopulated sections. Cases of minor damage
are common, generally limited to broken glass, cracked walls, tumbled
dishes and groceries. Furthermore, scientists and engineers have
increased their knowledge of the nature of shocks and quivers of the
earth and observed the resistance of various building materials and
different construction methods, so that the clanger is constantly being
reduced.
California, for example, as a result of the several earthquakes sur
rounding the Long Beach disaster, by law provided for building
restrictions with respect particularly to public buildings and especially
to the new construction of schoolhouses in California, to cope with
that problem.
However, just as New England and New York went untouched by
» hurricane for over a century and now seem to be in the direct path
•*■
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of recurrent major disturbances from the tropics, damage from earth
quakes is entirely possible—on the basis of official records—at almost
any point in the entire country. There is no way of estimating what
damage would have been done, how much loss would have been sus
tained, if some city on the Atlantic seaboard had been hit by the
contortions of the earth in 1925 instead of Santa Barbara and Ventura
3,000 miles across the continent.
In view of the recorded seismological history—a total of 390 tabu
lated by the Coast and Geodetic Survey in the first 46% years of
this century—I submit there is every reason to include earthquakes in
the list of natural disasters covered in the insurance legislation your
subcommittee is endeavoring to perfect.
I am quite aware, Mr. Chairman, that you have included in the legis
lation which bears your name before this committee the subject of
earthquakes as one to be covered in disaster legislation. I make this
statement particularly because at the time that I joined my friend
from Connecticut, who was primarily interested in the continuing
tragedy of hurricanes and floods, no mention was made of earthquakes
in his legislation.
I appear here, I repeat, for two purposes—to pledge to this com
mittee that any type of sound legislation permitting disaster insurance
for all kinds of hazards from the elements will receive my unstinting
support, and secondly and particularly with respect to that legislation
I do want the subject of earthquakes considered and I hope included
in any legislation which this committee will recommend to the Senate
floor.
Thank you.
Senator Lehman. Thank you very much, Senator.
I am sure you are aware of the fact that in the original draft of a
bill which I submitted to the committee I included a coverage on
many natural disasters. As a matter of fact, I went considerably
further, and in that first draft I included manmade disasters. As far
as I know, there is nothing now in any of the bills that covers natural
disasters beyond flood and the effect of tidal waters on property, things
of that sort, except that in my bill—and I am not sure whether that
is contained in Senator Bush's bill or not—I do provide for coverage
against flood damage and then direct the Administrator to make a
study and report back to Congress within a reasonable time with re
gard to the practicability and the desirability of coverage on other
natural disasters.
We recognize that other natural disasters do impose a very great
obligation on the Congress to study this situation carefully with the
expectation that at some time the number of natural disasters which
are covered by the bill would be increased.
But the reason we have limited it so far, the actual language, to
flood insurance is because we felt that was the most urgent, the most
current matter. We did not want to complicate it by consideration of
further coverage on further natural disasters.
I do not know whether Senator Bush's bill goes further than my
bill. I do not believe it does, however.
Senator Bush. No.
Senator Ives. Mr. Chairman ?
Senator Lehman. May I just finish one further question ? Is earth
quake insurance available now ?
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Senator Kuchel. No ; it is not.
Senator Lehman. Commercially ?
Senator Kxjchel. No.
Senator Lehman. No insurance companies as far as you know
write it, at any rate ?
Senator Kuchel. That is correct.
Senator Ives. Well, my impression, Mr. Chairman, is that you can
can get earthquake insurance at a price. That is the one thing I was
going to bring out. However, I want to point this out, Mr. Chairman :
I am very glad that the legislation we have so far has pinpointed on
floods. I strongly favor legislation of that type now. It is not avail
able, we all know, from a commercial source. I think if we keep it
pinpointed on one thing, we may get some legislation. But if we
spread out and include every type of disaster known to man, we will
not get anywhere or anything.
That is the comment I had to make.
Senator Lehman. That is my feeling too.
Senator Bush.
Senator Bush. Mr. Chairman, if I could have the Senator's at
tention on this, of course the Senator is one of the sponsors of our
bill S. 2862, and I am awfully glad he is. He certainly has good
reason to be with the disasters they have had out there due to the
floods in the last few months particularly.
But on the question of earthquakes, I would like to quote from the
hearings which our committee held. On page 516 it speaks of insur
ance customarily written by insurance companies covering natural
disasters, and it says :
Protection from the peril of earthquake may be insured by specific earthquake
policy or by endorsement attached to a standard fire-insurance policy. All in
land marine policies may be extended to cover damage caused by earthquake.
Some policies include earthquake as one of the perils of the standard contract.
Then in our staff study on page 247, on the question of Federal
disaster insurance, we find this statement at the top of page 247 :
During 1954 the company had one earthquake claim resulting in a loss of
$1,532. It is estimated by the United States Coast and Geodetic Survey that
about $1 billion of earthquake insurance is presently in force in California.
I mention those things to show why we did not put earthquake in
surance into the bill, because it does appear as though there is private
coverage available for earthquakes.
Senator Ives. Mr. Chairman, may I interrupt the Senator from
Connecticut at this point?
Senator Bush. I yield.
Senator Ives. Thank you. On page 518 of the hearings—I think
that is the same volume you are using—the rates are quoted. For
earthquake insurance in California on frame dwellings it is 20 cents
in one part of California and 15 cents in another part. That is per
hundred. That is on frame dwellings.
On brick mercantile buildings it is 40 cents in one portion of Cali
fornia—the counties are listed—and in another part, in the rest of
California, it is 30 cents.
So I think you will find, Senator Kuchel, that there is available
at the present time this type of coverage.
69096—56—pt. 2
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Senator Kuchel. Senator, my information is that it has not heen
utilized because of the restrictions that are made a part of the policy
and, so far as my inclination is concerned, the excessive costs.
If the judgment of the committee were to rest, upon what type pf
earthquake insurance is available, then I would like to have the fur
ther opportunity of accumulating the type of earthquake insurance
which is presently available and on that to indicate that it amounts
to nothing at all by reason of the restrictions in the writing of the
policies.
If that were to be the turning point of the committee's judgment,
then I would ask for an opportunity to supply what my information
is with respect to that subject.
Senator Lehman. We will undoubtedly keep the record open for
some days. We would be very glad indeed to have you submit any
thing.
Senator Ives. I will be glad to have the information.
(The following was received for the record :)
United States Senate,
March 2, 1956.
Hon. Herbert H. Lehman.
Senate Office Building,
Washington, D. C.
Dear Herbert : Since my appearance before your subcommittee considering
disaster insurance bills. I nave endeavored to obtain more details and specific
information about tbe availability, conditions, and cost of insurance against
property losses from earthquakes.
To sum up tbe results of various inquiries, I find tbat insurance against this
hazard technically may be purchased but is very costly and generally is available
only in connection with other forms of insurance. The premium scale is ex
tremely high in California, partly because of the degree of risk and partly
because of the fact that this kind of insurance is not widely sold in other sections
of the Nation, so that the base is extremely narrow.
I am told that some companies writing fire insurance will write earthquake
insurance, but only as an accommodation, and no real effort is made to sell
such insurance because, in the words of one person in the business, "it is not a
good buy." I have been informed, also, that in some situations companies are
reluctant to write such policies unless the risk can be divided by reinsuring and
that in one recent instance a property owner was able to obtain his coverage
only because of participation by British companies.
So far, I have been unable to learn how much insurance against earthquakes
is in existence. The only indication is the fact that aggregate premiums in
California for l!)l(i through 1954 are $70.7(51. IS!) ; the 1S)54 total was $3,756,15)9.
The idea has been presented to me from various sources that earthquake
insurance in conjunction with some other kind of protection against disaster
losses might be made available on better terms. That is why I have suggested
that earthquakes should be included with floods in disaster insurance legislation
which may be enacted by this Congress.
One of my informants points out that dollar losses from earthquakes over a
period of a year is a fraction of the losses from floods, windstorms, cyclones,
and tornadoes. In view of this fact, linking of flood and disaster insurance
might prove advantageous.
The comparative rates for earthquake insurance in California emphasize the
reason, I believe, why property owners contend that as n matter of practice
such coverage is virtually unavailable. Impending upon the zone in which
the property is located and the class of risk determined by const ruction, straight
earthquake insurance in California costs from $0.20 per $100 to $5.25 while the
"earthquake damage assumption" insurance, which carries a deductible clause
ranging from 5 to 15 percent, costs from $0.15 to $3.75 per $100. In contrast,
3-year term rates for fire insurance vary from $0.25 to $0,133 per $100.
The deductible feature, furthermore, is a minimum of the total value of the
structure, not merely the amount of insurance on it. This is a very forceful
additional reason why earthquake insurance is not taken out in substantial
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-volume, I believe. Such a unique feature no doubt is justified when such cover
age is purchased in a very limited area, but it occurs to me that more adequate
protection might he possible through some combination of different types of
insurance which would spread the risk.
As I told the subcommittee, I hope that since earthquakes present an unusual
hazard and available records indicate they, can happen, almost anywhere in theUnited States, it will be feasible to include such natural disasters in the list
of catastrophes against which protection may be provided through disaster
insurance legislation.
Perhaps the subcommittee will be interested in the letter I am enclosing,
which is a reply from the American Mutual Alliance to my inquiry about the
.:;vai lability of earthquake insurance.
With best wishes, I am
Sincerely,
Thomas H. Kuchel, United States Senator.
Ameeican Mutual Alliance,
Chicago 6, III., March 2, 1956.
•Senator Thomas H. Kuchel,
United' States Senate, Washington 25, D. 0.
(Attention: Mr. Warren B. Francis.)
Dear Mb. Francis : In response to your request concerning earthquake insur
ance, the following is information gathered from our Chicago and San Francisco
offices. Our experience in general with this type of insurance has been limited to
the California and adjacent areas. In general, the information contained herein
pertains to earthquake insurance in the California area.
Today it is very difficult to place earthquake coverage alone. This applies even
in the London market. Some years ago Lloyd's were quite active in this field, but
today they have gotten out of it almost entirely. The problem of course is that
the only people who want to buy earthquake insurance are those in a particular
area that has recently had either a serious shock or a series of small tremors;
however, where there is literally no market for flood insurance, there is a definite
market for earthquake insurance.
Most of the companies writing sizable amounts of fire insurance in California,
both stock and mutual, will write so-called earthquake assumption or in other
words earthquake coverage in conjunction with the fire insurance on the same
property. The major reason why companies will not write earthquake business
alone is the great problem in attempting to determine what damage is due to
earthquake and what damage is due to fire. This problem is a very real one
because earthquake and lire so frequently occur together. The earthquake is,
however, subject to substantial deductibles and the rates are frankly quite high.
The deductible is essential because of the impossibility of determining whether
minor damage, such as cracks in walls, is the result of a recent tremor or just
plain settling of the structure or other causes. The rates are high primarily
because losses are not only serious to any given structure when there is a substan
tial earthquake with damage above the deductible, but also because of the large
number of heavy losses in a given area. The deductible, incidentally, is a mini
mum of 5 percent of the total value of the structure, not just of the amount of
insurance on it, and in certain types of construction the deductible runs to 10 or
15 percent.
A number of companies writing this type of business will not write substantial
value commercial buildings but a sufficient number of companies will write it.
Again this commercial business is written in conjunction with fire coverage and
is never written alone.
It is difficult to simplify the rating situation. For example, in an excellent
fire-protected area such as the city of San Francisco, the earthquake rate is
nearly twice the fire rate. On the other hand, if the building is brick or hollow
tile construction as against frame, reinforced concrete, or steel the earthquake
rate is much higher.
Now assume you are talking about a frame structure in an unprotected fire
district, such as some farm communities, the earthquake rate would be lower
in relation to the fire rate for obvious reasons but, again, if the rural structure
were brick or similar construction, the earthquake rate would be vastly more
Than the fire rate.
With respect to the high cost, it is a reasonable conclusion that many people
probably prefer to assume the earthquake risk themselves because historically
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in California earthquakes don't seem to occur in the same place except at
intervals of many many years. For example, there was a serious earthquake in
Santa Barbara in 1925 and there has not been one before or since. There was
a serious earthquake in parts of Los Angeles in 1933. There has not been a
serious one there before or since.
In conclusion, I wish to point out that from the viewpoint of the number of
companies, there is a wide market for earthquake-assumption insurance, and
as compared to flood insurance, there is plenty of market for this type of
protection.
For what use it may be having the foregoing general situation in mind, I am
enclosing a list of earthquake premiums and losses from 1916 through 1954.
If we can be of any further assistance, please feel free to call on me.
Sincerely,
Wallace M. Smith.
Enclosure.
Net earthquake premiums and losses—California
Year
1916
1917
1918
1919...
1920
1921
1922
1923...
1924...
1925...
1926.
1927
1928
1929
1930
1931...
1932
1933
1935
1936

__

Premiums
$362
5,957
8,826
32,490
79, 425
49, 027
61,372
213,909
298, 132
1, 898, 383
2, 600, 774
2, 865, 795
1, 806, 789
1, 936, 075
2, 056, 490
2,031,206
729, 916
919,217
1, 039, 761
855,400
922, 220

Losses
$622

622
4,727
1,109
11,813
692
730, 772
98,138
320,429
11,930
38,584
10,383
6,690
435
1,053,906
503, 862
37, 075
72,533

Premiums

Year
1937...
1938..
1939
1940
1941 .
1942
1943
1944 .
1945
1946 ..
1947...
1948 .
1949 ..
1950
1951
1952
1953
1954
Total

U-

Losses

$921, 134
929, 416
860, 478
982, 163
1, 080, 696
1, 249, 982
1, 420, 504
1, 697, 450
1, 393, 042
2, 369, 836
2, 780, 914
2, 708, 392
3,375,118
3,307,182
3,391,422
3, 908, 161
4, 318, 715
3, 756, 199

$3,660
982
43, 319
30,515
58,819
2,045
1,867
997
53
241
646
10, 024
15, 679
12, 777
141,834
86,730
24,225

70, 761, 189

3,338,113

Senator Bush. I certainly agree with the chairman we should keep
the record open and receive any information the Senator wants to
submit on this subject, but I am inclined to agree with the thought
recently expressed this morning by the chairman, who revised his
original ideas about a total disaster insurance bill to get it down
really to a flood-insurance bill. If we burden this bill with other
types of insurance I feel sure that every extra burden put on it will
be an additional hurdle for it to get over on the floor of the House
and the Senate.
We have never been able to pass a flood-insurance bill. This is a
clean flood-insurance bill, either the Senator's or mine. The insurance
is against floods caused from high tides or rain or whatever.
I just feel that if we start taking in other forms of insurance,
especially where they may be available through private sources, that
it may interfere with the possibility of getting a flood-insurance bill,
which I know the Senator from California is very anxious to get.
Senator Kuciiel. Does not your definition of flood include damage
from floods resulting from hurricanes ?
Senator Bush. Only as they may include high tides or rains that
create water, floods. It is not a wind-insurance bill, no.
Senator Kuchel. What was that?
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Senator Bush. It is not a wind-insurance bill as against hurricane
or tornado damage per se. Only as they may whip up high tides in
the coastal shores or inland.
Senator Ives. Well, there is no need for that kind of insurance any
way in the bill, because that is already available from commercial sour
ces.
Senator Kuchel. My point was that it seemed to me the language
of the legislation would indicate that the sponsors' definition of flood
for the purposes of buying disaster insurance was quite broad and
did include damage resulting from hurricane.
Senator Bush. No, the term "flood" shall include rising water
caused by tide, wind, or rain and shall have such further meaning
as prescribed by regulation of the Administrator.
That is at the top of page 4 in the bill of which the Senator is
cosponsor.
Senator Lehman. Well, Senator, I think I can speak for the com
mittee that we recognize the advisability of making a very careful
study with regard to other natural disasters which are not now
covered adequately or practically by private-insurance companies.
We have, as I said, concentrated for the time being on this flood
insurance and the collateral effects, because we feel that it is the most
important, it is the most current, it is the most vital thing.
As Senator Ives has pointed out, there is no way of obtaining pro
tection at any price really.
But we have not in any way closed the door to consideration of in
surance on other natural disasters.
Section 17 (a) , page 16, of my bill reads :
The Commissioner shall undertake a continuins study of the practicability of
extending the coverage of insurance programs similar to those authorized under
this act to one or more of the perils included within the term "natural disaster"
as defined in this act.

Senator Kuchel. Yes, Mr. Chairman, and also in your bill I think
perhaps the definition of "flood" is somewhat more comprehensive than
that which Senator Bush has used in his proposal.
On page 15, section 16 (a) says:
As used in this act, the word "flood" shall include any flood, tidal wave, wave
wash, or other abnormally high tidal water, hurricane, deluge, or the water
component of any other severe storm, and landslide due to excess moisture.

Mr. Chairman, I will immediately endeavor to justify consideration
by this committee of the inclusion of earthquake insurance on that basis
and will endeavor to supply it to the committee immediately.
Senator Lehman. Thank you very much indeed.
Senator Kuchel. Thank you.
Senator Lehman. Thank you for appearing.
The next witness is Mr. J. Victor Herd, chairman, committee on
floods and flood damage, American Insurance Association.
Mr. Herd, we are glad to see you again.
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STATEMENT OF J. VICTOR HERD, CHAIRMAN, COMMITTEE ON
FLOODS AND FLOOD DAMAGE, AMERICAN INSURANCE ASSOCIA
TION—Resumed
Mr. Herd. It is nice to be here.
Senator Lehman. Will you sit down or stand up, whichever suits
you best? Have you a written statement?
Mr. Herd. I have a short statement, Mr. Chairman, and then I will
hold myself available for questioning if you or any members of your
committee so wish.
First of all, may I thank you for the privilege of appearing before
you and members of your committee again. (See p. 756, pt. 1.)
I would like to state for the record that I am accompanied today by
Mr. H. Clay Johnson, who is the deputv United States manager of the
Royal Liverpool Group of Insurance Companies and who is a member
of the committee of which I am chairman ; by J. Raymond Berry who
is general counsel of the National Board of Fire Underwriters of
which I happen also to be president ; by Mr. H. Aldon Foster who is
the principal associate of the engineering firm of Parsons, Brmckerhoff, Hall & MacDonald who have carried on the technical flood studies
for the American Insurance Association since the Kansas City occur
rence of 1951; and by Mr. Milton W. Mays who is secretary of the
America Fore Insurance Group and who has been assisting me in my
work.
Senator Lehman. Do you wish any of those gentlemen to sit by you ?
It is entirely agreeable with the committee.
Mr. Herd. They are within arm's length, sir, in case, I need them.
Chairman Lehman and gentlemen, my name is J. V. Herd. I ap
pear before you today for American Insurance Association as chair
man of a special commitee to study floods and flood damage appointed
by the American Insurance Association. I am also appearing in my
capacity as president of the National Board of Fire Underwriters.
On November 14, 1955, at Hartford, Conn., I had the privilege of
appearing before you. Chairman Lehman and Senator Bush, and tes
tifying on the subject of Federal disaster insurance. My written
statement and the testimony I gave in connection therewith are set
forth on pages 756-764 of the printed record of that hearing, part 1,
Federal Disaster Insurance, hearings before the Committee on Bank
ing and Currency, United States Senate, 84th Congress, 1st session,
1955.
American Insurance Association embraces within its membership
domestic and alien stock insurance companies licensed and admitted
to do the business of fire, marine, and causalty insurances in the United
States, its Territories and possessions. Most members of the associa
tion are transacting a worldwide business. For your convenient
reference, a list of company members is attached, and, if you so
choose, it will be made a part of the record.
Senator Lehman. Your entire statement, with its appendices will
be placed in the record at the end of your remarks.
Mr. Herd. The association property insurance companies transact
probably more than 80 percent of the total insurance written by stock
insurers in the United states and probably more than 65 to 70 percent
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of the total property insurance business transacted by all admitted
property insurance companies, stock, mutual, and reciprocal.
Senator Lehman. What do you mean by "reciprocal" ?
Mr. Herd. Certain types of businesses, notably department stores,
organize what they call reciprocal exchanges. And to sum it up,
they insure each other on widely separated risks scattered say through
out the United States. The outstanding reciprocals are probably
located in Kansas City. Mo., and in New York City in connection
with department stores and lumber businesses.
Senator Lehman. Thank you.
Mr. Herd. It is a subscribers' agreement that is the basis of the
self-insurance. That is what it amounts to.
Senator Lehman. They become reciprocal self-insurers?
Mr. Herd. That is the substance of it ; yes, sir.
The traditional position of property insurance underwriters has
been that specific flood insurance covering fixed location properties
in areas subject to recurrent floods cannot feasibly be written because
of the virtual certainty of loss, its catastrophic nature and the reluc
tance or inability of the public to pay the premium charge required
to make such insurance self-sustaining.
Senator Ives. Mr. Chairman, may I interrupt at that point?
Senator Lehman. Surely.
Senator Ives. That is because of the limited number of policyhold
ers, is it not?
Mr. Herd. Not necessarily, Senator Ives. The exposure, for in
stance, throughout the Mississippi, Ohio, and Missouri River Valleys
might embrace a great many policyholders but with an exposure
Senator Ives. What I am driving at is that the policyholders you
get are the people who come from the territory which is subject to
floods.
Mr. Herd. You are correct.
Senator Ives. And the people who come from the hilltops and the
other areas do not get that kind of insurance, do not buy it.
Mr. Herd. What you are saying is that the selection would be
against you.
Senator Ives. It is your limited policyholders, limited in number and
in their location, that causes it to be prohibitive. Is that not it?
Mr. Herd. That is correct, sir.
Senator Lehman. Is it not a fair assumption that the limited num
bers are due at least in part to the high rate that would be required?
If the rate was reduced substantially, is it not a fact that the number
of those willing and ready to take out insurance would be very greatly
increased ?
Mr. Herd. Chairman Lehman, I think that you and Senator Ives
have touched on the two separate problems
Senator Ives. May I interrupt right there?
Mr. Herd. Yes, sir.
Senator Lehman. May I have an answer?
Senator Ives. I am going to give you the answer directly.
Senator Lehman. I woufd like to have it from Mr. Herd.
Senator Ives. All right.
Mr. Herd. I think I have testified on this subject to the effect that
before an occurrence any premium would be unattractive, and after
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an occurrence almost any premium would be a bargain. So that the
answer to your question would depend upon whether you were timing
it before or after an occurrence.
Senator Ives. May I now raise my question, Mr. Chairman ?
Senator Lehman. Yes: surely.
Senator Ives. I think I can clear this up a little more. Is it not
true if there were a greater number of policyholders, that in other
words the policyholders were spread all over, universally, the rates
themselves would be lower? Isn't it because of your limited number
of policyhloders and their locations that your rates are so high i
Mr. Herd. If you were to price the product based upon the people
who would buy it, the rate would be quite high.
Senator Ives. That is it.
Mr. Herd. And if you adopted a principle or a philosophy of flat
rate, then it would depend upon to what extent you wanted to subsi
dize the people who were exposed to the recurrent floods.
Senator Ives. You are talking now about the Government being
in the picture subsidizing.
Mr. Herd. Well
Senator Ives. I am talking about a private company involved in
this. The reason their rates have to be so high is because of the con
ditions that I have cited already; is that not right?
Mr. Herd. The answer to your question is "Yes," sir.
I am getting back to my statement, sir, the fifth paragraph, the last
sentence.
Obviously, any insurance program which does not cover areas sub
ject to recurrent floods would not meet the public need.
In 1944, the subject of floods and flood damage was carefully con
sidered by a representative committee of the insurance industry. At
that time, the committee concluded, based upon all the evidence, that it
was not feasible or practicable to provide coverage against flood dam
age on an insurance basis. I so testified before the House Committee
on Appropriations in 1952. (P. 329 of record of hearing on subject
of rehabilitation of flood stricken areas before a subcommittee of the
Committee on Appropriations, House of Representatives, 82d Con
gress, 1st sess., 1951.)
Prior to 1944, the position of the business was based largely on in
formed underwriting judgment and on the unfavorable underwriting
experience of certain insurance companies that had attempted to
provide specific flood insurance on fixed location properties. Immedi
ately following the disastrous floods of 1951 in Kansas and Missouri,
capital stock insurance companies began a reexamination of their
position in regard to flood insurance. The engineering firm of Par
sons, Brinckerhoff, Hall & Macdonald was retained to assist in the
technical phases of this study. The insurance companies concluded,
on the basis of the engineers' report and the practical realities of the
business, that "* * * insurance against the peril of flood cannot suc
cessfully be written * * *." The National Association of Insurance
Agents concurred in this conclusion.
Upon the happening of the August 1955 floods in the Northeastern
States, the engineering firm of Parsons, Brinckerhoff, Hall & Mac
donald was again retained by capital stock insurance companies,
through American Insurance Association, to study the problem of
floods and flood damage and to review their April 1952 Report on
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Floods and Flood Damage in the light of the August 1955 floods. Be
fore this investigation could be completed, however, the floods of
October 1955 occurred, and the engineers were then asked to extend
their survey to include this disaster.
As the engineers were completing their Report on Floods and Flood
Damage of 1955 in the Northeastern States, copies of which have been
furnished to the members of this committee and to its staff—and may
I interject here that I think that your staff members, Mr. Chairman,
particularly Messrs. Wallace, Yingling, McKenna, Rogers, and Edelstein, have done a yeoman job in assembling the information that has
been available on this subject—catastrophic floods occurred on th«
Pacific coast.
On the chance that unique meteorological or other causative factors
which had not previously been considered might be involved in the
Pacific coast floods, the engineers were requested again to enlarge
their investigation by studying the nature and effect of these floods.
While a report on the Pacific coast floods will not be available for
immediate inclusion in this study, it will be published in supplemental
form upon completion and will be furnished to the committee at that
time.
Mr. Chairman, I read your remarks on the floor of the Senate when
you introduced your bill, and I might say that the preliminary, in
formal reports that we have had so far from the engineer on the Pa
cific coast confirm what you have said, that due to the exceptionally
heavj' snowfall there is a probability of heavy water runoff again
within the next few months of an unusual nature. If you would like
some additional information on that, as I said, Mr. Foster is here.
Senator Lehman. Thank you very much.
Mr. Herd. Nothing in the Report on Floods and Flood Damage of
1955 in the Northeastern States nor in the further study of the in
surance aspects of this subject by capital stock insurance companies
has provided any basis for altering the conclusion previously reached
that insurance against peril of flood cannot be successfully written.
On the contrary, the further study that has been given this subject
has supported and strengthened this conclusion. Indeed, the investi
gation of the engineers strongly indicates that neither the maximum
probable loss from floods nor the maximum probable frequency of
flood occurrences in any given period has yet historically been ex
perienced in the United States.
A realistic approach to the problem of flood damage would still
seem to be an orderly plan for relief and for rehabilitation of es
sential services plus a long-range flood-control program in which
Federal, State, and local governments could cooperate to reduce the
probability of damage by flood. It would be inappropriate for the
insurance business to volunteer recommendations to the Congress of
the United States regarding the course it should follow in dealing
with the problem of flood damage, but it is not inappropriate to re
peat the offer previously made by capital stock insurance companies
and their local agents to cooperate fully by making available their
facilities in connection with any flood damage or indemnity program
which might be enacted by the Congress of the United States or of
any State or other competent authority.
Respectfully submitted, sir.
Senator Lehman. Thank you very much indeed, Mr. Herd.
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Let me ask you this. You make the very categorical statement that
your investigations and studies have indicated that flood insurance
is not practicable, but you have not given us any specifics as to why it
is not practicable. I mean is it because of the rate that would have to
be charged ?
Mr. Herd. Well, it is related in part, sir, to the exchange that has
already taken place this morning, plus the fact, as I have referred
to in this brief statement, companies have experimented during the
years in attempting to write this as an insurable peril, and not just
on a hit-or-miss basis but with all of the actuarial data that they could
collect, and reluctantly retired from the field.
Senator Lehman. Is it not a fact that you are basing your figures
on the very limited number of risks that were insured ?
Mr. Herd. No, sir.
Senator Lehman. The number is, of course, limited to a very con
siderable extent, I feel confident, by reason of the high rates that
would necessary if they were limited.
If you broadened that base of coverage, would you not automati
cally, as Senator Ives has indicated, reduce your rates or be able to
reduce your rates?
Mr. Herd. I think we get back, Mr. Chairman, to the question
that was raised in Hartford when I appeared before you, and that
is whether it would be the intention of Congress to make the purchase
of the flood feature compulsory. And if there was an attempt to get
a spread through compulsion, then the question would arise as to
the competition among companies who were local in character and
those who were doing a nationwide business.
Senator Lehman. There is no suggestion that has been made so
far as I know to make insurance by the individual compulsory. What
we are going to do is to write the nationwide bill which would make
insurance available to the people of all the States but not force a man
to take it out. But it is our hope that the rate can be made sufficiently
low, either because of the increased coverage or because of what I may
frankly describe as subsidies from the Government, that your cover
age by number of the insurance would be very greatly increased.
And I think I can safely say—at least I would assume—that that
is your experience, that that has happened right along in your various
other categories of insurance, that as the number of insureds increased
and the risk was divided among that larger number, the rate also
decreased.
Mr. Herd. Well, might I repeat, sir, the question that I asked you
in Hartford? And that is: Should the Congress enact a voluntary
flood insurance program or flood indemnity program and an occurrence
afflicts a great many people who did not have in hand a policy of
insurance, would they be foreclosed from the relief or rehabilitation
that might otherwise have been available?
Senator Lehman. Well, we do not think of this proposal as a
relief and rehabilitation program, because, after all, even though
there was a Government subsidy—and we recognize there must be a
Government subsidy to some extent, of some character—the insureds
would still have to pay a premium. Nobody has suggested that the
insured be given this insurance for nothing. He would still partici
pate in the cost of this operation.
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Mr. Herd. Well, the purpose behind my question, sir, was that I
do not believe that you would be solving the problem that is before
us—and we are just as much concerned sir, as you are
Senator Lehman. Surely.
Mr. Herd. By making available at any price, whether it is a sub
sidized price or an actuarially defensible price, a policy of indemnity
or insurance on the question of floods.
So that it is our feeling, with all due respect, sir, that we would be
about where we are—with some amelioration perhaps taking place by
whatever insurance might be in effect—but the major problem would
still be with us.
Senator Lehman. You are talking now from the standpoint of
the insurance companies ?
Mr. Herd. No, sir. I am talking from the standpoint of the public.
Senator Lehman. Well, I wish you would enlarge on that a little
bit. I do not follow you.
Mr. Herd. I think the best example I can cite is when Governor
Ribicoff appeared before your committee in Hartford and held up
as one of the shining examples a constituent of his who had kept accu
rate records for 300 years and had suffered no flood damage during
that time and had his property substantially destroyed in the August or
the October floods.
Now, there are probably not very many people who have 300
years of accurate bookkeeping behind them. But, with human na
ture being what it is, when the potential purchaser of flood insurance
before the occurrence in areas that have been, we will say, fairly remote
from flooding, either due to the fact that they have not been inhab
ited until recently or that nature just with her perversity has avoided
such areas, had not purchased a policy prior to the occurrence, I do
not believe that the authorities or the public officials would turn their
backs on the people who were entitled to assistance and relief and
rehabilitation.
So I am saying that I do not believe that the enactment of a socalled insurance program or indemnity program, regardless of the
price, will solve the problem, not so far as the insurance companies
are concerned but so far as the public officials are concerned.
Senator Bush. You just mean it would not be bought by a suffi
cient number of people to take care of the situation in the event of a
calamitous flood ? Is that right ?
Mr. Herd. That is our feeling, Senator.
Senator Bush. There will be enough people having the insurance to
accomplish the real purpose of the bill, namely, to indemnify people
in the exposed areas against the possibility of disaster.
Mr. Herd. Well. Senator, just to carry that on just a bit—and I
do not say this facetiously
Senator Bush. No.
Mr. Herd. I say it seriously—when a man is floating down a stream
on the roof of his house with his family, he is much more interested
in seeing a helicopter than he is in having an indemnity policy in his
hands.
Senator Bush. That is right.
Mr. Herd. And you are going to have the problem of the immediate,
pressing problem of distress to such people regardless of a so-called
insurance program.
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Senator Bush. Have you followed the crop insurance experiment
over the years ?
Mr. Herd. Well, Mr. Mays, who is accompanying me here, has been
working very closely with the ex-Director Laidlaw on that subject, and
I have followed it ; yes, sir.
Senator Bush. Has that program sufficiently advanced in its ex
perimentation to suggest yet that a definitive program can be offered
m the way of crop insurance, or do you think it is still in too experi
mental a stage ?
Mr. Herd. Well, Senator Bush, you know the bookkeeping prob
ably on that better than I do. You know what the accounting has
developed over the years in the way of deficit
Senator Bush. Yes.
Mr. Herd. On the results, without including in the operation the
expense of operation.
And I heard some testimony the other day to the effect that in the
marginal areas the rate for crop insurance got as high as 35 percent
a year—that is, $35 a hundred—and it was still purchased because it
was considered to be a pretty good buy. They collected practically
year after year.
Now, even at that rate it was a subsidy in those areas.
Senator Lehman. You have been talking about relief and rehabili
tation, but, as a matter of fact, is it not true that there have been no
grants for personal indemnification other than the Red Cross?
Mr. Herd. Are you speaking of public grants, sir?
Senator Lehman. Yes, public or through an agency like the Red
Ci'oss.
Mr. Herd. I am not an authority on the fiscal policy of the Govern
ment, sir, although in the 1952 hearings the question that you just
raised was discussed at considerable length I think between Mr. Wolcott of the House and the witness who was acquainted with Government
fiscal policy.
Senator Lehman. Well, now, if the Federal Government were to
follow a plan of providing relief only after major disasters, as you
suggest, would you propose that the Federal relief program be ex
panded to include direct aid to individual disaster victims, or would
you require such victims to continue to rely on private charities?
Mr. Herd. Senator, as I said in my prepared statement, I think it
would be inappropriate for us, once we have come to the conclusion
that insurance as such is not a practicable program for private com
panies, to advise the Government. But if you would like to have my
personal response to your inquiry
Senator Lehman. Yes.
Mr. Herd. We in the national board made a $100,000 contribution
to the Red Cross immediately following the August floods, and I believe
Senator Bush will bear me out that the Hartford insurance companies
contributed very generously to the Red Cross. I think the Red Cross
is probably one of the most competent and efficient agencies in con
junction with civilian defense, and if Congress wished, even the facili
ties of private insurance companies could be helpful in determining
the compensable damages resulting from an uninsured flood.
Senator Lehman. Well, as I said I believe in Hartford—I have said
it many times—I have great admiration for the Red Cross, and I think
they have served a very fine purpose. But I think it is unfortunate
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that the impression has been given by some that the Red Cross, or
any private agency, could possibly make any substantial dent on the
need for indemnification.
We know as a matter of record that the entire amount that has been
collected by the Red Cross in connection with flood disasters recently
has been about $15 million. That included, of course, primarily the
immediate palliative relief, the supplying of clothing, food, shelter,
medicines, transportation, and other items of that sort, leaving, I
should imagine, about $10 million for other purposes.
It has been testified here frequently, and there has been no denial
of it, that the losses from these floods during the year 1955 alone,
since August 1955, were a minimum of a billion dollars. The esti
mates are somewhere between $900 million and $1.8 billion. It is
probably somewhere in between those figures. But certainly nobody
has denied that the losses would be in the neighborhood of a billion
dollars. That includes the Northeastern States, South Carolina,
North Carolina, and the Pacific Northwest and California.
The $10 million which is available to the Red Cross, of course,
could not possibly make any kind of an impact on the needs of the
people.
It has also been suggested that the funds that are available through
the Small Business Administration would be helpful. They are help
ful to some extent. Certainly they are not the answer to this thing,
because they are loans which have to be repaid, and interest has to
be paid on them. A man who has lost his house still has his mort
gage to take care of, and to get another loan he is not going to be in
a very sound situation unless he has got a very considerable income
or outside means of substantial size. I mean it simply increases the
man's indebtedness. There is no insurance factor in that, no com
pensation factor.
Let me ask you this: We have heard a lot to the effect-—and I
think it is included in Senator Bush's bill—that any rate that is set
should be based on actuarial soundness. I personally doubt very much
whether that would be practical in this situation. But I wonder
whether you could describe to me the process of arriving at what is
called an actuarially sound rate ?
Mr. Heed. In which phase of our business, Senator? The property
insurance phase ?
Senator Lehman. Well, I should imagine it would cover almost
any phase, but let us confine it to fire insurance.
Mr. Herd. In fire insurance ratemaking, I do not want to burden
you and the members of your committee with a treatise on this sub
ject or an essay, but we do maintain, as to schedule-rated risks, differ
entials, credits, and debits, which are geared to the susceptibility of
the property insured, the exposure, the experience of the class as a
whole and the experience of the class by States or by other geographi
cal areas, protected, unprotected, and so forth. There is involved in
fire insurance ratemaking what we call the base rate, which is the
starting point. That base rate has been defined by some as the unanalyzable residual.
But in the workout over the years, as I testified a week or so
ago before the House committee, we as property insurance companies
have managed to eke out an average of about 1.7 percent as an
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underwriting profit out of the rates we have made, which is coming
pretty close to estimating the exposure and the loss potential.
On flood insurance, which is, I assume, the next item that you would
like to have me take up
Senator Lehman. No, I would like to have you talk about tornado
insurance first.
Mr. Herd. Tornado insurance? Some gentlemen here from New
England will remember the 1938 hurricane which caught the Yankees
in New England very much underinsured because they had not had a
hurricane in that area for a hundred years—that is, of the dimensions
that struck there in 1938.
Senator Robertson. You would not call a Yankee who believes in
States rights a Yankee any more? He would be a friend of constitu
tional government; would he not?
Mr. Herd. I am sorry.
Senator Robertson. I say you would not call a Yankee who believes
in States rights a Yankee any more ? He would be a friend of consti
tutional processes ; would he not ?
Mr." Herd. I did not use the term "Yankee," sir, in a derogatory
sense. I meant the frugality of the area.
But insurance was available throughout the area at reasonable rates
even prior to the 1938 occurrence. Subsequent to the 1938 occurrence,
insurance was purchased quite generally, and then, with the 1944 oc
currence 6 years later, gaps were filled in. The area was again visited
in 1950, and in 1954 I believe.
So that I believe it would be safe to say, Senator, that as a result of
the 1938, 1944, 1950, and 1954 occurrences that that area is now sub
stantially fully insured against hurricane.
And there was a time, not so many years ago, when the area west of
the Rocky Mountains was considered to be immune from windstorm.
And either due to changing weather conditions or the increase in
population and consequently insurable values, that area is no longer
considered immune, because they have had serious visitations out there
in recent years from windstorm and hurricane.
The staff study has a chart which I furnished to Mr. McKenna
showing the experience during the most recent 5 years, premiums and
losses by States and by areas, and the most recent 10 years by States
and by areas, and the countrywide experience on that projection has
not missed too far, even though certain State areas have been far off
from what we might reasonably have expected.
Senator Lehman. Well, now, assuming that this bill is enacted, it
would be necessary, of course, to work out a premium schedule of some
kind based partly on experience and partly on the discretion of the
Administrator. But should this premium schedule in your opinion
include a loading for administrative expenses and profits 'such as is the
case now, of course, with private insurance companies?
Mr. Herd. Well, Senator, if you start on the assumption that an
actuarial rate for flood coverage would make it unattractive or would
price it out of the market, as it were, then the additional loading for
expenses and a projected profit would become academic. If you were
to express the intent of Congress that you wanted to make the rate
attractive regardless of the actuarial considerations, then I think the
question of expenses or profit also becomes academic.
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Senator Lehman. Over what period of time would the schedule
contemplate building up an adequate reserve to pay all claims under
outstanding policies?
Mr. Herd. I happen to be one, Senator, who believes that you
would never catch up with the claims.
Senator Lehman. I mean in your private companies. I mean
what period of time would you contemplate as necessary to build
up an adequate reserve to pay all claims under outstanding policies?
Mr. Herd. I am afraid, sir, I do not understand the question.
Senator Lehman. You are required to have a reserve against your
policies, your outstanding policies ?
Mr. Herd. Well, we are not—I think maybe you have an element of
life insurance in mind. To give you an example, the total assets of the
company that I represent as of now are about a billion and a quarter.
We have outstanding from coast to coast about $20 billion liability
under extended coverage endorsements. We have no reserves predi
cated on the outstanding liability. Our reserves are predicated on the
premium that we collect, and that is a statutory requirement by State.
Senator Lehman. You have no specific reserves against the liabil
ity of the company ?
Mr. Herd. None whatever, sir. Some companies do not even keep
a record of the aggregate amount of liability they have outstand
ing. Most companies do not.
Senator Lehman. I do not claim to have any knowledge of the oper
ation of insurance companies, but occasionally, if I have a little
leisure—which is not very often these days—I like to read the reports
of the insurance companies, and I always see "Reserves." What is
meant by the reserves ?
Mr. Herd. Well, those are reserves, sir, for claims which have al
ready been filed and are in the course of adjustment and reserves that
are based on the unearned premium, so that if you as a policyholder of
a property or a casualty insurance company walk in and lay your policy
on the desk today they could meet the unearned premium that you
would have due you.
Those are the two major reserves that you see in an insurance com
pany statement—unearned premium reserves and reserve for claims
in course of adjustment.
Senator Robertson. Mr. Chairman, may I ask a question in that
connection ?
Senator Lehman. Surely.
Senator Robertson. Does a tire-insurance company ever go broke?
Mr. Herd. There are pages and pages of them that have, sir.
Senator Robertson. I did not hear that, sir.
Mr. Herd. I say there are pages and pages of them, sir, that have.
I do not remember it, but as a result of the Baltimore fire and the
Chelsea fire and the San Francisco fire there is quite a mortality list
of property insurance companies.
Senator Robertson. Have any gone broke in recent years ?
Mr. Herd. That would depend on this question, sir: Some com
panies have become financially embarrassed, and other larger com
panies have gone to their assistance. If you are concerned with
whether a policyholder—the public—has lost any money as a result
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of an important company going broke in recent years, I must say
that not to my recollection.
Senator Robertson. And in any event, if you had another fire like
the Baltimore fire or the Chicago fire that did not hit Virginia and
we in Virginia were insured in some company that went broke, we
could stop that insurance and take out some that was still going?
Mr. Herd. That would depend, sir, on the circumstances. I think
Virgina requires certain deposits of out-of-State companies to pro
tect the Virginia policyholders. It would be a question of whether
the circumstances were such that the companies that were able to
take over the liabilities would be willing to do so, and so forth.
Senator Robertson. In other words, it is your opinion that as the
situation now stands and with the broad coverage that the big insur
ance companies have, there is no reasonable chance that a small
insurer would ever fail to get his money if he had a fire loss?
Mr. Herd. If I were to say that there is no reasonable chance, sir,
I would be masterminding a situation that I have not looked into.
I would say this: That the State supervision and regulation of
insurance companies requires periodic examination, and, so far as I
know at the moment, except for 1 or 2 situations in Texas which affect, I
believe, life companies and not property companies, there is no pend
ing situation where the question of being unable to respond is involved.
Senator Robertson. I understand that you and the companies you
represent take a rather dim view of legislation of this kind. You say
it is just too risky for you to go into it, that you are sure if the
Government goes into it it is going to have a loss, and that you
think it would be fairer and more practical to set up a plan for flood
indemnity rather than flood insurance. Is that the substance of what
you are saying?
Mr. Herd. The first part, sir, would be that any insurance program
as it is presently contemplated would not answer the problem. I
think you would still be confronted with the problem just as soon as
we have another major occurence.
The second part is that if Congress did fiscally and constitutionally
meet this problem directly that in some form or another that is the
only way that we can see that you can meet the problem as you con
ceive it.
Senator Robertson. Then I understand that insurance companies
have no particular objection to Congress going into this field, that
they are not interested in it themselves, that they would put at our
disposal all the information that they have. The surveys that this
engineering firm has been making for you to indicate that you do not
want to go into it, but that you think in the event of a major flood
you could not have a fund available to meet it because if you did the
rates would be so high that nobody would want it and you cannot con
stitutionally compel a man to take insurance if he does not want to
take it?
Mr. Herd. We also go beyond that, sir, and say that—and I think
I can say this —I know I can say it on behalf of the stock fire insur
ance, property-insurance companies and their agents—that we would
to the extent that the Administrator or the Congress would enlist our
aid place our facilities at your disposal on an out-of-pocket expense
reimbursement basis without profit. We would not expect to make
any profit out of the program.
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Senator Lehman. Are you through?
Senator Robertson. I just wanted to ask one other question.
Senator Lehman. Go ahead.
Senator Robertson. What percentage of the fire insurance is now
written by stock companies and what percentage by mutuals?
Mr. Herd. That is in my statement, sir, which is before you. I
would say the fire insurance percentage written by capital stock fire-in
surance companies today is over 80 percent of the total. The com
panies that I am speaking for write about 80 percent of that.
Senator Robertson. Thank you.
Senator Lehman. Supplementing the questions raised by the Sen
ator from Virginia, it is my understanding that even though you feel
that this insurance plan, so-called insurance plan, could not be made
actuarially sound, either by Government or by the private insur
ance companies, in view of the fact that the insurance companies very
frankly say they cannot see any way of their getting into this field
or writing any of these policies, I assume the insurance companies
would have no objection to the Government engaging in this plan?
Mr. Herd. I would not want to quite say, Senator, that we would
have no objection, because we recognize that the same potential in
heres in a flood-insurance program, so-called, as to future possible
encroachment on business that we do write as inhered, say, when the
crop-insurance program was conceived. That originally was for in
sects and drought and things we considered to be uninsurable. But
in due course they had their powers expanded so that we as private
companies found ourselves in competition in areas with the Federal
Crop Insurance Corporation, even to the extent of storage of cotton
and tobacco in warehouses and that sort of thing.
Senator Lehman. But now you have made the categorical state
ment that you see no way in which the insurance companies could
write this kind of insurance
Mr. Herd. I would rather
Senator Lehman. This kind of coverage.
Mr. Herd. I would rather answer your question another way if I
may—not that we have no objection, but that, having decided that
we cannot as private industry engage in flood insurance as such, we
have forfeited our right to object to the Government doing it if Con
gress elects to embark on a program.
Senator Robertson. Well, would you approve Congress writing in
surance on personal property—water-damage insurance, flood-damage
insurance on personal property ?
Mr. Herd. I think, sir, that insurance is available in the private
market. And that is one thing, Mr. Chairman, I would like to get
into the record—that there is a misconception abroad that private in
surance companies have little or no exposure to these flood occurrences.
The fact of the matter is that every automobile has, under its compre
hensive coverage, flood insurance included.
I was interested in Senator Kuchel's comments regarding earthquake
insurance. The Bay Bridge, the Golden Gate Bridge, pracrically
every toll structure in California has all-risk insurance in private
insurance companies. And, as I think Senator Bush or Senator Ives
pointed out, earthquake insurance is available in that State.
69096—56—pt. 2
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Flood insurance under policies covering cargo and mobile property,
contractors' equipment floaters, people who are out doing these road
jobs and that sort of thing—we have billions of dollars of liability out
today on flood coverage, but it is mobile property.
Senator Lehman. Do you write any all-risk policies on real prop
erty?
Mr. Herd. Yes, sir.
Senator Lehman. What is the rate on that?
Mr. Herd. Well, it varies by localities.
Senator Ives. Does that cover flood ?
Mr. Herd. Certain of them do. But I might—and I ought to—
qualify that, Senator Ives, by saying that it is a type of insurance pol
icy that is of a price and character that is not popular and would not
answer the problem that you have here.
Senator Ives. In that connection, may I raise another question, Mr.
Chairman ?
Senator Lehman. Please do.
Senator Ives. You have made this survey you were talking about of
the flood situation. Have you any idea at the present time what the
rate would be on flood insurance if everybody were taking flood in
surance ? I mean in order to make ends meet ?
Mr. Herd. Well, I would like to mention a figure or two before I
get to the direct answer to your direct question.
Senator Lehman mentioned the figures varying from $500 million to
$1.7 billion or $1.8 billion as the estimates of the 1955
Senator Lehman. No, I did not mention a figure as low as $500
million. I mentioned a figure, a minimum figure, of close to a billion
dollars, and a maximum figure of about $1.8 billion.
Mr. Herd. I stand corrected, sir. Say a billion to 1.6 or 1.8 billion.
Senator Lehman. Yes.
Mr. Herd. The flood losses or water losses or the type of losses that
are contemplated by any of these bills that I have seen probably have
not been cast up. In other words, the exposure day by day in over
flowing streams and things that do not make the headlines would be
a very substantial figure. So that in order to arrive at a compensatory
rate or one that would bring the company out whole, we would have
to have some idea of what the loss is that is unrecorded, because we
would certainly get the claim if the man was holding an insurance
policy.
Furthermore, the amount that has been recorded as losses, the
question arises—and I think the Army engineers attempted to estimate
it—of the indirect losses, that is, payroll, use and occupancy, and that
type of thing, which is inevitably going to arise under any program
of so-called flood indemnity.
But taking the extended cover as an example which is generally
purchased now—which gets to your question—the income from that
premiumwise today is $500 million a year. If the loss that Senator
Lehman mentioned as a minimum of a billion dollars is taken as the
example, the extended coverage rates would have to not only produce
a billion dollars in addition to the $400 million but enough for expenses
and, as the Senator said, possibly some profit.
Senator Ives. What would that make the rates?
Mr. Herd. Well, that varies, sir. The gulf area and Florida rates
for extended coverage, let's say, average $1.50 to $2 a hundred. And
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the rates inland or other parts of the country may be 6 to 7 cents a
hundred per annum in each case. But the countrywide average I
would say is someplace in the neighborhood of 10 cents per annum for
all the cover.
Senator Ives. For all coverage ?
Mr. Herd. Yes.
Senator Ives. In other words, that would increase that rate on the
average throughout the country to about 30 cents. Is that it?
Mr. Herd. Plus the ten, plus expenses, plus profit if any.
Senator Ives. That is all I wanted to know—what the total was.
Senator Lehman. I am surprised that the insurance companies do
not show more enthusiam for the plans that have been suggested. I
base that statement on the following :
We propose under the two bills that are now before us that the
Government assume the first risk up to $10,000 on residences and up
to $100,000 per location on industrial or other property. In the case
of Senator Bush's bill, that is $250,00, but not per location ; it is in
the overall. And it also proposes reinsurance, a plan for reinsurance.
It seems to me that under those circumstances this would appear
to me to be a pretty attractive proposition to the insurance companies.
You do not need to write more than $10,000 if you do not want to
on a residence, but, after all, $10,000 would be pretty close to the
average, I suppose, of the residential property in this country. I
would suppose that $100,000 or $250,000, while it would not repre
sent the average, would be a pretty good basis from which to work.
Mr. Herd. Well, Senator, we may be, of course, inaccurate in our
estimates, but we feel, based upon everything that we have been able
to get a hold of in the way of studies, that it would be dishonest for
us to give the impression that a so-called insurance program is sound—
that is, under any of these bills that we have seen or any concept
that is alleged to be insurance.
As I have said, the companies will make their facilities available
to the Government if you so wish and cooperate to the extent of our
ability.
There are some things that I think you as a sound businessman
would advise us against. One of them is this: We are told by our
engineers—and this has been confirmed by Government agencies—
that the eastern seacoast of the United States could see a tidal wave
26 feet above the highest that has yet been recorded and that it
would take a combination of the Diane type of hurricane plus an
astronomical tide plus an abnormally high tide to accomplish that
result.
Now, if we were sitting with flood-insurance liabilities, even under
the reinsurance type of contract or policy that you mentioned, with
the aggregate assets of all property insurance companies, not surplus
but assets, of $10 billion in this country, and aggregate surplus of
around $6 billion, it would not take much of an occurrence of that,
kind to wipe out all of the present property insurance companies.
And while I am on it, I would like to mention one more thing. As
I said, I am not acquainted with the fiscal policy of the Government,
but the reinsurance feature of these bills is something that ought to
be very carefully explored because reinsurance as it is transacted
customarily in the insurance business would not mean that you would
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have a limit of $100 million. It could be many times that, based on
the customary method of transacting reinsurance.
And I wonder if from the standpoint of the Government they want
to put a firm commitment out which would be tantamount to a guar
anty to pay in the event of a certain occurrence such as flood without
having a chance to take a look at it and decide whether they want to
spend that money or whether the Treasury would stand it.
Senator Robertson. Excuse me. What is the critical difference
between reinsurance and coinsurance ?
Mr. Herd. Well, sir, reinsurance is where a company such as mine
would take the primary liability and then put part of it off to some
other insurance receptacle. Coinsurance is where you as the owner
of a piece of property would agree to maintain 80 or 90 percent in
surance related to the insurable value of your property.
Senator Lehman. Of course, there is nothing in my bill limiting
the liability of the Government to $100 million on reinsurance. I
think it is perfectly conceivable that it might—the liability of the
Government on reinsurance-—under certain circumstances exceed that
by a very considerable amount.
Mr. Herd. Chairman Lehman, the bill as I read it provided for a,
billion dollars the first year, a billion the next year, and a billion the
year after that by insurance or reinsurance, and it was to the rein
surance feature or language that I was addressing my remarks.
I think that Senator Bush's bill has a figure of $1,900 million as
direct liability with $100 million as reinsurance. And whether you
have $100 million or a billion, the exposure of the Treasury to a de
mand under papers that would be out in the hands of the public
in the event of a catastrophe such as the one I have outlined could be
very substantial.
Senator Lehman. Let me ask you this
Senator Bush. Well
Senator Lehman. Go ahead.
Senator Bush. On that reinsurance point I would like to make sure I
understand you. On page 8, section 205, of S. 2862, it says:
The assrreeate amount of reinsurance outstanding and in force at any one
time under this title shall not exceed $100 million.

You have a limited liability there ; do you not ?
Mr. Herd. Senator, let's assume that you had that fully committed
in August of 1955 and had $100 million in claims presented to you.
Would you then have considered your obligation discharged by the
time the October flood came along? And then would you have con
sidered the $100 million as discharged by the time the December
floods came along? Or is it automatically renewable for $100 million
so that in the year 1955, even under that, the Treasury might have
been asked to pay $300 million ?
Senator BrsH. Well, suppose you answer the question that you are
posinjj.
Mr! Herd. Well
Senator Bi sh. We have a limitation here. It says "in force at
any one time, $100 million.''
Mr. Herd. Yes.
Senator Brsii. The October flood vou say resulted in claims of
$100 million. Let's sav that. The August flood $100 million. You
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now say that those same policyholders might come back as a result of
the October flood and make other claims under those same policies?
Is that what you are saying ?
Mr. Herd. Well, the policyholder on reinsurance would be an in
surance company I assume.
Senator Bush. That is right.
Mr. Herd. So that in aggregate the companies could say to the
Administrator that, "We will not claim against you for more than
$100 million in any one occurrence." But you had three occurrences
in 1955, any one of which could have exhausted the $100 million in
your bill, and could I think, Senator Lehman, have approached pretty
close to a billion dollars in your bill in each case.
Senator Bush. What you are saying then is that if you have in
surance or reinsurance in force at any one time of $100 million, if
you run into another year like 1955 you are saying that that $100
million need not be the extent of the liability because of additional
claims under those same policies which were limited to $100 million ?
Is that right?
Mr. Herd. Senator Bush, it is right, and if it were other than that,
then again I think the bill would defeat the purpose that you have
in mind.
In other words, if you exhausted the $100 million in August and
you said, "We're through ; we have discharged that obligation," then
the October occurrence comes along and we are right again where we
are today and then the December occurrence comes along and there is
no recourse under the reinsurance under this bill, as I see it, if you
intended to limit the amount of the exposure of the Treasury to $100
million.
Senator Bush. In other words, while you limit the amount of in
surance outstanding, you do not limit the liability to that amount ?
Mr. Herd. I did not intend to get into the details.
Senator Bush. I am glad you brought this out. I think it is very
relevant.
Mr. Herd. It inheres in Senator Lehman's bill just the same except
10 times the amount.
Senator Bush. Yes.
Senator Lehman. I think you are overlooking the fact that this
insurance would bring in premiums too.
Mr. Herd. Well, Senator, I think probably the best yardstick we
have on that—and I realize that this is not reliable—is that in 4 years
of selling war damage insurance—and Mr. Clay Johnson and I were
down here acting as liaison between the insurance companies and the
Federal Government in connection with that program—we booked
270-odd million dollars in premiums. I ought to qualify that by
saying that the third and the fourth year we collected no premiums in
consideration of the first 2 years' premiums. But let's say for 2 years
we collected $276 million in premiums. And there was an element of
compulsion in the war damage insurance that I do not believe would
inhere in flood insurance. So I doubt very much whether, as I said
before, you would garner enough premiums to keep ahead of the
claims or even to keep up with them.
Senator Lehman. I am sure we would not keep ahead of the claims
and probably would not keep up with them. I certainly would not
want to mislead people into believing that this thing can be done
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by the Government without some subsidies. I am perfectly certain
that it would require subsidy, and I am facing that perfectly boldly
and frankly. I am sure there would be some losses to the Govern
ment, some subsidies necessary.
May I ask you this: Assuming the Government issues protection
against loss up to $10,000—this is somewhat repetitious of the question
that I have already asked you—assuming the Government issues pro
tection against loss up to $10,000 in the case of 1- to 4-family homes
and $100,000 in the case of other property, do you think your member
companies would issue policies covering losses above those amounts in
reliance on a portfolio excess loss reinsurance program to be offered
by the Federal Government? I know you would not do it unless
there were some form of reinsurance.
Mr. Herd. Senator, on that specific question I am authorized—I
mean I can only speak for my own company because the question has
not been discussed in committee, and I will be very glad to discuss it
in committee, but I would like to say this : That when a company such
as mine puts out its policies in the hands of the public, even for an
amount in excess of say $10,000, the primary $10,000 being assumed by
the Government, we would only do it in the event we were able to
respond to the policyholder without relying on Government reinsur
ance.
And the reason I say that is not any reflection, but if the intent of
Congress as to the reinsurance provision were at all doubtful and the
Administrator said, "Well, I can't guarantee that you will recover
because this is the type of occurrence that we are not sure was in
tended to be covered by this bill," we could find ourselves insolvent on
the basis of the direct claims before we had established what the intent
of Congress would be.
So it has been our position—I am speaking again only for our own
companies—that our policies would be put out in the hands of the
public on any type of insurance we write only to the extent and to the
amount that we felt able to respond on our own. And to the extent
that we recover via reinsurance route, that is all to the good.
But I believe that most of the companies—and I may be presumptu
ous in saying this—but I believe that most of the companies would not
rely on reinsurance of a flood liability with a potential that I men
tioned to you earlier where they could wake up after a widespread
catastrophe and find that their primary claims under flood policies
impaired their ability to respond.
Senator Lehman. Well, let me ask you this then : Taking the resi
dences, the family homes as an example, if a man has a $15,000 home
which he wants to insure, the Government insures the first $10,000
of that, and the insurance company on its own responsibility, without
any guarantee of the insurance, then assumes the balance, or $5,000.
It "would seem to me that $5,000 could be written very cheaply because,
after all, the Government then becomes the coinsurer to an extent
much larger than has ever I believe been demanded in actual practice.
I mean, after all, there would be many homes costing $15,000 which
the Government has $10,000 coverage on and the insurance company
$5,000 that would not be damaged beyond $10,000, so that the insur
ance company would seem to me to have a pretty soft position 'n this
matter.
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Mr. Herd. Senator, the aggregate of liability that could be involved
in the amounts in excess of $10,000 would still place us in the position
that I mentioned in response to the last question.
Senator Lehman. I would not say it was perfectly evident, but it
would lead me to believe that the risk on the excess that was written by
the insurance companies above this initial amount would be very, very
much reduced.
Mr. Herd. Well, I do not want to indulge in generalities here, but I
just at the moment fail to see where a problem that was fundamentally
unsound from an insurance viewpoint—that is, actuarially from our
viewpoint—would be any sounder by taking the risk on the basis that
you outlined.
Now, as I said, this particular question has not been discussed in
committee. I have given you my answer as to companies I happen to
represent individually, the America Fore Group.
Senator Lehman. Do you have any questions, Senator Bush ?
Senator Bush. No.
Senator Lehman. I want to ask you just a few more questions.
You know, of course, that section 16 of S. 3137—and I am sure that
there is a similar provision in Senator Bush's bill—defines "natural
disaster" and includes the following perils. This is in my bill, and 1
am not sure what Senator Bush's says. As to each of these, tell me, if
you can, whether the members of your association offer insurance, and,
if so, whether the actuarial rate is costly or comparatively low.
Earthquake—do you offer any insurance on that ?
Mr. Herd. Yes, sir. And I am glad you asked me, because vour
staff study sets forth the earthquake situation. I do not want to hold
you here longer than necessary, but the companies now assume under
their fire insurance policies throughout the area, that the Senator
spoke to, loss by fire resulting from earthquake. So that if a man
with just a fire policy but no earthquake policy has a part of his dwell
ing shaken down and fire follows, we are liable under our fire insurance
policy for the fire loss.
Senator Lehman. You are liable for the loss of the building?
Mr. Herd. That is right.
Senator Lehman. Even though it may not be destroyed by fire?
Mr. Herd. No ; we assume earthquake liability under an earthquake
endorsement, and we will write earthquake insurance at what we con
sider to be reasonable rates.
Senator Lehman. You do not recall what those rates are?
Mr. Herd. Well, they are in your staff study I believe, Senator.
Senator Lehman. Volcanic eruption.
Mr. Herd. Well, that is earthquake. And I might add there, sir,
that when Hawaii recently had a volcanic eruption which destroyed a
great many acres of growing sugar cane that the insurance companies
were confronted with I think an $8 million claim, which they have
since discharged and paid.
Senator Lehman. Severe freeze.
Mr. Herd. That depends. I think that in your severe freeze you
are referring to the water pipes in a dwelling and the damage that
might result from that, and insurance is available against that at a
reasonable rate in both the casualty and the property insurance
companies.
Senator Lehman. Blizzard.
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Mr. Herd. Well, I am a little bit in doubt as to what "blizzard"
meant when I read that.
Senator Lehman. I suppose the loss that would come from heavy
snow destroying a house. We had a serious case down here 30 or
35 years ago where the roof of a theater was weighted down by the
snow and collapsed and resulted in very great loss of life and property.
Mr. Herd. Well, sir, with all due respect, is that a problem that
is in front of you ?
Senator Lehman. I just want to know what is written on these
things.
Mr. Herd. There is available collapse insurance as such, which is,
I believe, what you are talking about. In other words, if a building
became overloaded as a result of snow on the roof and collapsed.
Senator Lehman. What I am talking about here is I am trying to
find the urgency of these categories in which there is no insurance.
Mr. Herd. I would say, sir, as to the blizzard, that there is no
urgency.
Senator Lehman. How about the loss of animals through freeze
or blizzard ?
Mr. Herd. There is livestock insurance available in livestock com
panies, and the farm companies write, we do, and I think many of the
major companies are writing livestock insurance—and at reasonable
rates.
Senator Lehman. Duststorm.
Mr. Herd. That would depend, sir, whether the dust was driven
by a wind which did damage by creating an opening. But if dust
just comes out of the atmosphere and settles on a house or furnishings,
our present insurance does not cover that. But if dust enters an
opening created by a hurricane'or wind, that is covered.
Senator Lehman. It is covered ?
Mr. Herd. Yes.
Senator Lehman. Hailstorm.
Mr. Herd. I think practically every property insurance company
writes hail.
Senator Lehman. Snowslide.
Mr. Herd. I would say that is not generally available in the private
market, and that would be more of a corporate problem such as rail
roads and municipalities where roads would be swept away.
Senator Lehman. It might be a private problem too, of course.
Mr. Herd. It could be.
Senator Lehman. Explosion.
Mr. Herd. All companies write explosion. Many of them do as
part of the fire rate, where the inherent hazard is explosion, such as
an oil refinery or a flour mill, something of that kind.
Senator Lehman. Drought.
Mr. Herd. It is my belief, Mr. Chairman, that drought is included.
May I ask one of my associates?
Senator Lehman. Yes, surely.
Mr. Herd. He is shaking his head. He is the gentleman who has
been working with the Federal Crop Insurance Corporation on this.
And drought is available in the private market.
Senator Lehman. It is available?
Mr. Herd. Yes.
Senator Lehman. Smog.
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Mr. Herd. Well, I will ask to be excused on that. I do not know
where you would start.
Senator Lehman. Well, as I understand it, I imagine it is not
available.
Mr. Herd. Not to my knowledge.
Senator Lehman. I should not think it would be either.
Mr. Herd. As such, Senator. If there was contamination under an
all-risk policy to property that was covered—but it generally is not
available as such.
Senator Lehman. Radioactive contamination or other air pollu
tion.
Mr. Herd. I am glad you asked that question, because the private
property and casualty insurance companies have just completed—and
this applies to stock and mutual—the formation of syndicates to write
the nuclear reactors and the liability resulting from the operation
thereof, and I believe there was a report recently presented to Con
gress by the Atomic Energy Commission that recommended that the
question of insurance be left to private companies or at least that they
continue to work that out.
Senator Lehman. Land subsidence due to an underground cave or
manmade subterranean excavation.
Mr. Herd. The standard dwelling policy today, Senator, includes
subsidence, and insurance is generally available in the market to the
type of property owner that you have to consider.
Senator Lehman. Would that extend to mines?
Mr. Herd. Yes, there are specific filings in an area such as Scranton, Pa., where collapse insurance or subsidence is available at a
rate.
Senator Lehman. Just one more. In including several perils under
an extended coverage clause, do private insurance companies compute
the actuarial rate separately for each peril or compute an overall
rate for all items in the extended coverage?
Mr. Herd. The primary exposure under an extended coverage en
dorsement, Mr. Chairman, is, of course, the windstorm, with the other
perils taking a secondary position. So what we have done and what
we are doing is gearing our rates for that endorsement to the wind
storm exposure with a loading for the perils in addition to windstorm
or hurricane on top of that.
I will put it another way. The graduation of the difference in ex
tended coverage rates as among the various States and Territories
and areas is determined more by windstorm than by anything else.
Senator Lehman. Thank you very much. That is all the questions
I have to ask.
Do you have any, Senator ?
Senator Bush. No, I have no other questions, Mr. Chairman, ex
cept I would like to emphasize or bring out this point : That Mr. Herd
really takes a very dim view of the whole question of a flood-indemnity
program as far as being a solvent one is concerned. He does not
think it can be done on a solvent basis, and therefore we must approach
it on a basis which involves a Government subsidy. In this bill of
ours we are counting on the services of your industry in connection
with the placement of these policies and probably the settlement of
claims with the individuals too. And when you say you are ready
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to cooperate with the Government, that involves at least those two
functions, perhaps among others ? Is that correct ?
Mr. Heed. Yes, sir.
Senator Bush. Because that is very important. The placing of
these policies and the settlement of claims is a very important part
of the whole business, and I feel that we need professional services
of the trained people in the industry in order to get these policies in
as good distribution as we possibly can and also to get efficient settle
ment of claims, protecting both the interest of the insured and the
insurer.
Mr. Herd. Senator, I think that if Congress through the Admin
istrator or direct would give the industry the assignment that you
could count on an efficient, competent, and an economical job.
Senator Bush. Since you testified before us in Hartford, we have
introduced several flood protection measures. There are a number
of flood protection bills before the Congress now which are rather in
line with suggestions you made, your general point being that flood
protection is a lot more practicable than flood insurance. Is that
right?
Mr. Herd. I look at flood insurance as the poultice, and I think the
problem is trying to get the poultice where the rash is going to break
out, and unless you nave the poultice over the entire body you are
much better off to give them some preventive medicine.
Senator Bush. I think Congress seems to be in a mood to give us
some preventive medicine finally in connection with a very large pro
tective dam system in the Northeast, and substantial headway already
has been made in that connection.
Senator Lehman. I want to thank you very much for your very
useful and interesting testimony.
Mr. Herd. And if we can be—excuse me.
Senator Lehman. I appreciate very much your coming here, and
so do the other members of the committee, of course.
Mr. Herd. If we can be of any further service at any time, you
have only to come to us.
Senator Lehman. Thank you very much.
Do I understand there is a representative of Lloyds of London here?
I think you mentioned Mr. Johnson.
Mr. Herd. Oh, I am sorry, sir. Mr. H. Clay Johnson is the deputy
United States manager of the Royal Liverpool Group.
Senator Lehman. That is not Lloyds of London?
Mr. Herd. No, sir. That is an English
Senator Lehman. Do they write any insurance? I mean do they
write any insurance on
Mr. Herd. Their operation is parallel and similar to the company
that I represent, sir.
Senator Lehman. Then I understand they do not write any nood
insurance?
Mr. Herd. Not as such.
Senator Lehman. I am sorry I misunderstood you. I was in hopes
I could get some information from a representative of Lloyds of Lon
don. I am told that they write flood insurance or have written flood
insurance—true, at a very prohibitive rate—but I wondered why they
could write it and why you could not write it.
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Mr. Herd. Well, as I said earlier, Senator, we nave tried to avoid
taking a position that would develop later to have put us in one of dis
honesty or lack of integrity. We could say to you that, "We will write
flood insurance," and then we could price it prohibitively so that the
problem would not be solved. And I think traditionally Lloyds have
taken the position that they will write anything. Now, there are
things they have learned the hard way that they have to price at a
point where it is economically not feasible for a person to buy it.
Senator Lehman. Thank you very much indeed.
(Mr. Herd's prepared statement follows:)
Statement of J. V. Herd, Chairman op Committee on Floods and Flood
Damage, American Insurance Association
Chairman Lehman, and gentlemen of the committee, my name is J. V. Herd.
I appear before you today for American Insurance association as chairman of
a special committee to study floods and flood damage appointed by the American
Insurance Association.
On November 14, 1955, at Hartford, Conn., I had the privilege of appearing
before Chairman Lehman and Senator Bush and testifying on the subject Fed
eral Disaster Insurance. My written statement and the testimony I gave in
connection therewith are set forth on pages 756-764 of the printed record of
that hearing (pt. 1, Federal Disaster Insurance, hearings before the Com
mittee on Banking and Currency, United States Senate, 84th Cong., 1st sess.
(1955)).
American Insurance Association embraces within its membership domestic and
alien stock insurance companies licensed and admitted to do the business of fire,
marine, and casualty insurances in the United States, its Territories and
possessions. Most members of the association are transacting a worldwide
business. For your convenient reference, a list of company members is attached.
The Association property insurance companies transact probably more than
80 percent of the total insurance written by stock insurers in the United
States and probably more than 65 to 70 percent of the total property insurance
business transacted by all admitted property insurance companies, stock, mu
tual, and reciprocal.
The traditional position of property insurance underwriters has been that
specific flood insurance covering fixed location properties in areas subject
to recurrent floods cannot feasibly be written because of the virtual certainty
of loss, its catastrophic nature, and the reluctance or inability of the public to
pay the premium charge required to make the insurance self-sustaining. Ob
viously, any insurance program which does not cover areas subject to recur
rent floods would not meet the public need.
In 1944, the subject of floods and flood damage was carefully considered by a
representative committee of the insurance industry. At that time, the committee
concluded, upon all the evidence, that it was not feasible or practicable to pro
vide coverage against flood damage on an insurance basis. (See testimony of
J. V. Herd, p. 329 of record of hearing on subject Rehabilitation of Flood
Stricken Areas before a subcommittee of the Committee on Appropriations,
House of Representatives, 82d Cong., 1st sess. ( 1951) . )
Prior to 1944, the position of the business was based largely on informed
underwriting judgment and on the unfavorable underwriting experience of
certain companies that had attempted to provide specific flood insurance on
fixed location properties. Immediately following the disastrous floods of 1951
in Kansas and Missouri, capital-stock insurance companies began a reexamination
of their position in regard to flood insurance. The engineering firm of Parsons,
Brinckerhoff, Hall & Macdonald was retained to assist in the technical phases
of this study. The insurance companies concluded, on the basis of the engineers'
report and the practical realities of the business, that, "* * * insurance against
the peril of flood cannot successfully be written. * * *" The National Associa
tion of Insurance Agents concurred in this conclusion.
Upon the happening of the August 1955 floods in the Northeastern States, the
engineering firm of Parsons, Brinckerhoff, Hall & Macdonald was again retained
by capital-stock insurance companies (through American Insurance Association)
to study the problem of floods and flood damage and to review their April 1952
Report on Floods and Flood Damage in the light of the August 1955 floods. Be
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fore this investigation could be completed, however, the floods of October 1955
occurred, and the engineers were then asked to extend their survey to include
this disaster.
As the engineers were completing their Report on Floods and Flood Damage of
1955 in the Northeastern States, copies of which have been furnished to the
members of this committee and to its staff, catastrophic floods occurred on the
Pacific coast. On the chance that unique meteorological or other causative factors
which had not previously been considered might be involved in the Pacific coast
floods, the engineers were requested again to enlarge their investigation by
studying the nature and effect of these floods. While a report on the Pacific
coast floods will not be available for immediate inclusion in this study, it will
be published in supplemental form upon completion and will be furnished to
the committee at that time.
Nothing in the Report on Floods and Flood Damage of 1955 in the Northeastern
States, nor in the further study of the insurance aspects of this subject by
capital-stock insurance companies has provided any basis for altering the con
clusion previously reached that insurance against peril of flood cannot be suc
cessfully written. On the contrary the further study that has been given this
subject has supported and strengthened this conclusion. Indeed the investiga
tion of the engineers strongly indicates that neither the maximum probable loss
from floods nor the maximum probable frequency of flood occurrences in any
given period has yet historically been experienced in the United States.
A realistic approach to the problem of flood damage still seem to be an orderly
plan for relief and for rehabilitation of essential services plus a long range
flood-control program in which Federal, State, and local government could
cooperate to reduce the probability of damage by flood. It would be inappropriate
for the insurance business to volunteer recommendations to the Congress of the
United States regarding the course it should follow in dealing with the problem
of flood damage, but it is not inappropriate to repeat the offer previously made
by capital stock insurance companies and their local agents to cooperate fully
by making available their facilities in connection with any flood damage or
indemnity program which might be enacted by the Congress of the United States
or of any State or other competent authority.
(See attached press release issued by American Insurance Association under
date of November 2, 1955, which sets forth the conclusions of the membership
and the reasons therefor. While this material is set forth on p. 758 of the field
hearings held by the Banking and Currency Committee in Hartford, Conn., on
November 14, 1955, it is attached hereto for convenient reference by the
committee.)

American Insurance Association Membership List, February 1956
The Aetna Casualty & Surety Co.
Aetna Insurance Co.
Agricultural Insurance Co.
Albany Insurance Co.
Alliance Assurance Co., Ltd.
American Bonding Company of Baltimore
American Central Insurance Co.
American Employers' Insurance Co.
American Fidelity Co.
American & Foreign Insurance Co.
The American Insurance Co.
The American Marine & General Insurance Co.
American National Fire Insurance Co.
American Re-Insurance Co.
American Surety Company of New York
American Union Insurance Company of New York
Assurance Company of America
Atlas Assurance Co., Ltd.
Bankers Indemnity Insurance Co.
Bankers & Shippers Insurance Company of New York
Birmingham Fire Insurance Company of Pennsylvania
Boston Insurance Co.
The British America Assurance Co.
The British & Foreign Marine Insurance Co., Ltd.

FEDERAL DISASTER INSURANCE

1071

American Insurance Association Membership List, February 1956—Continued
The British General Insurance Co., Ltd.
Buffalo Insurance Co.
Caledonian-American Insurance Company of New York
Caledonian Insurance Co.
California Insurance Co.
The Camden Fire Insurance Association
Car & General Insurance Corp., Ltd.
Central Surety & Insurance Corp.
The Century Indemnity Co.
The Century Insurance Co., Ltd.
The Charter Oak Fire Insurance Co.
Citizens Insurance Company of New Jersey
Columbia Casualty Co.
Columbia Insurance Company of New York
Commerce Insurance Co.
Commercial Insurance Company of Newark, N. J.
Commercial Union Assurance Co., Ltd.
Commercial Union Fire Insurance Co.
The Commonwealth Insurance Company of New York
The Concordia Fire Insurance Company of Milwaukee
The Connecticut Fire Insurance Co.
The Connecticut Indemnity Co.
The Continental Insurance Co.
Detroit Fire & Marine Insurance Co.
The Eagle Fire Company of New York
Empire State Insurance Co.
The Employers' Fire Insurance Co.
The Employers' Liability Assurance Corp., Ltd.
Equitable Fire & Marine Insurance Co.
Eureka Casualty Co.
The Eureka-Security Fire & Marine Insurance Co.
Federal Insurance Co.
The Fidelity & Casualty Company of New York
Fidelity & Deposit Company of Maryland
Fidelity & Guaranty Insurance Underwriters, Inc., Baltimore, Md.
Fidelity-Phenix Fire Insurance Company of New York
Fire Association of Philadelphia
Fireman's Fund Indemnity Co.
Fireman's Fund Insurance Co.
Firemen's Insurance Company of Newark, N. J.
The Fulton Insurance Co.
General Accident Fire & Life Assurance Corp., Ltd.
General Reinsurance Corp.
Glens Falls Indemnity Co.
Glens Falls Insurance Co.
.• >:> •
Globe Indemnity Co.
Granite State Fire Insurance Co.
Great American Indemnity Co.
Great American Insurance Co.
The Guarantee Insurance Company of Los Angeles
The Halifax Insurance Co.
The Hanover Fire Insurance Co.
; •
Hartford Accident & Indemnity Co.
Hartford Fire Insurance Co.
Hartford Livestock Insurance Co.
Home Fire & Marine Insurance Co.
The Home Indemnity Co.
The Home Insurance Co.
The Homeland Insurance Company of America
/ i
Hudson Insurance Co.
.
' . ..•
Illinois Fire Insurance Co.
■ '•■'■
Industrial Indemnity Co.
Jersey Insurance Company of New York
• ; ■ i •)
Law Union & Rock Insurance Co., Ltd.
-.u: ■>■■'
The Liverpool & London & Globe Insurance Co., Ltd.
'> - :.,:■!, ,;u,:.'...i uw
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American Insurance Association Membership List, February 1956—Continued
The London Assurance
London Guarantee & Accident Co., Ltd.
The London & Lancashire Indemnity Co.
The London & Lancashire Insurance Co., Ltd.
The Manhattan Fire & Marine Insurance Co.
Manufacturers Casualty Insurance Co.
Manufacturers Fire Insurance Co.
The Marine Insurance Co., Ltd.
Maryland Casualty Co.
Massachusetts Fire & Marine Insurance Co.
The Mercantile Insurance Company of America
Merchants Fire Assurance Corporation of New York
Merchants Indemnity Corporation of New York
Mercury Insurance Co.
The Metropolitan Casualty Insurance Company of New York
Michigan Fire & Marine Insurance Co.
Millers National Insurance Co.
Milwaukee Insurance Company of Milwaukee, Wis.
Minneapolis Fire and Marine Insurance Co.
Monarch Fire Insurance Co.
National-Ben Franklin Insurance Company of Pittsburgh, Pa.
National Fire Insurance Company of Hartford
National Reinsurance Corp.
National Surety Corp.
National Surety Marine Insurance Corp.
National Union Fire Insurance Company of Pittsburgh, Pa.
National Union Indemnity Co.
The Netherlands Insu ance Co., est 1845.
New Amsterdam Casualty Co.
Newark Insurance Co.
New England Insurance Co.
New Hampshire Fire Insurance Co.
New York Underwriters Insurance Co.
Niagara Fire Insurance Co.
North American Casualty & Surety Reinsurance Corp.
North American Fire & Marine Reinsurance Corp.
North British & Mercantile Insurance Co., Ltd.
The Northern Assurance Co., Ltd.
No thern Insurance Company of New York
The North River Insurance Co.
North Star Reinsurance Corp.
Northwestern Fire & Marine Insurance Co.
Norwich Union Fire Insurance Society, Ltd.
ThcOcean -Accident & Guarantee Corp., Ltd.
The Ocean Marine Insurance Co., Ltd.
Old Colony Insurance Co.
Orient Insurance Co.
The Pacific Coast Fire Insurance Co.
Pacific Fire Insurance Co.
Pacific National Fire Insurance Co.
The Palatine Insurance Co., Ltd.
Paramount Fire Insurance Co.
Pearl Assurance Co., Ltd.
The Pennsylvania Fire Insurance Co.
Phoenix Assurance Gompany of New York
The Phoenix Insurance Co.
Planet Insurance Co.
The Potomac Insurance Company of the District of Columbia
Providence Washington Indemnity Co.
Providence Washington Insurance Co.
Provident Fire Insurance Co.
Prudential Insurance Company of Great Britain
Quaker City Fire & Marine Insurance Co.
Queen Insurance Companv of America
The Reinsurance Corporation of New York
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Amebican Insurance Association Membership List, Febbuaby 1956—Continued
Reliance Insurance Company of Philadelphia
Rochester American Insurance Co.
Royal Exchange Assurance
Royal Indemnity Co.
Royal Insurance Co., Ltd.
Safeguard Insurance Co.
St. Paul Fire & Marine Insurance Co.
St. Paul-Mercury Indemnity Co.
Scottish Union & National Insurance Co.
Seaboard Fire & Marine Insurance Company of New York
The Sea Insurance Co., Ltd.
Security Insurance Company of New Haven
Skandia Insurance Co.
Southern Fire Insurance Co.
Springfield Fire & Marine Insurance Co.
Standard Accident Insurance Co.
The Standard Fire Insurance Co.
Standard Insurance Company of New York
Standard Marine Insurance Co., Ltd.
Star Insurance Company of America
The State Assurance Co., Ltd.
Sun Insurance Company of New York
Sun Insurance Office, Ltd.
Surety Fire Insurance Co.
Swiss Reinsurance Company of Zurich, Switzerland
Thames & Mersey Company of Zurich, Switzerland
Transcontinental Insurance Co.
The Travelers Fire Insurance Co.
The Travelers Indemnity Co.
The Travelers Insurance Co.
Twin City Fire Insurance Co.
Union Assurance Society, Ltd.
Union Marine & General Insurance Co., Ltd.
United Firemen's Insurance Co.
United States Casualty Co.
United States Fidelity & Guaranty Co., Baltimore, Md.
United States Fire Insurance Co.
Vigilant Insurance Co.
Virginia Fire & Marine Insurance Co.
"Westchester Fire Insurance Co.
The Western Assurance Co.
The World Fire & Marine Insurance Co.
The Yorkshire Insurance Company of New York

American Insurance Association
new york, n. y
Position of Stock Insurance Companies Regarding Flood Insurance
November 2, 1955.
The American Insurance Association announced today that its member com
panies are prepared, together with their producers, to make their full facilities
available to the Government and will cooperate should Congress see fit to enact
a program of flood indemnity and request the aid of the industry in its admin
istration.
_
.
The association has employed the firm of Parsons, Brinckerhoff, Hall &
Macdonald to make an engineering study of the recent floods, supplementing
a report the firm made for the stock companies in 1952. The completed report
of the engineers has not been received and the association is continuing its cur
rent study of the subject. However, at a membership meeting of the association
held today, it was the consensus that the following represents the present position
of the companies, based on current knowledge and subject to the final conclusions
of the study now being made:
.
1. If flood insurance could be written feasibly, insurance companies would be
not only willing but eager to provide such coverage (examples of this are to
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be found in the broad coverages, which do not exclude the peril of flood, available
for movable property, such as the various forms of marine, inland marine and
automobile comprehensive coverage, and certain "floaters").
2. The companies believe that specific flood insurance covering fixed-location
properties in areas subject to recurrent floods cannot feasibly be written because
of the virtual certainty of loss, its catastrophic nature, and the reluctance or
inability of the public to pay the premium charge required to make the insurance
self-sustaining.
3. Any insurance program which does not cover areas subject to recurrent
floods will not meet the public need.
4. The companies believe that it is impossible to tie in flood coverage with other
coverage on fixed-location properties generally because, unlike other natural
catastrophes which are unpredictable as to place of occurrence, floods can occur
only where water flows or gathers and only those properties which are in the
path of the flow or gathering have any need for it ; competition would force the
sale of coverage ex flood and the buyers would make the adverse selection.
5. There is no way in which the purchase of flood insurance can be made manda
tory (even by Government compulsion) consistent with our American concept of
free government and competitive selection.
6. The companies believe that the Government would encounter the same
obstacles if it undertook a program of specific flood indemnity by means of in
surance on a self-sustaining basis.
7. Any Government promise of indemnity on a non-self-sustaining basis is
relief under the guise of insurance. In our opinion, a direct program of relief
and rehabilitation would be more effective and more equitable, particularly in
restoring essential services and providing food and shelter, which are the first
forms of necessary relief in the case of a major flood disaster.
8. In our opinion, flood control and prevention (rather than insurance, in
demnity, or relief) are of far greater importance to potential flood victims,
especially when the many forms of irremediable losses are also taken into con
sideration, such as death, bodily injury, loss of employment, and loss of income.
9. In view of the magnitude of Government expenditures which are involved
in the event of a major flood disaster, it would seem prudent for the Government
to avoid fixed advance commitments in order to be in a position to use available
funds most expeditiously and to the best advantage when the emergency arises.
Mr. Edelstein. Mr. Chairman, could we put into the record this
Report on Floods and Flood Damage of 1955 in the Northeastern
States?
Senator Lehman. Yes, without objection.
(The report above referred to follows :)
Report on Floods and Flood Damage of 1955 in the Northeastern States
(Prepared for American Insurance Association, December 1955, by Parsons,
Brinckerhoff, Hall & Macdonald, engineers, New York, N. Y.)
letter of submittal
Parsons, Brinckerhoff, Hall & Macdonald,
New York, N. Y., December 15, 1955.
Mr. J. Victor Herd,
Chairman, Committee on Floods and Flood Damage,
American Insurance Association,
New York, N. Y.
Dear Mr. Herd : In accordance with our proposal of October 17, 1955, we sub
mit herewith our Report on Floods and Flood Damage of 1955 in the Northeast
ern States. This report is, in effect, a sequel to the Report on Floods and Flood
Damage which we prepared for the Insurance Executives Association in April
1952. The purpose of the present report is to discuss the floods of August
and October of this year; to obtain an approximate estimate of the damages
caused by these floods in the States of Massachusetts, Connecticut, Rhode Island,
New York, Pennsylvania, and New Jersey ; and to consider these floods in con
nection with the general problem of the financial losses resulting therefrom.
For your convenience in reviewing the report, its essential features are sum
marized below.
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1955 flood damages.—Various preliminary estimates of the amount of damages
produced by the floods of August 1955 have been prepared by several govern
mental agencies, as well as by the American Red Cross. Analysis of these esti
mates indicates that the total amount of direct damage to physical property
(both real estate and personal property) in the 6 States mentioned above was
approximately $500 million. This figure may include a small amount of wind
damage, but of a very minor nature.
The direct damages from the August 1955 storm may be subdivided as
follows :
Percent
Industrial properties
35
Commercial
14
Public utilities
19
Public facilities
20
Residential property
9
Agricultural and miscellaneous
3
Total
100
The distribution of the direct damages by watersheds is estimated as follows :
Percent
Housatonic River (Massachusetts and Connecticut)
38
Connecticut River (Massachusetts and Connecticut)
14
Thames River (Massachusetts and Connecticut)
12
Blackstone River (Massachusetts and Rhode Island)
6
Charles and Neponsit Rivers (Massachusetts)
6
Delaware and Hudson Rivers (New York, Pennsylvania, and New Jersey) _
24
Total
100
Nearly one-half of the total direct damage in the August floods occurred in
Connecticut.
Less than 2 months after the floods of August 1955, the Northeastern States
were subjected to the effects of an extratropical cyclone. Fortunately, most of
the sections that suffered severe damage in August were not badly hit by the
October storm. However, properties adjacent to certain streams particularly
along the Long Island shore of Connecticut, were damaged by high tides and
water flooding, although they had not been seriously affected in the August
storms.
It was characteristic of the August storms that they caused maximum damages
on the smaller streams, accompanied with serious loss of life in certain localities.
The path of the storm was generally transverse to the main axis of the Delaware,
Hudson, and Connecticut Rivers, so that the degree of flooding on these larger
rivers was relatively small as compared with maximum floods in the past.
Meteorological conditions,—The storms that caused the severe floods in August
1955 were tropical hurricanes that were diverted from their previous normal
paths by unusual meteorological conditions. Such storms have been considerably
more frequent on the North Atlantic seaboard since 1938 than in the preceding
hundred years. Whether this situation is a result of a permanent change in
climatic conditions or is only in the nature of a temporary weather cycle is a
moot question among meteorologists, and probably will not be definitely answered
for many years.
Past experience and theoretical studies indicate that, while the floods of
August 1955 were unprecedented in magnitude in the region affected by the
storm, it is entirely possible that even greater floods may occur in almost any
portion of the area under consideration.
Tropical hurricanes approaching coastal regions often cause serious flooding
along the shore because of exceptionally high tides. Under certain conditions
such tides may exceed 16 feet at any location between southern New Jersey and
Cape Cod.
Comparison with previous floods.—The hurricane storms of August 1955 caused
unprecedented depths of precipitation over certain areas, resulting in floods
of extraordinary magnitude on many of the smaller rivers, in some cases as great
as eight times the maximum previous flood of record.
Climatic changes.—The unprecedented nature of the precipitation and stream
discharge during the floods of August 1955 has been interpreted by some people
69096—56—pt. 2
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as an indication of a change of climatic conditions in the Northern Hemisphere.
Although climatic cycles have occurred on the earth in past ages, they are known
to be very slow, extending over periods of thousands of years. Recent apparent
changes in climate affecting the paths of hurricanes along the North Atlantic
seaboard cover too short a time period to justify the assumption of any long-term
major climatic changes in this region. Nevertheless, the possibilitv of such cyclic
variations in climate should not be neglected in estimating flood probabilities,
although it would involve serious difficulties in estimating mean annual flood
losses in any locality by statistical methods.
Effect on estimates of mean annual flood losses.—A preliminary investigation
of the effect of the 1955 floods on estimates of mean annual flood losses indi
cates that it would be of a minor nature because of the apparent low probability
of occurrence of such unprecedented floods. However, if future experience
should prove that there has been a definite change in climatic conditions result
ing in more frequent hurricane storms in this area, the damage losses of the
1055 floods would indicate an appreciable increase in mean annual flood losses.
It is probable that further light on the matters discussed in this report will
become available in the near future, as a result of extensive studies now under
way by several governmental and private agencies. We will be pleased to
analyze such material and expand our report accordingly, if you so desire.
Very truly yours,
Paksons, Brinokerhoff, Haix & Macdonald.
M. N. Quade.
INTRODUCTION

In April 1952, the firm of Parsons, Brinckerhoff, Hall & Macdonald submitted
a report on floods and flood damage to the Insurance Executives Association, the
purpose of which was to determine the technical engineering problems that would
have to be solved if a practical and effective program of flood insurance in the
United States were to be established. The insurance business had never been
able to devise a method of providing specific flood-insurance coverage on a basis
in conformity with sound insurance principles. Following the disastrous floods of
1951 in Missouri and Kansas, insurance underwriters began a reexamination
of their traditional position respecting flood insurance. The report of April
1952 was prepared for use in this connection. An abstract of the 1952 report
was published by the American Society of Civil Engineers in August 1954, as
Proceedings Separate No. 483, Flood Insurance, by H. Alden Foster.
General interest in the possibilities of flood insurance has been greatly in
tensified since the disastrous floods in the Northeastern States in August
1955, resulting from hurricanes Connie and Diane. In anticipation of public
discussion of this matter, the current study was initiated on October 4, 1955.
It was agreed that the investigation would cover the floods and flood damage
that occurred in Massachusetts, Connecticut, Rhode Island, New York, Pennsyl
vania, and New Jersey on August 17-20, 1955, and during the floods of October
1955. The work would consist principally of :
(a) Collecting data on 1955 flood damages to obtain realistic estimates
of physical damage classified to the extent possible, in accordance with the
general character and use of the property from the viewpoint of an insurance
interest; and
( 6 ) Securing information on hydrology and meteorology of the recent
floods and the interpretation of such data in general terms with respect to
flood damage
Field work by P. B. H. and M. was well under way prior to the severe week
end storms of October 14-17, which naturally resulted in considerable changes
in the overall problem of flood damages in the investigated area. The investi
gation was then extended to include an estimate of damages during the October
flood as compared with those experienced in August, and the general effect of
such repetitive floods.
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Figure 1

1«SI HJI'll) I, ■.}.!>. ',!.-.
Serious property damage and lo*s of life was caused in the Northeastern
States, from Massachusetts to I'ennsylTanla, by flood* resulting from two troplcal hurricanes that panned over thin region in August 1J»W,. The first stxrm.
christened Connie by the United Htate* Weatiier Bureau, wan of moderate
intensity, and passed r/r« North Carolina, The Chesapeake Bay region of
Virginia, Maryland, western Pennsylvania, J-ake Kile, awl finally Into Canada,
on August 11 to 13. The second storm, identified ax I>iane, caused much
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heavier precipitation, passing over North Carolina, Virginia, Pennsylvania, New
Jersey, Long Island, and Cape Cod and then over the Atlantic Ocean, on August
17 to 20, as shown on figure 1.
This study is an analysis of available reports on the damage caused by these
two hurricanes. Diane is usually referred to as the one which caused the
damage, but as it followed on the heels of Connie the damage actually was the
result of both. To differentiate between the damage caused by these storms
would be impracticable.
Estimates of damage were available in all the Northeastern States which
suffered from the storms ; Massachusetts, Rhode Island, Connecticut, New York,
New Jersey, and Pennsylvania. Four organizations, mobilized immediately by
the President and the governors of the States, prepared such estimates for each
of the States :
(1) United, States Corps of Engineers.—Cost of cleaning and restoring river
channels, property damage to all types of property, and loss of production and
employment, with a view toward constructing facilities, under Federal Govern
ment sponsorship, to minimize danger in the future.
(2) Federal and State civil defense agencies.—Property damage to all types
of property, including farms and agricultural crops.
(3) American Red Cross.—Care of human beings and repair of damage to
their dwellings to provide needed assistance for relief and rehabilitation.
(4) State governments.—Under the leadership of flood-disaster committees^
damage to all types of properties and care of human beings in order to establish
need for relief and rehabilitation and to institute measures for reducing damage
in the future.
Except for the Corps of Engineers, these organizations did not make their
own appraisals of all types of damage but accepted the figures developed by other
groups particularly qualified to estimate damages to certain types of structures.
For example, utility commissions of the States were relied on for public-utility
data, highway departments for figures on roads and highway bridges, and State
and local governments for estimates on public buildings and schools as well as
damage to private residences.
The work of evaluating the damage was commenced immediately after the
floods and the earliest estimates were generally the highest, resulting partly from
the shock of the disasters and the inability to obtain a clear view of the damage
because so much was entirely covered by water. Subsequently, detailed evalua
tions were made at the State and local levels. These estimates revised the origi
nal data, generally resulting in a lowering of the figures, and were used in the
present study.
The several estimates are consistent as to the classification of the categories of
property, but the results vary because of differing approaches to the question of
the value to assign to the properties—whether depreciated value, replacement
in kind, or replacement on the basis of modern standards.
The United States Corps of Engineers estimates are probably the most standard
ized and are the ones which can be used for a comparison with other disasters of
a like nature. The corps has made such estimates for many years for use in
obtaining congressional appropriations to institute corrective measures. In their
final form, which will not be available for some months from now, they will be
presented in detail—-by classes of property, and covering all the types of damage.
At present, however, these evaluations have been prepared only as overall figures
by watersheds and do not segregate losses by classes of property and by types of
damage. They represent the overall economic effects of the floods, including loss
of production and wages. Present estimates are not final and are subject to
revisions as refinements are made in preparing the final figures.
The Federal Civil Defense Administration (FCDA), in cooperation with the
several State civil-defense organizations, has also prepared estimates for each
of the States. These do not include the values of loss of production and wages,
nor do they include the cost of restoring and improving river channels. In their
preparation, the values determined by State agencies, especially for certain cate
gories such as roads and highway bridges, public utilities and public facilities,
were used directly.
FCDA has adopted the following categories in its breakdowns of estimates :
(1) Industrial.—Manufacturing establishments of all types, metals, textiles,
finished products, etc.
(2) Commercial.—Service establishments, wholesale and retail distribution,
automotive dealers and other occupants of business buildings.
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(3) Public utilities.—Telephone, electric power, water and gas distribution,
railroads, buses, etc.
(4) Public facilities.—Roads and highway bridges, schools, public buildings,
sewerage systems, and disposal plants, etc.
(5) Residential.—Private homes, apartment houses, boarding houses.
(6) Agricultural and miscellaneous.—Farm lands and crops, farm equipment,
livestock, farmhouses, and other items not covered in the other five categories.
The State governments prepared estimates from data available in State agen
cies and in cooperation with local governments. The collection and assembling
of the data was under the direction of the various State flood disaster relief
commissions appointed by the governors. They in turn relied on the following
State and local agencies and private organizations for their information.
(1) and (2) Industrial and conwnercial.—State development or industrial
commissions, factory inspection divisions of State labor departments, chambers
of commerce. Information was usually gathered through personal interviews
with owners or executives of businesses.
(3) Public utilities.—Public utility commissions in cooperation with the indi
vidual enterprises, both private and public.
(4) Public facilities.—State highway departments, city engineers, and public
■officials.
(5) Residential.—Number of houses damaged: American Red Cross and city
tax assessors.
Value of damage to houses : Tax assessors' estimates of real property damage.
These are on assessed values, with a widely varying percentage of market value.
The results lack comparability from one municipality to another. The chief
purpose of these estimates is to determine the tax decrease due to damaged and
destroyed buildings. FCDA estimates were also prepared. These appear to be
on the basis of market value of the property, repair of damage and value of
■contents. The two types of estimates, tax assessors' and FCDA, therefore, vary
widely in most instances.
(6) Agricultural and miscellaneous.—County officials, and various sources.
The relative accuracy of the categories into which the estimates are sub
divided is well established. An evaluation of the degree of accuracy of the
estimates follows :
Excellent.—Roads and highway bridges, public utilities and public facilities.
These evaluations were prepared by professional estimators with long experience
in the specific fields.
Good.—Industrial and commercial: Although experienced personnel gathered
the information, the values were obtained by interviews with individuals in
terested in submitting generous figures.
Doubtful.—Residential : The variations in assessment practices in themselves
make for inconsistencies, added to which is the fact that they do not include
personal property values. The FCDA estimates which were intended to cover
both real and personal property were obtained from local civil defense personnel,
having varying degrees of experience in property evaluation.
The American Red Cross figures, and such city government figures as are
available, on number of houses damaged are believed to be reliable. The residen
tial dwelling counts do not include summer or beach properties, the value of
which could be appreciable.
The United States Corps of Engineers estimates of direct and indirect damage
were prepared a few days after the flood, broken down into watersheds. The
total is $1,600 million, for the entire area under study, of which the Housatonic
watershed with $500 million and the Thames watershed with $400 million
together account for more than half.
The FCDA data, which represent direct damage only, were broken down on
the same basis as the Corps of Engineers estimates. The total of $45!» million is
less than one-third that of the Corps of Engineers total, and in this case, the
watersheds with the largest amounts are the Housatonic with $173 million and
the combined Delaware and Hudson with $110 million. These two areas together
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total $283 million or 62.2 percent of the overall amount. The Corps of Engineers
and FCDA tables are shown below :
Direct and indirect damages, floods of August 1955, estimated by V. 8. Corps of
Engineers (by watersheds)
Housatonic River (three-quarters on Naugatuck)
Connecticut River
Thames River
Blackstone River
Charles and Neponset Rivers
Delaware and Hudson Rivers
Total

$500, 000, 000
140, 000, 000
400, 000, 000
200, 000, 000
10, 000, 000
350, 000, 000
1, 600, 000, 000

Direct damages, floods of August 1955, based on State and FCDA data
(by watersheds)
Housatonic River
$173, 000, 000
Connecticut River
63, 000, 000
Thames River
57, 000, 000
Blackstone River
27, 000, 000
Charles and Neponset Rivers
25, 000, 000
Delaware and Hudson Rivers
110, 000, 000
.

Total

455, 000,000

The FCDA data also permit a breakdown by classes of property, as described
above.
Estimated damages by types of property based on FCDA data
Industrial
Commercial
Public utilities
Public facilities
Residential
Agricultural and miscellaneous

$158, 800, 000
05, 100, 000
85, 100, 000
90, 700, 000
41, 300, 000
13,800,000

Total
454, 800, 000
Because of the highly industrialized nature of the area affected by the flood,
miscellaneous and farm property damage represent only 3 percent of the total.
Residential damage also is not a high figure percentagewise, being 9 percent
of the total. These three items together amount to $55,100,000 out of a total
of $454,800,000, leaving $399,700,000 for establishments largely identified with
an industrial economy. The largest item is industrial damage, which ac
counted for 35 percent of the total.
Regarding the two categories—Commercial (65,100,000) and residential ($41,300,000) —it is believed that these figures are conservative and might well be
appreciably higher. Unfortunately, no information could be obtained on the
number of commercial establishments affected, but the total for residences
damaged is given as 24,654. ( See table below. )
It should be noted that none of the estimates includes damage to summer and
beach properties. The damage to these properties, therefore, is an addition to
the residential damage, but its value is not known. Also, as far as could be
determined, no estimate was made of the value of private automobiles de
stroyed or damaged. Likewise, the losses outlined above probably do not in
clude damage to goods in transit.
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Number of residential dwellings damaged, according to American Red Cross and
Connecticut authorities
Total de
struction

State

Massachusetts...
Connecticut
Pennsylvania
Total

_
_

Major dam
age

Minor dam
age

Total

97
34
668
26
93
260

309
67
2,460
88
564
1,591

4,502
310
5,213
1,919
1,017
5,436

4,908
411
8,341
2,033
1,674
7,287

1,178

6,079

18,397

24,654

In order to develop an estimate of the damages to residential property, in
quiry was made of Red Cross personnel in charge of rehabilitation work. These
professional workers had widespread knowledge of the flood areas, and had
been dealing with contractors and builders estimating repair and rehabilitation
work. Including household furnishings, clothing, and other personal posses
sions, it was estimated that the average dollar value of a residential dwelling
totally destroyed or washed away was approximately $13,000; major damage
was estimated to be approximately $3,000 per residence and minor damage was
estimated at $300 each.
If these approximate values are applied to the numbers of dwellings in the
above table it is found that the personal and residential-property losses were
as follows :
Residences destroyed
$15, 000, 000
Residences with major damage
15, 000, 000
Residences with minor damage
6, 000, 000
Residential damage loss
36, 000, 000
The $36 million loss thus estimated compares with the $41,300,000 developed
by the Federal Civil Defense Administration as a residential damage in the
6-State area affected by the August 1955 floods. Dividing these amounts by
the total number of properties (24,654) indicates the average damage per
residence to be somewhere between $1,500 and $1,700.
The family rehabilitation awards made by the American Red Cross to assist
those without suflicient resources of their own totaled $7 million, while the
Red Cross also provided emergency assistance of $1,780,000. Over 14,000 fam
ilies have sought Red Cross aid, although about 50 percent of these required
only emergency assistance.
The large differences between the estimates by the FCDA and the Corps of
Engineers seem to be due mainly to two factors :
(1) The Corps includes indirect damages in accordance with their standard
procedure for computing the benefits derived from flood-control structures.
(2) The damage figures obtained from the Corps were determined shortly
after the flood, when the physical conditions made it impossible to make a
reliable assessment of actual damages to many properties. Up to the present
date, the Corps has been chiefly occupied in making emergency repairs to
essential facilities. We understand that they will prepare revised estimates
at a later date.
For the purposes of the present report, we have relied primarily on the esti
mates of the FCDA, supplemented with data from other sources as explained
above, as representing what wre believe is a conservative figure for overall direct
damage caused by the floods. Any wind damage included in these estimates was
of a minor nature.
DIRECT AND INDIRECT DAMAGES

Damages to property caused by floods are generally classified in two groups r
(1) Direct losses, and (2) indirect losses.
Direct losses consist of physical damage to property and goods, measured by
present-day cost of repair or the replacement in kind, and the cost of cleanup
and or moving goods.
Indirect losses consist of value of service or use which is lost or caused by
flood conditions, not chargeable to direct loss. They include losses of business
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and wages, and costs of relief and similar expenses, and may occur both within
and outside the flood area both during the period of the flood and the subse
quent rehabilitation. Typical examples during the 1955 floods were the losses to
individuals and business concerns resulting from shut-down of railroads for
more or less extensive periods, loss of revenue by toll-bridges or toll-highways,
in addition to loss of business by factories and mercantile establishments and
of wages by their employees.
Indirect damages cannot be computed with direct relation to the stage of
floods, primarily because the relation between the stage and the indirect loss is
not constant. Other conditions are involved, such as the fact that business
losses depend also upon the time during which the plant is closed for repairs,
varying with the nature of the business as well as the extent of the physical
damage.
It has been found, however, that reasonable estimates of indirect losses by
individual business concerns can be made as a percentage of direct losses, since
there appears to be a somewhat constant relationship between indirect and
direct loss. This is the practice of the Corps of Engineers, the percentages being
determined from available data studied by methods of sampling and rational
analysis.
NATURE OP THE AUGUST 1955 FLOODS

The study of the damage caused by the floods of August 1955 in the North
eastern States showed the diverse nature of the flooding which took place.
Much of the damage and almost all of the loss of life occurred in the upland
valleys where the heavy surface runoff of water from the intense rainfall first
gathered in the larger brooks and smaller tributaries of the rivers. This was
the situation in the I'oconos of Pennsylvania, the vicinity of Ellenville, N. Y., the
Berkshire Hills and Winsted, Conn., at Putnam, Conn., on the Quinebaug
River, and on the upper reaches of the Blackstone River north of Woonsocket,
R. I. In these areas, the amount and force of the water turned hillside brooks
into raging torrents washing out roads, bridges, farm buildings and rustic
cabins in the rural areas. Where such streams were confined between banks
as they coursed through towns, the rushing force of the waters undermined
the high banks, and overturned or floated away all the structures in the way.
In extreme contrast were the floods in the main valley of the Delaware River.
In the sections of New Jersey and Pennsylvania from Stroudsburg to Phila
delphia, the damage was caused not by rushing water, but by slow inundation
as the great volume of water collected from all the tributaries slowly spread
out across the width of the river flood plain and proceeded down the river.
In the lower sections of the cities on this river, residences and other buildings
which had been flooded in 1903 and 1938 were again inundated. With each
successive flooding the required repairs to the structures become more extensive
because rotting of sills, timbers, and floors becomes progressively worse and
more noticeable. The loss or partial destruction of the six 19th-century bridges
across the Delaware River may have been caused by such weakening.
The extremely deep flooding of the Naugatuck River where so much of the
Connecticut damage occurred was a combination of both rushing and inundating
waters. The unprecedented volume of water delivered by the tributaries of
the Naugatuck completely filled the channel and flood plain of that river.
At every town from Thomaston, through Waterville, Waterbury, Union City,
Naugatuck, Beacon Falls, Seymour and Ansonia to Derby, the bridges spanning
the stream and the industrial buildings along its bank so confined the flood
laterally that depths and velocities were increased, causing destruction never
before experienced in that valley.
Thougli the floods of August 1955 caused such diverse and widespread damage
there was almost no damage in coastal areas either from river flooding, excessive
tides, or wave action.
NATURE OF OCTOBER 1955 FLOODS

Less than 2 months after the rains and floods of August 17-20, 1955, the
Northeastern States were subjected to the winds and rains of an extratropical
cyclone, on October 14-17. This storm came to some of the same areas where
the memory of Hurricane Diane was still vivid in the minds of the residents.
Areas northwest and northeast of New York City and the coast of Fairfield
County, Conn., were seriously affected by this storm.
Localities such as Ellenville, N. Y., Winsted and Ansonia, Conn, might have
suffered as much from the October storm as they had from Hurricane Diane
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were it not for the fact that Diane had enlarged the stream channels by scour
and the Corps of Engineers had just completed clearing the channels of debris
from that storm. In these places, flooding was less severe and not much of the
property swept away or damaged in the first flood had been replaced in the
short time before the occurrence of the second.
In the same localities where temporary bridges and structures had been erected
and where permanent repair work had been started, extensive damage was caused
to these facilities.
The October storm brought extra high tides to the western Connecticut shore
line. Accompanying high winds caused considerable damage to sea walls and
dikes. This combination of winds, tide, and rain flooded beach areas and required
evacuation of these lowlying shore areas which had been developed with yearround residences.
As in the case of Diane, the extreme precipitation in October caused sheet
runoff of such volume that the smaller streams became raging torrents, washing
roads, bridges, and other obstructions out of the way. Many coastal streams
of Fairfield County caused extensive damage, the maximum damage of this kind
being felt in Norwalk, Conn.
Estimates of the October floods are now possible although they are considered
as preliminary. The total damage of the October flood amounts to $38,570,000
compared to $454,800,000 for August. In both floods Connecticut suffered the
greatest losses, 46 percent of the total in August and 67 percent in October.
Rhode Island, one of the States which was hard hit in August suffered no damage
In October, while damage in two other States. Massachusetts and Pennsylvania,
was small in October
The following table indicates the directly comparable damage figures resulting
from the August and October floods :
August
flood

Class of flood damage

Residential
Total

--_

October
flood

Total

$158, 800, 000
65, 100, 000
85, 100, 000
90, 700, 000
41, 300, 000
13, 800, 000

$9,610,000
4,870,000
1, 110, 000
14, 550, 000
7,480,000
950,000

$168,410,000
69, 970, 000
86, 210, 000
105, 250, 000
48, 780, 000
14,750,000

454, 800, 000

38, 570, 000

493, 370, 000

While these figures indicate that the October storm caused less damage gener
ally, in at least one respect it was more serious and its effects more widely felt.
It caused highway and railroad washouts such that—
(1) The New Haven Railroad suspended all operations in New England
for 36 hours ; then
(2) Though passenger service was resumed by buses, freight service to and
from New England continued suspended for 8 days ; and
(3) The Boston Post Road (U. S. Route 1) and the Merritt Parkway (Con
necticut Route 15 ) were both severed for 5 days.
The simultaneous disruption of these three facilities by washouts in the vicinity
of Norwalk caused major inconvenience to thousands of travelers and shippers
between New York and the whole of New England.
METEOROLOGICAL CONDITIONS PRODUCING EXTREME FLOODS AND STORM TIDES IN THE
NORTHEASTERN STATES

The present study attempts to appraise the flood-producing potentialities of the
Northeastern States taking into account the extreme river and tidal stages result
ing from the passage over the region of several intense hurricanes. The rainfall
of the tropical cyclone of August 17-20, 1955, is compared with the precipitation
that occurred in storms of the past and with a preliminary estimate of the maxi
mum possible rainfall. In a like manner observed hurricanes storm tides along
the coast of southern New England are compared with the theoretical maximum
ocean surface levels.
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H&r'AftjitMl e*m4itvm* conducive to producing severe flood*
J.i a 7, **9v*j< of the year a reduction of the water-absorbing capacity of the
v/;* f/7 «t«t. a series of minor storms can create a condition conducive to critical
ra**-* f,1 mi*,1f if a major storm should then occur.
Ir» the winter and spring' the maximum floods are caused by warm air masses
jfr'A^in% precipitation on a heavy snow mantle thus augmenting normal rainfall
runoff by nwrw melt. The atmospheric moisture during these two seasons is,
fcwtrerw, lea* than can occur in the summer and fall and net peak rates of flow
rbonM be ]&m though total runoff volume may be larger.
In the nutnnwr and fall the atmospheric moisture content and temperature of
the air man*** that can invade the Northeastern States approach the maximum
rain** frequently attained in the Tropics. It is to be expected, therefore, that
maximum rate* of rainfall and runoff can be expected during the summer and
fall though flood volumes may be less than in winter and spring.
Hourcet oj atmospheric moisture
The afr masses responsible for heavy precipitation in the Northeastern States
must largely be of maritime origin. The source regions for the warmest and
most hntnid nlr are tlie Caribbean Sea and Gulf of Mexico. These tropical mari
time masses reach the Northeastern States in two ways, namely :
(1) By overland paths along the Mississippi and Ohio River Valleys, and
(2) More directly over the waters of the Atlantic Ocean.
It Is to be expected that during certain seasons, the air masses passing over
the land are modified and consequently are less moist than those passing over
the Atlantic. Observations of maximum, atmospheric moisture content indi
cate the correctness of this assumption.
The air masses in the source regions attain their properties by a transfer
of energy from the surface of the ocean to small masses of air. For this
transfer to occur the sea surface temperature must be higher than the air
temperature at the contact surface and the vapor pressure over water must
be greater than that of the air.
Sen surface temperatures in summer in the Caribbean Sea and Gulf of
Mexico average about 28° C. (82° P.). In the winter the average sea surface
temperature Is only about 3° C. (5° F.) less. In the source region summer
tropical maritime air is therefore somewhat warmer and more moist than in
winter but the vertical structure is similar.
As these masses pass inland from the source region in summer the continental
areas tend to raise their temperature. On the other hand, in winter the Atlantic
and land areas tend to lower the temperature of the tropical maritime air.
It Is of particular interest to note that in summer there is marked potential
Instability in the air masses originating in the Caribbean Sea and Gulf of
Mexico. This instability is the source of the large quantities of energy used in
the production and maintenance of the hurricanes that may eventually reach
the Northeastern States. After passing outside of the Tropics hurricanes can
travel long distances through latitudes which in summer and early autumn
have tropical climatic conditions. As the tropical maritime air moves north
ward tn summer it is generally to be expected that little change of its properties
will take place.
Storm types
Distinct and clear-out storm types rarely exist in nature. One form of
meteorological disturbance may often directly or indirectly Influence another.
However, as a general classification, three types of storms have characteristics
of Importance in producing severe floods in the Northeastern States, namely :
( 1 > Thunderstorms, which can produce extremely high rates of precipita
tion over relatively small areas.
»2> Frontal storms, generally responsible for moderately heavy rains of
long duration.
»S> Tropical cyclones (hurricanes! and extratropical cyclones, which
can cover moderately large areas with intense and prolonged rates of
precipitation.
Actual storms are osoally a combination of storm types all of which are
subject to intensification by the effects of local topography < orographic action i .
Whether hurricanes are now more freqnent along the Atlantic coast than in
the past is correctly a subject of controversy among meteorologists. One of
ataay :heories relates the ir. Tease of number of hurricanes along tie coastal
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United States to a northward shift of the upper westerly winds. However, no
satisfactory evidence exists as to whether a change in hurricane paths has
actually occurred, of either a temporary or permanent nature.
It should be noted that all tropical hurricanes are identified as cyclones, but
not all cyclones are classed as hurricanes. A cyclonic air movement takes place
around a barometric low, the winds in the cyclone traveling counterclockwise
around the center (in the Northern Hemisphere). Tropical hurricanes are
cyclones that have their origin a few degrees of latitude north of the Equator,
over the open ocean, and increase in intensity sufficient to produce wind veloci
ties exceeding 75 miles per hour. If they do not reach this intensity, the dis
turbance is called a cyclone rather than a hurricane. If the source of the
disturbance is over the ocean and north of the tropical regions, it is called an
extratropical cyclone.
Examples of past meteorology situations
The storm of October 3-A, 1869, is one of the earliest flood periods for which
rather complete data on rainfall are available. This storm covered New Eng
land, New York, New Jersey, and Pennsylvania. The floods resulting from this
storm may have been intensified by the rainfall of the hurricane of September
8, 1869.
The storm of November 2-6, 1927, was the result of two local cyclones that
•developed on November 3, 1927, and which moved rapidly in a northerly direction
along a semistationary front with a north-south orientation passing through
Vermont. A prolonged period of rainfall resulted from the gradual lifting
of warm moist air over a barrier of cool and stable air. General and local con
vergence in association with a trough of pressure, accompanying the passage of
the cyclones, intensified the precipitation in Vermont.
The hurricane of August 17-23, 1933, produced heavy rainfall in Pennsylvania
and a record high tide at Norfolk, Va., on the 23d. This tropical cyclone originated
to the east of the Windward Islands on August 17 and by the morning of August
23, was over Norfolk. By evening the storm was over Washington, D. C, and
continued northward into Pennsylvania. The intensity of the storm decreased
gradually and finally dissipated itself in the St. Lawrence Valley.
The storms of July 6-10, 1935, centered in Pennsylvania and New York, were a
result of a semistationary cold front oriented in a north-south direction. Moist
air passing over the front, in combination with a series of frontal thunderstorms,
produced prolonged and intense rainfall under the front and against the moun
tains.
The storms of March 9-22, 1936, produced two of the most outstanding winter
floods of record in the North Atlantic region. The resulting rainfall was ac
centuated by large quantities of snow melt. Two distinct periods, March 11-13
and March 17-19, 1936, were responsible for independent floods in close succes
sion. The precipitation resulted from overrunning and convergence along a
front separating warm and moist maritime air from the south and cold and
relatively dry polar air from the west and north.
The storm of September 17-21, 1938, produced extremely heavy rainfall in
New England. The greatest precipitation occurred immediately before the
passage of the hurricane proper. A deep cold cyclonic disturbance centered over
Lake Michigan induced a flow of warm moist air over New England. A trough
of pressure in conjunction with a semistationary front was formed over Con
necticut and Vermont. The circulation which caused the front to stagnate also
induced the hurricane to penetrate the frontal zone. High rates of precipitation
were caused by strong winds in the upper atmosphere and also caused the hurri
cane to progress rapidly through New England.
The storm of August 17-20, 1955, was the result of a tropical disturbance that
originated in the Atlantic Ocean approximately 400 miles to the northeast of
Puerto Rico on August 11. The disturbance reached hurricane proportions on
August 12. The center of the hurricane reached the coast and moved inland
near Wilmington, N. C, on August 17. By the evening of the 17th heavy rains
fell in central Virginia. The hurricane continued to move in a northerly direc
tion on August 18, up to the Mason-Dixon line at which point it turned sharply
to an easterly direction. This caused heavy rains over eastern Pennsylvania,
New York, New Jersey, and southern New England. The precipitation in south
ern New England was prolonged as the storm center moved eastward along the
40-degree parallel for about 12 hours. Rates of rainfall were greatly intensified
by the orographic effects of the lifting of moist air currents by upward flow over
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the mountain slopes. Figure 1 shows the rainfall pattern for the period August
17-20, 1955.
The runoff resulting from the storm of August 17-20, 1955, was intensified by
the depletion of soil absorbing capacity caused by the rainfall of Hurricane
Connie which had preceded the August 17-20 storm by about a week.
Table 1 shows the preliminary values of average rainfall depth versus area
for the storm of August 17-20, 1955.
Table 1.—Average depth of rainfall against area, storm of Aug. 17-20, 1955
(southern New England, New York, New Jersey, Pennsylvania)
Average depth of
Area :
rainfall (inches)
1 square mile
19. 9
265 square miles
16
850 square miles
14
2, 170 square miles
12
4, 550 square miles
10
8, 300 square miles
8
16, 800 square miles
6
Table 2 compares the values of average depth of rainfall against area for a
number of great storms in the Northeastern States. Figure 2 is a graphical
representation of these data. In general the depths of rainfall for the hurricane
of August 17-20, 1955, exceed all previous amounts, although the storm of Sep
tember 17-21, 1938 produced precipitation of only slightly less magnitude.

">
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Figure 2
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Hurricane rainfall and hurricane tides
The probability of hurricane occurrence per month in the Atlantic Ocean is
as follows :
Probability
Storms per month

1.
2 or more

May

June

0.09
.02
0

0.34
.06
.02

July
0.39
.11
.03

Aug.
0.75
.62
.19

Sept.

Oct.

0.92
.72
.42

0.83
.59
.34

Nov.
0.36
.03
.03

Source: Colon, J.: Monthly Weather Review, vol. 81, No. 53, 1953.

These figures indicate that it is very nearly a certainty that a hurricane will
occur in the Atlantic in September, in any year, with excellent chances of such
occurrence in August and October aiso.
The probability of hurricane occurrence in the Northeastern States is, of
course, much less but the relative monthly distribution is possibly similar.
Table 3.—Historical hurricanes of great severity in New England, 1635-1938
Date
Aug. 15, 1635
Aug. 19,1788
Sept. 23, 1815
Sept. 3, 1821

Location

Damage

Eastern New York and western New Much damage In Connecticut and Massa
England.
chusetts.
Connecticut and Rhode Island— . . - Generally destructive.
necticut. At New York the tide rose
13 feet in 1 hour.

Sept. 8, 1869
Oct. 23-24, 1878
Aug. 24, 1893
Sept. 16, 1903
Sept. 21, 1938

Connecticut, Rhode Island, and east
ern Massachusetts.
New York, Connecticut, and Rhode
Island.

Severe In Connecticut and Rhode Island.

Long Island and New England

Enormous property damage.

Table 3 lists the hurricanes of great severity in New England (1635-1938).
Knowledge is lacking concerning the rainfall of the earliest of these tropical
hurricanes. Of the 16 great storms listed in table 2 only 4 are definitely hurri
cane types which directly or indirectly created floods, namely:
Oct. 3-4, 1869
Indirectly created flood conditions.
Aug. 20-24, 1933
Directly created flood conditions.
Sept. 17-21, 1938
Do.
Aug. 17-20, 1955
Do.
The actual depth of rainfall during hurricanes is probably much in excess
of the amounts indicated by rain gages. The high winds cause the drops of
rain to be driven very nearly horizontally and the gages are unable to accumu
late representative catches. It is likely, therefore, that the water available
for runoff during the hurricanes of September 1938 and August 1955 largely
exceeded the amounts recorded.
Observations indicate that the heaviest rainfall in a hurricane is produced
in the right front quadrant of the storm. Under certain simplifying assump
tions as to rainfall distribution in a hurricane and progressive speed of the
center it is possible to arrive at some concept of the upper limits of rainfall.
The results of such a preliminary study are given below.
The upper limits of instantaneous wind velocity during a hurricane is not
known. In the New England hurricane of September 1938 a velocity of 121
miles per hour was measured for a 5-minute period. The Blue Hill Observatory
at Milton, Mass., observed an instantaneous velocity of 186 miles per hour. The
winds responsible for the great wind tide in Connecticut, Rhode Island, and
Massachusetts averaged about 100 miles per hour for a period of 2 or 3 hours.
Table 4 shows the extreme storm tide elevations experienced at locations
on the coasts of the Atlantic and Gulf of Mexico.
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Table 4.—Extreme storm tide elevations (above astronomical tide level)
Date

Aug. 27, 1893
Sept. 1., 1919
Sept. 21, 1933
Do

Location
New York, N. Y
Savannah-Charleston, S. C
Florida Keys
Oay Head, Marthas Vineyard, Mass
Providence, R. I
.-do

Approximate storm
tide
13 feet.
Submerged Islands.
16 feet.
15 to 20 feet.
Do.
16 feet.
15 feet.

Means are available for determining theoretically the maximum storm tides
that could occur at any desired location. It is probable that, with the exception
of the coast of southern New England in the vicinity of Narragansett Bay, no
portions of the Atlantic coastal waters of the United States have yet experienced
the greatest possible storm tides due to harricanes. There is some theoretical
justification in the belief that the storm tides of the southern New England
coast could not exceed 20 feet. Under extreme conditions storm tides within the
geographical area covered by this report may exceed 16 feet. However, considerab e magnification of the coastal storm tide would occur in sea inlets such
as the lower reaches of rivers and in shallow bays and estuaries.
Ftudies are currently being made by governmental and other agencies for
the purpose of estimating possible maximum storm tides along the entire At
lantic and gulf coasts of the United States.
Estimated maximum possible rainfall
There is observational evidence to indicate that no one particular type of
storm is responsible for producing the greatest intensity of precipitation in the
Northeastern States. In the present study the determination of the maximum
po'sible rainfall was largely founded on the investigations of the United States
Weather Bureau. Using the most recent data available and other means of
computation, a slight upward revision of USWB amounts was made. The re
sulting depth versus area values are shown in table 2 and are plotted in figure
2.
It can be seen that no storm of record has yet approached these maximum
possible values. However, it is possible that if the center of the storm of August
17-20, 1955, had passed to the northward of its actual path the probably heavier
ra'nfall of the front right quadrant would have fallen on southern New England.
It is possible that the rainfall quantities of the transposed hurricane could have
approached the maximum possible rainfall. An exact determination of the
actual meteorological situation in the August 17-20 flood must await the comple
tion of present studies by the United States Weather Bureau.
Conclusions
The present study indicates that the Northeastern States have not yet expe
rienced the greatest possible floods due to rainfall. The maximum possible
rainfall exceeds by a considerable amount any measured precipitation experi
enced in the past.
The greatest storm tides have probably been approached on several occasions
at certain locations on the coast of southern New England. Other Atlantic
coastal regions have not yet experienced the greatest possible storm tides.
COMPARISON OF 1955 FLOODS WITH PREVIOUS FLOODS

It has already been mentioned herein that the total precipitation occurring
on a given area of land during the Diane storm of 1955 was considerably greater
than In any previous storm of record in the Northeastern States. The relative
effect on flood discharge of many streams in this area was even more pronounced.
This was particularly true of the smaller streams whose headwaters are located
in the zone of maximum precipitation. Typical examples of this condition for
rivers in Connecticut and Massachusetts are given in table 5, based on prelimi
nary estimates of streamflow by the United States Geological Survey. On the
smaller drainage basins, the 1955 flood was as much as eight times as great
as the maximum previous record. On the other hand, the flood on the Connecti
cut River was much smaller than the previous maximum, because the 1955 storm
only affected a small fraction of the entire drainage basin.
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It is evident that the hurricane storms of August 1955 caused unprecedented
depths of precipitation over certain areas, resulting in floods of extraordinary
magnitude on many of the smaller rivers and streams.
Table 5.—Comparison of 1955 floods tcith previous records

Drain
Length
age
of
area,
square record,
years
miles

Stream location

Maximum previous
Hood
1955
flood
c. f. s.'
C. f. s.l

Date

Ratio
of 1955
to pre
vious
maxi
mum

NEW EN'LAND
Xeponsit River, Norwood, Mass...
Blaekstone River, Northbridge, Mass
Blaekstone River, Woonsooket. R. I
Quinebaug River, Westville. Mass.Quinebaug River, Putnam, Conn
Still River, Robertsville, Conn
Blackberry River, Canaan, Conn..
Naugatuck River, Thomaston, Conn
Naugatuck River, Naugatuck, Conn....
Connecticut River, Thompsonville, Conn

35
139
416
M
331
M
48
7L>
246

9,1)01

May 9,
Mar. 19.
Julv 24,
Mar. 22,
Sept. 21,
Dec. 31.
Nov. 26,
Dec. 31,
.do
Mar. 20,

1954
1936
1938
1948
1938
1948
1950
1948

Aug. 27.
June 1,
Jan. 25.
Mav 23,
....do
Nov. 26,

1928
1952
1953
1942

1936

430
7,510
15, 100
1,500
20. 900
9. 550
2, 550
10,200
28, 500
282, 000

1,150
13. 000
26.000
13,000
39. 000
32.000
10. 500
35. 000
1(16 000
174,000

2.68
1.73

27,300
21,200
3,220
105. 000
140. 000
1,870

30, 900
30,600
8. 800
130.000
233. 000
6,850

1. 13
1.44
2.73
1.21
1.66
3. 66

1.72
8. IK

1.87
3. 36
I. 12
3.44
3.72

NEW YORS STATE
Rondout Creek, Rosendale, N. Y
Wallkill River, Gardiner, N. Y_.
Fishkill Creek, Beacon, N. Y
Delaware River, Barryville, N. Y
Delaware River, Port Jervis, N. Y
Tenmile River, Tusten, NT. Y

3V,
711
186
2.023
3, 076
45

1950

' C. f. s. means cubic feet per second.
CLIMATIC CHANGES

The great increase in precipitation and stream discharge in the 1955 floods
as compared with previously recorded storms indicates that the storms of
August 1955 were of a very exceptional nature. From a statistical standpoint,
it appears that they would have a probability of occurrence much smaller than
would be indicated by theoretical studies based on previously available records.
Two alternative inferences may be drawn from this situation :
(1) The 1955 storms were the result of atmospheric conditions of a most
unusual character, following the simultaneous occurrence of a number
of unfavorable controlling factors that normally would not be expected
to occur together ; or
(2 ) There have been changes in general climatic or atmospheric conditions
in recent years that tend to increase the frequency and intensity of storms
of this type along the North Atlantic seaboard.
If the first inference is accepted, it would be possible to make a reasonable
estimate of the probability of occurrence of such storms in the future, for use
in determining the effect of the 1955 floods on the mean annual flood damage
to be expected on rivers in the area under consideration. If the second in
ference holds, however, any estimates of flood probability based on previous
records would have to be revised to include the effect of the assumed changes
in meteorological conditions.
This problem involves consideration of the general question of climatic
change in the Northern Hemisphere. Studies by geologists, meteorologists, and
other scientists indicate that there may be a gradual climatic change underway,
of a nature similar to climatic cycles that have occurred on the earth in past
ages Such changes, however, are known to be very slow, extending over
periods of thousands of years. It does not appear likely that they would show
iiny appreciable effect within periods of 50 or 100 years. The recent apparent
changes in climate affecting the paths of hurricanes along the North Atlantic
seaboard cover too short a time period to justify the assumption of any longterm major climatic changes in this region. Nevertheless, the possibility of
such cyclic variations in climate should not be neglected in estimating flood
probabilities.
G9096—56—pt. 2-

-13
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PROBABILITY OF OCCUEBENCE OP 1955 FLOODS

If the question of climatic change is eliminated from consideration, the exces
sive magnitude of the 1955 storms must be treated as due to an unusual combina
tion of most unfavorable controlling factors, but excluding any additional factors
that have not been effective during the period of record. As a result, if we have
prepared a suitable probability curve representing the previously recorded floods,
the 1955 floods should be located on the same curve. But since these recent floods
are so much larger than any previously observed, such a method of plotting will
result in assigning a very low value of probability to them.
For example, if the previous probability study was based on a record extending
from 1900 to 1950, the previous maximum flood would be considered to occur on an
average of once in 50 years, or with a probability of 2/100. Adding the 1955 flood
to this record might indicate that its probability of occurrence is only once in 500
years (0.2/100) although the present length of record would indicate a corre
sponding value of only one in 55 years or 1.82/100.
If the present hurricane situation is assumed to be the result of climatic
changes, the question of determining the probability of occurrence of the 1955
floods becomes much more difficult. Such a change would have to be assumed as
commencing not earlier than 1938, the year when the first severe hurricane in
more than 100 years struck the Long Island coastline. The intervening period of
17 years is much too short to permit any reasonable estimate of probability for
the recent storms.
All of this brings out the difficulties of estimating mean annual flood losses in
any locality by statistical methods, even if the problem of errors of sampling
discussed in our 1952 report could be satisfactorily taken care of.
EFFECT OF 1955 FLOODS ON MEAN ANNUAL FLOOD LOSSE8

Even if the 1955 floods are exceptionally large in comparison with previous
recorded floods, their effect on determination of the mean annual flood loss for
any particular property may be relatively small. As a check of this conclusion,
we have investigated the losses that would be incurred by such floods in the
Naugatuck River Valley at Waterbury, Conn., upstream from the Mad River, as
estimated by the New England Division of the Army Corps of Engineers, using
methods described in our 1952 report, in a study of the Merrimac River at Lowell,
Mass. The latter study could not be used for a comparison of the 1955 floods,
since these had only a small effect on the Merrimac River.
The Corps of Engineers analyzed the flood records at Waterbury in 1953. In
a considerable portion of the city, the estimated flood damages were correlated
with water stage levels on the upstream side of the West Main Street bridge.
Flow records through Waterbury were available as far back as 1930, from which
a flood-probability curve was prepared. With these results, a curve of damage
vs. probability was prepared, corresponding to the records prior to 1953, similar
to figure 6 of our 1952 report. From this curve, the mean annual flood loss for
the area under consideration was estimated at $47,200, based on 1949 price levels.
Applying an index of 1.3 (increase the value to) reflect 1955 prices would result
in mean annual flood loss of $61,360.
The discharge at Waterbury in the August 1955 flood was estimated by the
Corps of Engineers as about 80,000 cubic feet per second. The corresponding
total damage in the area under consideration was estimated as about $13 million
(1949 prices), or $16,900,000 on the basis of 1955 prices, based on an extrapola
tion of the previously mentioned study of flood damages. If the 1955 flood is
correlated with the flood-probability curve obtained from the records prior to
1953, it may be assumed to have a probability of only 0.001 percent. With these
data, the 1955 flood could be assumed to increase the estimate of mean annual
flood loss by $16,900,000X0.001, or $1,690, which is only 2.75 percent of the 1953
estimate ($61,360), raised to 1955 prices.
EFFECT OF BEPETITIVE FLOODS

The floods resulting from Hurricane Diane on August 17-20, 1955, caused
extensive damages in the area under study. The storm of October 14-17 caused
serious flooding in portions of the same area that was damaged during the
August floods only 8 weeks previously. This raises the question of how such
a repetition of floods in the same year would affect owners of properties subject
to flooding.
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This question was considered in our 1952 report, page 17, in connection with
the discussion of methods of selection of flood events for statistical analysis.
"If the partial duration series is used to establish a flood-frequency curve, it will
generally include more than one flood in any particular year. If these individual
floods are not far apart in date of occurrence, they should not all be included
in the record. After one flood has occurred, a subsequent flood within a few
weeks will not cause additional direct damage to the property unless the damage
caused by the first flood has been at least partially remedied in the meantime."
In the floods of October 1055, most of the damage was done in localities that
were not seriously affected by the August floods Accordingly, for these the
"annual flood" lor 1955 would be that recorded in October rather than in August.
For other properties, the August flood would be considered in the statistical
analysis, unless the discharge in October actually exceeded that recorded in
August.
Present indications are that the precipitation during the October storm was
generally less intense than in August. However, it is possible that flood stages
on some streams during the. October flood might have been higher if debris de
posited in or adjacent to the flood channel had not been removed prior to the
October storm.
TYPES OP FLOODS

The storms of August 1955 were affected by different conditions in the various
river valleys. On the larger rivers, such as the Delaware, the damage was
caused largely by water transmitted from upstream at greater rates than could
be handled by the natural river channel, resulting in overflow of the river banks
and inundation of the adjacent flood plains. On the smaller streams, there was
apparently extensive sheet runoff, resulting in "overland floods" (1952 report,
p. 60). This condition caused widespread damage and loss of life in sections
that had never previously been subject to severe floods within the period of rec
ord, and was at least partially the result of the ground being well saturated by
Hurricane Connie before Diane came along.
On some rivers, much of the flood damage was caused by the failure of old
dams upstream. In portions of Pennsylvania and New England, there are
numerous small dams constructed many years ago at a time when there was in
adequate information available as to possibilities of floods forming in the streams.
Some of these dams had insufficient spillway capacity to pass the excessively
large flows occurring during the flood, and many of them washed out from that
cause. Others, particularly those constructed partly of timber, were weakened
because of their age, and unable to withstand the pressure of the high water.
Wherever one of these dams failed during the crest of the flood, the maximum
discharge downstream was greatly increased.
TYPES OF FLOOD LOSSES

Flood losses are generally classified as (1) direct losses, and (2) indirect losses.
The direct losses comprise physical damage to property and goods. Indirect
losses include the loss of wages and business profits, or the increased operating
cost due to the flood. The direct losses are caused by inundation or dynamic
effects, but generally would not be affected by the duration of the flood or by the
occurrence of a repeater flood such as that of October 1955, within a few weeks
after the original flood, unless the second flood were greater in magnitude than
the first. Indirect losses might be increased by a second flood, or by increase
in the duration of flooding.
POLLUTION OF GROUND WATER

Along certain rivers, particularly adjacent to the ocean, an appreciable rise in
the stream surface may cause pollution of ground water in the vicinity of the
river, even if the flood plain is not extensively inundated. If the river surface
rises above the ground-water table, there will be a discharge from the river
to the ground-water reservoir, and the latter may become polluted by salt water
or by sewage or industrial wastes in the river. There is no evidence available
of such pollution having occurred in the 1955 floods.
H. Alden Foster.
Curtis J. Hooper.
A. A. Koch.

Senator Lehman. Is Mr. Clifford E. Gillam here?
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STATEMENT OF CLIFFORD R. GILLAM, ON BEHALF OF THE
AMERICAN HOTEL ASSOCIATION
Mr. Gillam. Mr. Chairman, I have brought with me some pictures
you might want to glance through as I present this story. They
reveal the before and after story of our 1955 flood.
My story will be a little different than the previous witness', as I
am here to plead for insurance coverage.
I am Clifford R. Gillam, president and general manager of the
Buck Hill Falls Co. and the Buck Hill Water Co. operating The Inn
at Buck Hill Falls, Pa. I am appearing today as a representative
of the American Hotel Association, which speaks for our industry in
connection with your committee's hearings on insurance against, floods
and other disasters.
Our own property comprises some 6,000 acres in the Pocono Moun
tains, of Monroe County, Pa. Our location is in a nest of small moun
tain streams which feed the Brodhead's Creek which flows into the
Delaware. The Buck Hill Creek was one of the headwaters of the
flood of last August and one of the watersheds where extremely heavy
damage was sustained.
You are familiar with the severity of the flood and so Mill not be
surprised to learn that there were 100 deaths, millions of dollars of
property damage, plus millions of dollars of losses of business fol
lowing the flood, that 41 State highway bridges were destroyed within
the county and 26 highway bridges, State, and township, destroyed
within the small township of Barrett in which our property is located.
Our company's damages have been appraised at $525,000 with a
total value before the flood of $4 million. This is a very real disaster.
We have an elevation ranging from 1,400 to 2,000 feet and it had
always been assumed that we were free of any flood threat. The
stream which is normally from 4 to 20 feet wide rose as much as 30
feet and became a raging torrent at least one-quarter-mile wide in
places. To indicate the force of the floodwaters, 350 feet of 10-inch
cast-iron pipe were swrept away and not a single piece ever recovered.
In all, we lost 3 dams and 5 bridges of our own, plus two State highway
bridges on roads through the settlement.
This experience was bad enough, but we are truly frightened over
the fact that insurance underwriters, following an extensive study, are
predicting more frequent recurrences of such floods than has-been ex
perienced heretofore. Parsons, Brinckeroff, Hall & Macdonald, an
engineering firm mentioned by a previous witness, was employed to
study probable recurrences.
A grim forecast of future floods of even greater magnitude in Pennsylvania,
New York, New Jersey, and New England, was presented by a New York engi
neering Arm in a recent survey prepared for the American Insurance Associa
tion—

according to a recent news release based on the report. Such a sittiation is surely deserving of congressional attention.
On the other side of the picture, the United States Corps of Engi
neers has characterized the 1955 disaster as one which normally
occurs only once in 500 years. Along the Brodheads, where at places
the floodwaters rose 30 feet in 30 minutes, the high water was 2J/2
times any previously recorded level. Property owners with danger
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ous water exposure, such as we have experienced, have endeavored
to obtain flood insurance for 20 years or more, only to find that the
coverage was not available. If such protection is inaugurated, pre
miums must necessarily be at a level commensurate with management's
estimate of the risk involved. This unquestionably could be accom
plished if the insurance carried could be spread over the country as.
a whole.
Because of our own experiences in Pennsylvania which I have de
scribed to you, you will understand my interest in the various bills
which are before your committee at this time. I can also speak for
all elements of the hotel industry which are equally concerned over
the problem on a nationwide basis. However, we have misgivings
over the proposal to limit the coverage to flood insurance.
We understand that spokesmen for insurance companies, for the
United States Chamber of Commerce, and other business groups
testified before the House Committee on Banking and Currency to
the effect that flood insurance alone might not be actuarially sound.
Since your bill, Senator Lehman, S. 3137, provides for a study of
other forms of national disaster insurance over and above floods, I
hope it will be pertinent for me to make the following statement.
Before the House and Senate Banking Committees ever announced
hearings on Government reinsurance, the American Hotel Associa
tion undertook a nationwide survey of a selected list of hotel prop
erties. More than 80 percent of the 600 establishments which re
sponded indicated that they would be interested in some form of dis
aster insurance, but almost unanimously expressed the conviction
that flood insurance alone would not be practical.
Our members, representing every one of the 48 States, reported an
interest in water insurance of three types—flood damages, high tides
and wave wash, and other water damage howsoever caused. They
also generally expressed the belief that such coverage should be
broadened to include other forms of disaster such as tornadoes, earth
quakes, and hurricanes. The majority felt that this type of insur
ance, with a broad base of coverage, might prove actuarially sound.
I do not pose as an expert in the held of insurance, but any repre
sentative of management can testify that the smaller the business
establishment the more essential that it be protected by insurance
against foreseeable risks.
In our case, it was the small operator, where his physical buildings
were confined to a small area, who was truly hurt in proportion to
his investment, and many of those business establishments are simply
wiped out. They do not exist.
I believe that generally hotelmen would prefer that private insur
ance companies set up a disaster-insurance program. But we freely
admit that it might be necessary for some Federal reinsurance, or
underwriting, particularly at the start of any such program. We
believe that insurance companies should reserve the right to grade
the individual risks, based on exposure, and to have a sliding scale
of premiums. It is conceivable that some properties might not be
insurable even though a national program were inaugurated. Also we
would expect a deductible provision in any insurance contract, whereby
the insured would not expect to be covered on nominal damages. It
is a disaster situation such as we had at Buck Hill for which we plead
for insurance coverage.
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Our United States Government, through the Department of Treas
ury and its Internal Revenue divisions, was the largest loser financially
as a result of the flood.
Let me illustrate. In our own comparatively small operation our
casualty loss will wipe out any Federal income tax for the fiscal year
1955 and our claims for refund for previous years will amount to
approximately $65,000. Multiply this by the losses of scores of cor
porations in this county and hundreds in this State and Connecticut
plus the losses in the income of individuals, and the total will run into
the millions. If insurance had been available and carried, this loss
by the Federal Treasury would have been greatly reduced. In fact,
I think the Government is already in the insurance business through
the tax-refund route.
Undoubtedly the losses have been so great in some cases that the
carryback and carryforward tax credit will be sufficient to wipe out all
income taxes for the years from 1953 to 1960. What happens in
such cases if there is another flood or similar disaster? The only
possible result would be that many of these companies would face
financial ruin.
Your committee undoubtedly will give thought to the level of the
premium required for such coverage. I cannot give you a dollar-andcents figure which would represent a premium in which management
would quickly embrace such a program, but I feel that after the
experiences of 1955 management would pay a rather substantial sum,
if need be, to insure against the loss of anticipated profits, as well as
the loss of invested capital.
And I think that would apply in areas that had never been hit by
floods before.
We believe that it is entirely possible that it may be necessary for
our Government to initiate such an insurance program if one is ever
to be established. And, after an experience of 5 or 10 years possibly
it should prove actuarially sound to underwrite such a program pri
vately. In that case the insurance companies would be anxious to
enter the field, instead of being hesitant as they are now.
As the spokesman for the American Hotel Association and the hotel
industry as a whole, I plead for some type of disaster insurance and
believe that a plan can be devised which will be mutually satisfactory
to the carrier and to the insured. We are appreciative of your com
mittee's concern.
Thank you very much for the opportunity of appearing before you.
Senator Lehman. Thank you very much indeed for your testimony
and for the book of very interesting pictures. They are similar to
many other pictures
Mr. Gillam. Many.
Senator Lehman. That Senator Bush and I have seen at various
hearings. As a matter of fact, they are very similar to the scenes
which I personally witnessed in New York State during the time I
was Governor when we had disastrous floods in 1936 which followed
very much the course that you have outlined here, affected homes and
buildings way up in the hills.
Mr. Gillam. That is right.
Senator Lehman. Streams which had been brooks suddenly be
came raging torrents and did tremendous amounts of damage particu
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larly in the western and southern part of New York State. And that
same situation has been duplicated several times since.
So I want to say these are very graphic.
I want to put now into the record a very interesting document which
is collateral to your own testimony here about the losses of the Govern
ment through the deduction of their losses in income tax.
Mr. Gillam. That is a casualty-loss folder.
Senator Lehman. This is publication No. 155 issued by the Treasury
Department, Internal Revenue Service, showing how the Federal
income tax applies to losses from hurricanes, floods, and other dis
asters.
(The publication referred to follows:)
[Treasury Department, Internal Revenue Service, Publication No. 155]
How the Federal Income Tax Applies to Losses From Huebicanes, Floods, and
Otheb Disasters
income-tax treatment of casualty losses
Frequently one area or another in our country suffers from a hurricane,
cyclone, tornado, earthquake, flood, forest fire, or other disaster. These cause
considerable damage to grounds, dwellings, automobiles, boats, furniture, and
other business and nonbusiness property. The Federal income-tax law allows
you to deduct, in computing your taxable income, a loss resulting from a casualty
of this nature. The rules stated herein for computing the casualty loss deduc
tion apply not only to losses from natural causes but also where the loss is
suffered by one taxpayer alone, as in the case of a fire occurring in the house
or plant of the taxpayer.
What is a casualty.—The term "casualty" refers to an identifiable event of a
sudden, unexpected or unusual nature. Generally, this means that the loss must
result from a sudden destructive force. Damage from a normal process or from
progressive deterioration of property through a steadily operating cause—such
as the steady weakening of a foundation from wind and weather not unusual
in nature—is not a casualty loss. Nor is the mere reduction or diminution in
the value of property because of the proximity of a flood, hurricane, or other
disaster and the possibility that the area might again be damaged by a similar
disaster a deductible casualty loss. In other words, a casualty loss is allowed
only for the actual physical damage to property resulting in a partial or com
plete loss.
When loss is deductible.—Casualty losses are deductible only in the taxable
year in which sustained, and not in any succeeding taxable year, regardless of
whether the damages are actually repaired in the year the casualty occurred.
In this respect, a loss is sustained during the taxable year if it is a completed
fact, fixed by identifiable events from which it can be determined that a loss in
fact has been sustained. Thus you may deduct an actual physical loss of prop
erty which results from flood, hurricane, or other casualty only in the taxable
year when the casualty occurs.
Insurance not collected, by end of taxable year.—This rule is applicable even
though collection is not made on the insurance during the year in which the
loss occurred or even though suit filed for recovery of damage is not finally de
cided until a later year. In such case, you should compute your loss by deducting
from the total loss the estimated amount of recoverable insurance, or other
recoverable compensation, and deduct the loss so determined in the year the
casualty occurred. If subsequent events demonstrate that this estimate was
substantially inaccurate, an amended return should be filed correcting the mis
take. If such a correction results in an overpayment of tax, the amended return
or a claim for refund (form 843) should be filed within 3 years from the due date
of the return, exclusive of any extension of time, or 2 years from the time the
tax was paid, whichever is later.
Undetermined loss.—If the amount of the loss cannot be determined before the
due date for filing your return, you may request of your district director an
extension of time for filing or you may file an amended return later, but within
the statutory period of limitations, showing the correct amount of the casualty
loss.
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Proof of loss.—A deduction is allowed only for damages to or losses of prop
erty owned by the taxpayer. The burden of proof is upon the taxpayer to sub
stantiate the amount of any casualty loss, and he should be prepared to submit
evidence showing—
( a ) The nature of the casualty and when it occurred ;
( b) That the loss was the direct result of the casualty ;
( e ) That he is the owner of the property :
id) The cost or other adjusted basis of the property, evidenced by pur
chase contract, deed, etc. ; improvement should be supported by checks,
receipts, etc.
(c) Depreciation allowed or allowable, if any;
if) Values before and after casualty (pictures and appraisals before and
after the casualty are pertinent evidence) ;
(<7) The amount of insurance or other compensation received, including
the value of repairs, restoration and cleanup provided without cost by
disaster relief agencies.
Cost or adjusted basis.—In order to determine the amount of the deduction
allowable as a casualty loss, it is first necessary to ascertain the basis of the
property. There are various ways in which property may be acquired—such as
by purchase; in payment of services rendered; by gift, bequest, devise, or in
heritance ; or by an exchange, etc. The way in which it was acquired, as well as
the time of acquisition, will often affect the basis of property for the purpose
of determining the amount of a casualty loss deduction.
In the usual case, the term "basis" refers to the amount that a taxpayer paid
for the property. In such a case, the basis of the property is cost. But if the
property has been the subject of depreciation, previous casualty losses or other
recovery adjustments, the basis of the property is required to be reduced to
reflect such items. Similarly, additional expenditures in the way of capital
improvements might have been made. Such items would increase the basis. The
result of such increases and decreases to the cost or other basis of property is
what is known as adjusted basis.
Losses of nonbusiness property
Amount of loss.—Casualty losses of property used for personal purposes are
computed differently from losses of business property or property used for the
production of income. The two types of losses are given separate treatment.
The amount of the deduction allowable fur a casualty loss of personal or
nonbusiness property is the difference between the value of the property imme
diately before the casualty and its value immediately after the casualty, but
not in excess of the cost or adjusted basis of the property, reduced by any
insurance or other compensation received or recoverable.
You cannot deduct the cost of restoring or replacing the damaged or lost
property. Nor can you deduct as part of the loss expenses for personal injury,
temporary lights, fuel, moving, or rentals for temporary living quarters.
Amounts expended for the construction of protective works or for moving homes
to prevent probable losses from future storms are not allowable deductions and
should be capitalize as permanent improvements. Sentimental values are not
considered. Although costs of repairs, restoration, or cleaning up or removing
debris cannot be used as a measure of the loss, the "value immediately after
the casualty" means the value before the property is repaired, restored or
cleaned up.
Adjustment of basis.—The basis of the property should be reduced to reflect
the allowable loss deduction. If insurance or other compensation is received
or recoverable, the basis should also lie reduced by such amount. Amounts
paid or incurred to replace or restore property damaged or destroyed as a result
of the casualty are capital expenditures and should be added to the remaining
basis. These adjustments are n quired for the purpose of determining the basis
for computing any gain from a subsequent sale or exchange of the property or
for other purposes.
Shade and ornamental tree*.—When shade and ornamental trees and shrubs
are p'anted, they become an integral part of the real property and have no
separate value for income-tax purposes. Any loss on such items must be the
result of an actual decrease in the value of the property as a whole and not
the cost of planting (original) or replacing the plants. Thus the deductible
loss of shade and ornamental trees and shrubs by storm or other casualty is the
difference between the value of the entire realty immediately before the casualty
and the value of the entire realty immediately after the casualty, limited to
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the lesser of the cost or adjusted basis, reduced by any insurance or other
recovery.
Rehabilitation payments.—Amounts received by a taxpayer from his em
ployer or from disaster relief agencies in the form of cash or property for the
purpose of restoring or rehabilitating property lost or damaged in a disaster
will affect the amount of a casualty loss deduction. Such amounts, in addition
to reimbursement from other sources, should be applied to reduce the amount
of the deductible loss. If the reimbursement should exceed the recipient's basis
in the property prior to the casualty, the amount of the excess cannot be used
to increase the basis of the property.
Disaster relief.—Food, medical supplies, and other forms of subsistence re
ceived by a taxpayer which are not replacements of lost property do not reduce
the amount of the deduction to which a taxpayer is otherwise entitled. Nor
does the receipt of such items represent taxable income to a taxpayer.
Examples.—The following examples illustrate the above rules:
(a)

Value before
disaster

(1)
(2)
(3)
(4)
(5)
(6)

$15,000
$15,000
$5,000
...
$15,000
$19,000 -.
$18,000

(b)

(c)

Loss in
Value
value, (a)
after
disaster minus (b)

$11,000
3,000
2, (XX)
1.000
10,000
0

$4,000
12.000
3,000
14,000
9,000
18,000

(d)

Cost or
other
basis

$10,000
10,000
10, (XX)
10.000
5,000
10,000

(c)

(0

(g)

(h)

Insurance or A Howable
Remaining
other com
casualty loss Taxable
tax ba^is,
pensation
deduction, pain, (e) (dl plus (e)
received or lesser of (c) :*r minus (d) minus sum
of (e) and (0
recoverable (d) minus (e)
$3,000
0
3,000
3,000
8,000
12,000

$1,000
10,000
0
7,000
0
0

0
0
0
0
$3,000
2,000

$6,000
0
7,000
0
0
0

In each of the above examples, the remaining tax basis would, of course, he sub
ject to further adjustment for subsequent costs of restoration, additions, or
improvements.
As disclosed in examples (5) and (6), taxable gain may be realized when in
sured property is destroyed in whole or in part. The excess of the amount of the
insurance over the cost or other basis of the property would represent taxable
gain.
yonrccognition of gain.—However, if the destroyed property is replaced with
similar property within 1 year from the end of the first taxable year in which any
part of the gain is realized and the cost of such replacement property is equal to
or in excess of the proceeds received from the property destroyed, the resulting
gain, if any, is not recognized for income tax purposes. If the replacement prop
erty is purchased at a price less than the proceeds from the property destroyed,
the entire gain will be recognized unless you elect to have the gain recognized only
to the extent that the proceeds from the property destroyed, regardless of whether
such amount is received in one or more taxable years, exceed the cost of the
replacement property.
Treatment on return of nonreoognized gain.—An election to have gain recog
nized only to such an extent should be made by including such an amount in gross
income in the return for the year in which realized. If it is desired that the entire
gain be recognized, the entire gain should be included in gross income.
Adjustment of basis where gain is not recognized.—These special provisions
necessitate a special method for determining the basis of the property acquired to
replace the property destroyed. If property is purchased in a transaction de
scribed above which results in the nonrecognition of any part of gain realized
as a result of the replacement of the property destroyed, the basis of the property
acquired as a replacement is the cost of the replacement property less the amount
of gain not recognized.
This may be illustrated by the following example: You received insurance of
$21,000 as a result of the total destruction of your home by hurricane. The
adjusted basis of the house to you was $10,000, and you spent in the same year
of the hurricane $19,000 for a new house which resulted in nonrecognition of
$3,000 of the $5,000 gain on the property destroyed. The basis of the new house
to you would be $16,000—the cost of the new house ($19,000) less the amount of
the gain not recognized ($3,000).
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If in the above example no election was made to limit the amount of recognized
gain, the basis of the replacement property would not be reduced by the amount
of the nonrecognized gain.
How to deduct the loss.—Once the amount of a casualty loss of nonbusiness
property has been determined, generally, the loss may be deducted only if you
itemize your deductions. Should you elect to use the standard deduction, deter
mine your tax from the tax table, or file form 1040A, the loss may not be deducted,
since an amount in lieu of all nonbusiness deductions has been made a part of
the standard deduction and the tax table. .
There is one exception to the above rule. If your nonbusiness casualty loss
Involves property held for more than 6 months and you have ( 1 ) gains or losses
from the sale, exchange, or involuntary conversion of property used in yonr trade
or business and held for more than 6 months, and (2) the aggregate of the gains
exceed the aggregate of the losses, including the casualty loss, such gains and
losses are treated as gains and losses from sales and exchanges of capital assets
held for more than 6 months. In such case, the casualty loss should be reported
on separate schedule D (form 1040) as a long-term capital loss and taken into
account in computing adjusted gross income whether or not other nonbusiness
deductions are itemized on your return. If such gains do not exceed such losses,
the gains and losses are not treated as gains and losses from sales and exchanges
of capital assets, and all of such items would be treated as ordinary gains and
losses.
The following examples will illustrate the operation of these rules :
During the taxable year, your pleasure boat and residence are totally destroyed
by storm. You paid $1,200 for the boat, and it had a value of $1,000 at the time
of the casualty. You receive an insurance award which exceeds by $3,000 the cost
of your home. The insurance proceeds are not invested in another house. You
sell at a loss of $600 a machine which is used in your trade or business. Each of
these items was held for more than 6 months. The result is as follows :
Gain
Lots
Boat
$1,000
House
$3, 000
Machine
600
3, 000
1, 600
Since the total gains ($3,000) exceed the total losses ($1,600), each gain and each
loss is treated as a long-term capital gain or lass. You would report on separate
schedule D (form 1040) a taxable long-term capital gain of $700, consisting of 50
percent of the net gain of $1,400.
If in the above example you had a gain of $1,500 on the house, then the gains
($1,500) would not exceed the losses ($1,600) . Neither the gain on the house nor
the losses on the boat and machine would be treated as gains and losses from the
sale or exchange of capital assets. Each item would be treated as an ordinary
gain or loss. The gain on the house and the loss on the business machine would
be treated as an ordinary gain and an ordinary loss, respectively, on separate
schedule D (form 1040) ; and the loss on the pleasure boat would be deductible
on form 1040 as a nonbusiness deduction if the tax table or the standard deduction
is not used in the computation of tax.
If you were not in a trade or business and your only loss was the loss of the boat
of $1,000 and your gain on the residence was $3,000, you would have a net longterm capital gain of $2,000, of which 50 percent, or $1,000 would be reported as
taxable long-term capital gain in schedule D (form 1040).
Net operating loss.—If your casualty losses of nonbusiness property exceed
your income for the taxable year, you may, after certain adjustments, have a
net operating loss, and a refund of prior-year taxes may be in order or a reduction
in taxes for later years may result. The following examples illustrate some of
the adjustments necessary in the computation of a net operating loss :
A taxpayer sustains a casualty loss of $26,000 in 1955 as the result of the
complete destruction by flood of his uninsured home. He has income from salary
totaling $14,000, net long-term capital gains aggregating $1,800 (before the 50
percent reduction), and other nonbusiness deductions totaling $700. His net
operating loss for the year is computed as follows :
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1101
($26, 000)
14,000

,

Balance
Less net nonbusiness income :
Long-term capital gain at 100 percent
Minus nonbusiness deductions

(12,000)
$1, 800
700

1, 100
Net operating loss
( 10,900)
If in the above example the taxpayer had no capital gains, no account would be
taken of his nonbusiness deductions, and his net operating loss would be com
puted as follows :
Casualty loss
($26, 000)
Less salary
14, 000
Net operating loss
( 12,000)
The net operating loss thus determined may be carried back to the second
preceding year, 1953 in the above example, and deducted (after certain adjust
ments) in separate schedule C (form 1040) as a business expense in determining
adjusted gross income, even though it is due in part or in whole to a nonbusiness
casualty loss. The excess, if any, of the net operating loss over the net income
for the second preceding year may then be offset against the income (after
certain adjustments) for the year immediately preceding the loss year, 1954 in
above example, arid any remaining loss may in the same manner be carried over
to the 5 years which follow the year of the loss, 1956, etc., in the above example.
If a net operating loss carryback entitles you to a refund of prior-year taxes,
you may file a regular claim for refund (form 843) or an amended return form
1040 on or before the 15th day of the 39th month following the close of the year
of the loss from which the carryback results.
Quick refunds.—You may, however, apply for a quick refund of such prioryear tnxes by filing form 1045 for a tentative adjustment of income taxes which
are affected by a net operating loss carryback. An application for a tentative
carryback adjustment must be filed on or after the date of filing the return
for the taxable year of the net operating loss from which the carryback re
sults, but may not be filed later than 12 months from the end of such taxable
year.
The Internal Revenue Service will act on this application within a period
of 90 days from the date on which the application is filed, or from the last
day of the month in which falls the last date prescribed by law (including
any authorized extension of time) for filing the return for the taxable year
of the net operating loss, whichever is later. If any amount applied, credited
or refunded on the basis of the application is later determined to be excessive,
the amount of the excess may be assessed and collected immediately as if it
were due to a mathematical error appearing on the face of the return.
Losses of business property
Amount of loss.—In the case of business property or property held for the
production of income, the amount deductible as a casualty loss is the percentage
of the depreciated cost or other adjusted basis which the destroyed portion is
of the entire property, reduced by any insurance or other compensation received
or recoverable. The entire property consists of the total of the portion destroyed
and the portion not destroyed : but property, such as an orchard or a building,
does not include the value of the land.
Assume you owned a building used for business purposes which cost you
$10,000. Exclusive of the land, the building had a depreciated (adjusted)
basis of $0,000 when it was partially destroyed by storm. If the value before
the storm was $12,000 and value after was $9,000, the percentage of the portion
destroyed ($3,000) to the entire property before the loss ($12,000) would be
25 percent. Applying this percentage to the adjusted basis of $6,000, you would
have a deductible loss of $1,500, decreased by any insurance or other recovery.
Should the insurance exceed the adjusted basis of $6,000 a taxable gain would
result unless the proceeds are reinvested in similar property under procedures
described above relating to nonrecognition of gain.
If the building was completely destroyed, the allowable deduction would be
the adjusted basis, decreased by any insurance, salvage value or other recovery.

1102

FEDERAL DISASTER INSURANCE

In cases where property is held partly for nonbusiness purposes and partly
for business or for the production of income, the allowable casualty deduction
must be computed and treated separately for each part.
Loss of inventory.—In the case of loss or damage, as the result of a casualty,
of inventory of goods held for sale to customers, care should be exercised not to
claim a double deduction of the casualty loss. The possibility of a claimed
double deduction is more likely to occur where the double-entry system of ac
counting is not used. In cases where the double-entry system is used, the
casualty loss of inventory will be automatically reflected in cost of goods sold
where opening and closing inventories are properly reported. Where a taxpayer
tlesires to show the casualty loss separately, an offsetting credit to the opening
inventory or to current purchases is required.
In situations where creditors agree to forgive part of the indebtedness
owed by a taxpayer who has sustained inventory losses due to a casualty, or
in instances where suppliers agree to replace damaged inventories at no extra
cost, such amounts should be taken into account either as income or adjustments
to cost of goods sold in computing net income or loss from a trade or business.
Losses of farmers.—The casualty loss deduction allowable on property used in
the trade or business of farming is determined in the same manner as other
business property. The loss deduction is not limited to the property used in the
business of farming but extends as well to nonbusiness property, as in the case
< if other taxpayers.
The casualty loss of growing crops is not deductible as a separate deduction,
as the cost of raising the crop is reflected in the deductions for seed, hired labor,
etc.
Where inventories are used, the value of livestock lost due to casualty is not
a separate deduction since the loss is reflected through the reduction of the
inventory nt the close of the year. On the cash basis, the value of animals
raised and lost is not deductible as a loss since the expense of raising the
animals has previously been deducted.
Similarly, the loss of stored farm products is not deductible as a separate
deduction where inventories are used in computing net income, sinee such loss
is also reflected through reduction of the closing inventory. On the cash basis
of accounting, no separate deduction is allowable as the cost of raising the crop
was previously deducted as a cost of operation.
Treatment on return.—Casualty losses of business property or property held
for the production of rents or royalties are deductible even though an election
is made to use the standnrd deduction or the tax table in the computation of
lax. Generally, losses of business property due to casualty are deductible in
separate schedule C (form 1040) in determining profit or loss from business or
profession. And, as in the case of nonbusiness losses, casualty losses of business
and income-producing property held for more than 6 months are treated as
capital losses, if there are sales or exchanges of other assets held for more
than 6 months and the aggregate of the gains from these sales or exchanges
exceed the aggregate of the losses, including the casualty loss.
Xct operating lota.—As in the case of losses of nonbusiness property, if casualty
losses exceed income, a net operating loss carryback or carryover might result.
The procedures described above, relating to refunds and tentative adjustments,
are also applicable to net operating loss carrybacks and carryovers resulting
from casualty losses of business property or property held for the production of
income. In the case of a corporation, however, an application for a quick refund
should be filed on form 1139.
Proof of loss.—The information and evidence which you should be prepared
to submit to substantiate a business loss nre the same as those described above
relating to casualty losses of nonbusiness property.

Senator Lehman. I think you have made a very, very important
point.
There are not many questions I want to ask you except this : In Sen
ator Bush's bill he provides for a rate to be actuarially sound. What
that rate would be none of us knows at the present time. And then
that rate, whatever it is, should be translated into an insurance pre
mium of which the insured pays 60 percent, the Federal Government
pays 20 percent, and the Shite 20 percent. Do you think it would be
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practicable to get the States of the Union to enter into an agreement
of that sort, an arrangement of that sort ?
Mr. Gillam. I would think so, Senator. I think in Pennsylvania
we would be interested after our experiences in 1955.
Senator Lehman. What was that ?
Mr. Gillam. I think in Pennsylvania that the State would be in
terested in participation.
Senator Lehman. Let's go back one step. This would provide that
even though there was Government insurance, unless a State came in,
whether it was Pennsylvania, New York, Arizona, or New Mexico, the
people living in that State would not insure under the rates set by
the Government insurance.
Mr. Gillam. All States would not be included unless they paid the
20 percent?
Senator Lehman. No State would be included unless they paid the
20 percent. More than that, unless they took legislative action which
would bind the State to assuming its share of the costs of all insurance
policies taken out by citizens of that State or residents of that State.
Unless that was done, requiring legislative action and approval by the
governor of the State, that State would not get the benefit of any
insurance policies that were made available by the Government.
Mr. Gillam. Well, I do not know that my opinion would be of
value as to whether the States would cooperate. I would think that
such a plan would delay getting a plan in operation while the approval
was being obtained from the 48 States. I think it would also be a
disappointment if the coverage were not available to a certain cor
poration because his particular State did not cooperate.
Senator Lehman. Well, this, of course, would preclude that.
Do you have a biennial or an annual session of your legislature?
Mr. Gillam. Biennial this year. It is running for 2 years, however.
I mean it is every 2 years.
Senator Lehman. Do you have it this year ?
Mr. Gillam. Last year's session is still in. We have been running
for 14 months. We have a little problem of a tax bill.
Senator Lehman. Senator, have you any questions?
Senator Bush. No, I have no questions. Of course, the gentle
man understands that all 48 States do not have to come into this. If
1 or 2 States do not have any flood problem at all and do not want to
come in, then they do not have to come in.
Mr. Gillam. Then a person in that State could not get that insur
ance. That is my point. Not unless his State went in. Is that
correct ?
Senator Bush. That is correct.
Mr. Gillam. Well, that would be a great disappointment and prob
ably a business disadvantage to the man in any State which did not
participate.
Senator Bush. You can put it that way. The presumption is if
there is any need for flood insurance within a State that the State
would come in.
Mr. Gillam. I follow. Surely.
Senator Lehman. Have you any further questions, Senator?
Senator Bush. No, sir.
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Senator Lehman. Thank you very much. If not, I think we will
recess now. I think botli Senator Bush and I must get to the floor.
We will recess now until 3 o'clock.
Before we recess, I would like to place in the record communica
tions received from the American Municipal Association, the AngloFabrics Co., Inc., and the National Association of Mutual Insurance
Agents.
(The communications referred to follow :)
American Municipal Association,
Washington, D. C, February 16, 1956.
Hon. J. W. Fulbright,
Chairman, Senate Banking and Currency Committee,
United States Senate, Washington 25, D. C.
Dear Senator Fulbright : It has become necessary because of the press of
other business to cancel the appearance of Mayor Leo Carlin of Newark, N. J.,
who was to appear before the Securities Subcommittee on Friday, February 17,
to testify on behalf of the American Municipal Association in favor of disaster
insurance.
In lieu of Mayor Carlin's appearance before the committee, we respectfully
request that this letter and the enclosed American Municipal Association policy
resolution be made a permanent part of the record of the subcommittee hearings.
You will note that our national municipal policy on disaster insurance calls
upon the administration and the Congress to develop a plan for natural disaster
insurance which will adequately protect our cities and which will allow the maxi
mum participation of private business. This policy statement was adopted
unanimously by the representatives of the 12,000 American cities who belong to
the AMA. The mayors and city officials who represent our cities are unanimous
in their opinion that some form of disaster insurance is needed. They are
equally united in their belief that this insurance should also cover municipally
owned property. The experiences of last fall in the New England area and later
on the west coast have shown that natural disasters do millions of dollars' worth
of damage to city-owned property. These losses are incurred at a time when the
citizens of our cities are least able to bear the financial burden.
To cite a single example, we would call the committee's attention to the experi
ence of Waterbury, Conn. A preliminary estimate of the damage to municipality
owned property in that city in last August's floods indicate that approximately
$13 million worth of property was destroyed or damaged. This included bridges,
streets, city schools, fire and police equipment, water and sewerage systems, and
various other municipal facilities and equipment. This loss, none of which was
covered by insurance, is approximately equal to the annual municipal budget
for that city. It has been estimated that it will require nearly a generation for
this community to replace the damaged facilities and to recover fully.
On behalf of this association I wish to extend my sincere thanks for the oppor
tunity which has been afforded us to present the views of America's municipalities
before this committee on this vitally important issue.
Sincerely yours,
Patrick Healt, Jr.,
Executive Director.
Resolution 5—National Municipal Policy on Disaster Insurance
Passed Unanimously by the 32d Annual Congress of the American Municipal
Association, Miami, November 30, 1955
Floods of unprecedented magnitude have struck our cities the past year. These
disasters have come without warning and have left in their wake a wide path of
death, destruction, and suffering. Cities are unable financially to bear the
tremendous costs of replacing municipal property that is destroyed.
The principle of distribution of risk through the medium of insurance is
soundly established in this country. However, there is no insurance available
which will cover losses to our cities from natural disaster; therefore, be it
Resolved, That the American Municipal Association calls upon the adminis
tration and the Congress to develop a plan for natural disaster insurance which
will adequately protect our cities and which will allow for the maximum partici
pation of private business.
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Anglo Fabrics Co., Inc.,
New York 18, N. Y., February 111, 19.1(1.
Hon. Herbert H. Lehman,
United States Senate, Washington, D. C.
My Dear Senator Lehman : I have today received a copy of your release dated
February 6, 1956, regarding the flood disaster insurance bill. I am takliitf the
liberty of voicing my opinion regarding flood insurance as I personally wiih a
victim of the last flood.
To insure plants up to $100,000 would help, but it might not bo ciioukIi to
protect these plants so that they may continue to stay in buslnOHH after u
disaster, according to the experience I was unfortunate to have had personally.
The cleaning-up process costs much more than $100,000 if it is a plant cmplnyliiK
more, than 200 people and a plant that requires a great deal of machinery to
produce goods.
If such disaster insurance could be made compulsory all over the country,
the premiums could be very low and plants in disaster areas could be fully
insured and still the overall cost to the Government would be minimal. Fact uric*
not being exposed directly to disaster areas would have to participate In nuiIi
a program. If this would be the case, the cost to the Government iiiImIiI Imi
very negligible. The insurance would have to include not only Mood, but uuy
disaster not covered by the extended coverage of the insurance compiiulm.
In any event, I would like to thank you very much, Mr. Senator for tht>
splendid work you are doing to protect the industry of the country which 1m
very much appreciated, as the industry needs such help very badly. We cuiiuol,
have peace of mind for a minute until we can clearly see that our cxUl^ni*- J*
not threatened to be jeopardized by disaster.
Respectfully yours,
Leo Homo, Pt*.»A*-t4.
Statement of National Association op Mutual Insurance KtiK»t*, **+*(**,
ton, D. C, Philip L. Baldwin, Executive Sw;w//A*r
"Potential victims of disasters can and must be afforded ***»* *»■■**< V ■*>,
tection against catastrophic occurrences of natural and uiu&skaw*^-,.* -* ./
This is the conclusion of the National Association of Jfcu-J*. .—. , ,*•*
Agents, with its 6,000 members, as expressed by itH *j**;m >../«^ .„ ,„..
catastrophe insurance at a meeting held in Washington, // -. *. ^. .,,,,
15, 1955. The committee consisted of Hugh H. Murray, ir . ««it, .-, .
,„ .-,,„
N. C. ; Clifford C. Nelson, Yardley, Pa. ; Augustus W'. I'rebl*-. .•«» i . .
Henry Duke, Cumberland, Md. ; and Earl A. Lamb, piexiu*.!
. .
elusive thinking of this group that this major problem li^u* :*.
be solved through the intelligent cooperation of Amwfcaa. W f .
prise and the Government.
It must be remembered that some type of cataNlropli* ««t# *s„
in any part of the country. It matters not whether tu«-> j.v> * *, . ,
coast, or valley, as nature excludes no one from cat&MUyj;*manmade potential disaster in the form of nuclear exyn*** «* . ,, . ,
faces us.
It is suggested that the following points are worth} * .**,*„. , .
1. Insurance against catastrophic loss should U- nf^^e *. ,
insurance policies.
2. Coverage should be written to include a renli*u »e«^3. Adequate waiting periods should be included i. t*-~-~.»
insurance against impending disaster.
4. Catastrophe coverage of the type cmitcmpiau- «.,,. -,,
fission, earthquake, windstorm, wave wash, expiutu.
, ,x
as weli as war damage.
5. Reinsurance capacity should be afforded Um***
corporation similar to the War Damage Coryottc .,
the industry does not presently cover. Hou* i»-*^ r
posures, however, should, be assumed by the Uidu*..
6 It is our conviction that a program hand** , ;„ ,
ance facilities will most adequately take <a»r» t ^ ^,
We, the National Association of Mutual lunmm— *+. ' ~^r
and anxious to lend a hand in solving the*
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Senator Lehman. We will recess until 3 o'clock.
(Whereupon, at 12: 17 p. m., the subcommittee recessed, to recon
vene at 3 p. m., this date.)
AFTERNOON SESSION

Senator Lehman. The hearing will come to order. Mr. Mitchell
Wendell, who represents the State of New York Joint Legislative
Committee on Interstate Cooperation will be the first witness.
STATEMENT OF MITCHELL WENDELL, NEW YORK STATE JOINT
LEGISLATIVE COMMITTEE ON INTERSTATE COOPERATION
Mr. Wendell. S. 2862 seeks to provide for an experimental na
tional flood indemnity and reinsurance program * * *.
The New York State Joint Legislative Committee on Interstate
Cooperation is an official agency of the legislature of the State of New
York mandated to initiate, implement, and facilitate Federal-State
and interstate cooperation. Recently, the committee was requested by
the legislative leadership to prepare recommendations with respect to
the role of the State government in natural disasters and, notably, with
respect to floods. An interim report containing some initial recom
mendations with respect to State disaster law will shortly be presented
to the New York Legislature and will include provision for State
grants to aid in meeting damages to the property of political subdivi
sions. In accordance with its mandate the committee has tried to keep
in touch with thinking on this subject at the Federal level. While
it cannot take a definite position on any legislative proposals at this
time, it would seem desirable for it to comment on some aspects of
S. 2862 in the interest of effective Federal-State relationships in this
field.
At the outset, the committee wishes to pay tribute to the effort made
by the bill to meet some of the very difficult problems which are in
volved. Certainly, the proposal merits very careful consideration. In
an effort to aid rather than criticize, this committee does wish to
present some points which are very important from the viewpoint of
the States.
Under the terms of the bill, States which participate in the program
will make (except for the expenses of administration) contributions
equal to those of the Federal Government. Under these circum
stances, it is only reasonable that the participating States should have a
specific voice in the determination of policy under the program and
that such a voice should be of more than an advisory character.
Two of the essential policy decisions that the Federal Government
has power to make under the pattern embodied in this legislation are:
The limitation of its own total liability both in respect of the total
financial commitment ($3 billion) and also in respect to individual
indemnity contracts. In this latter respect, section 102 of the bill
gives the Administrator the power to decline to cover properties. It is
equally essential that the States have the power to make the same policy
decisions with respect to their own commitments. This should be
made abundantly clear by the very language of the bill itself. For
this purpose, we suggest the insertion of a sentence in section 102,
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page 4, line 25, after the words "estimated rate" to read as follows :
"Kefusal of a State to contribute to payments on any individual in
demnity contract or on indemnity contracts for any class of properties
in accordance with State law shall not be construed to exclude the State
from participation with respect to any other property or class of
property for which indemnity contracts are available."
In view of the financial contributions of the States and the effect
which this indemnity program could have on land-use policies, gen
erally made under State police power, it is equally essential that
States participating in the program also should take part in the
formulation and revision of the basic philosophy underlining the pro
gram and in the administrative implementation of that philosophy.
For that purpose, we suggest the establishment by specific provision
in the legislation of a body representative of participating States
to act in more than an advisory capacity with the Federal Adminis
trator.
In addition to the questions relating to specific indemnity contracts
and classes of indemnity contracts already discussed, there are a large
number of other important decisions or considerations in which the
States should participate fully. The following are offered only as a
few of many possible illustrations :
(1) The precise fixing of the rate of private payment—should it
be the minimum of 60 percent or some higher figure ? This determina
tion will affect the size of the contemplated State contribution no
less than the size of the contemplated Federal contribution.
(2) The consideraion of the extent to which the program is needed
in individual States desiring to participate. The present legislation
delegates this decision to the Federal Administrator.
(3) The making of rules and regulations and the formulation
of contract provisions in such a way as not to upset or discourage
State land-use restrictions, e. g., possible flood plain zoning. The
present language of the bill is at best hortatory on this score (see
sec. 405 (a) , p. 14, lines 6-11) .
(4) Helping to insure that contract forms do not raise any undesir
able situations for the States in respect of the obligations of contract
clause of the United States Constitution (for example, what would be
the effect of a renewal clause in an indemnity contract to which the
State has made a contribution ? )
Finally, it is necessary to point out that the entire bill rests on the
assumption that States can participate in the contemplated indemnity
program by helping to pay the premiums necessary to purchase
contracts.
We believe that such State contributions are possible, but only if
the language of the bill is worded more carefully in order to meet the
technical requirements posed by most State constitutions. Section 102
specifically requires direct State payment into the Federal fund and
requires that such payment be on account of indemnity contracts (see
sec. 102, p. 4, lines 9-11 and 20-24). Many State constitutions specif
ically provide (as does ours in New York) that no State money may
be paid in aid of a private purpose. It seems inevitable that State
contribution to payment for an indemnity contract on a private home
or business establishment would fall within this prohibition.
69096—56—pt. 2
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There may be ways of securing the contemplated State assistance
short of amending State constitutions. One possibility would ba for
a State to require its localities to abate taxes on property to the degree
necessary to take care of the 20 percent contribution. This could be
done on condition that the property owner did in fact purchase an
indemnity contract. The State law could also provide that in these
eventualities the State would make up the tax loss suffered by their
localities. The language of section 102 could very easily be adapted
for this purpose by making two minor changes as follows : On page 4,
line 10, strike the words "by the State" and substitute therefor the
words "as directed by the laws of the State" ; on the same page, line 22,
strike the word "paid" and substitute the words "by law required the
payment."
In any event, State control over State commitment and State par
ticipation in policy are essential to an effective Federal-State coopera
tive relationship and to the assumption of substantial responsibilities
by the States. We recognize that this proposal dealing with a very
difficult problem has been formulated under the spur of constant politi
cal clamor and pressure. Under such circumstances there has been
almost no time to consult the States. Nevertheless, it is desirable when
the success of a measure depends to such a large degree on effective
Federal-State cooperation that there be consultation with the States,
possibly through the Council of State Governments. We urge such
action.
That is the end of the prepared statement. If the committee has
any questions, I will, of course, be very glad to answer them.
Senator Lehman. I notice that you have only dealt with S. 2862.
How about the other bill ?
Mr. Wendell. I have done that for two reasons, actually. In the
first place, the jurisdiction of our committee is limited to matters of
intergovernmental relations, and so at least insofar as the other two
bills that you are considering, Mr. Chairman, are concerned, they do
not precisely fall within the jurisdiction of our committee. We were
particularly interested in this bill of Senator Bush's, because of the
Federal-State scheme which it contemplates. However, I might say
in addition that while the other two bills here do not contemplate
any State participation as such, I think that many of the things that
are contained in this statement are applicable as well to them in that
I know the States, and certainly we in New York, would want to see
a piece of Federal legislation that did not in any way interfere with
anything that the State might want to do under its police power
with regard to the restriction of land use so as to minimize the possi
bility of flood damage.
Senator Lehman. Well, I wonder in what regard S. 3137, intro
duced by some of our colleagues and myself, would conflict with either
the constitution of the State of New York or the laws of the State
of New York.
Mr. Wendell. Since your bill, Senator Lehman, does not require
any State payment or any State participation as such, it would not.
And in fact any scheme for straight-out Federal flood insurance or
indemnity would not raise a State constitutional question.
However, what I would also like to point out is that while so far as
your bill is concerned, and so far as any experimental scheme now
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contemplated may be concerned, it is not possible to tell what the
effect would be on State land use policies. It might be very well to
have in the legislation specifically some kind of an arrangement for
Federal-State cooperation and perhaps require consultation that
would make sure that, let us say, the setting of premium rates or the
general principles on which indemnity contracts were available, or
insurance was available, did not inadvertently negate any attempts
that the States might make, for instance, in the field of flood plain
zoning.
Senator Lehman. I have felt right from the start that this bill
was impracticable, insofar as it calls for financial participation by the
States. Many of the reasons that I advanced in discussion of this
matter have been set forth by you. For instance, the question of lack
of consultation, lack of authority on the part of the States, even
though they were participants in the project, is a very serious defect,
I believe. Another one, of course, and the most difficult one, is the
-question of conforming this Federal law in an exact degree to the con
stitutions of every State. I think that would be substantially im
possible to do.
You represent the New York State Joint Legislative Committee
on Interstate Cooperation. If your point is well taken, and I believe
it is well taken, would it not require consultation and joint action,
really, for conformity with a great number of States, because there
may be something in the constitution of each one of the States that
to some extent varies.
Mr. Wendell. There may very well be, and I certainly would not
pretend to have made an examination of all of the State constitutions.
1 think perhaps that in the process of consulting with the States,
through the Council of State governments, you could very rapidly find
out where there were likely to be constitutional pitfalls in the States,
because they are equipped to provide and rapidly to discover such
information. I am aware of this one in our own constitution in New
York, and I know generally from my work that it is quite a customary
one and appears in many State constitutions in almost the same lan
guage that it does with us here in New York. And if the commit
tee were to draft along the lines of the Bush bill, I think perhaps the
language that I have suggested here in this statement would be suffi
ciently broad to cover New York and perhaps a large number of
other States, simply because when I did this, what I did was to as
sume that what the Federal Government would want in the way of
State participation was some assurance that the State would some
how provide the money and the exact mechanics of that I was as
suming was not of any particular concern to the Federal Government,
just so long as the State did it, in a fashion that was equitable for
itself, so that the Federal Government could be sure that the money
would be available.
Senator Lehman. What you said would certainly have great weight
if we passed the Bush bill, S. 2862, because in that bill financial co
operation is required by the States before they can become benefi
ciaries of this, or before their citizens can become beneficiaries of this
legislation. That is not true, of course, under S. 3137. The States are
not asked there to make any financial contribution at all, so far as I
recall ; and it is a fact, I think, that where the Federal Government has
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a constitutional right to pass legislation covering the entire country,
there is no legislation that may not in some degree be at variance with
existing State laws. But what I am getting at is this. I can see your
points very well as concerns S. 2862, and I think they are well taken.
That is one of the reasons why I feel that the proposal under S. 2862
would be quite impracticable.
Mr. Wendell. Senator, I want to preface what I am about to say by a
general explanatory statement, so that what I do say will not be
misunderstood.
Of course, the New York Legislature, as such, has not taken any
formal position in favor of any one of these bills and is not likely to
do so in that form, certainly. Nor, so far as I am aware, has the
government of the State of New York as a whole done so. And so in
that sense, what I say must come more from the general concept on
which our particular committee operates than from any ability of mine
at the moment to speak precisely concerning the detailed provisions of
any bill that the government of the State of New York might
ultimately wish to give its approval to.
With that said, I think also that sometimes we proceed in our gov
ernmental system on the theory that what is best from the sample
point of administrative simplicity is not necessarily best from all
points of view. Our entire construction of a Federal System, and
our entire reliance, for example, on grants-in-aid in many fields, is just
on a flat one-dimensional line of administrative efficiency, perhaps not
always defensible. Yet we do find a good many values in many fields
in seeking to do a job cooperatively as between the Federal Govern
ment and the states that could conceivably be done by one or the other
level individually. But perhaps in terms of the preservation cf the
values of our Federal system and in preservation of the values of
local initiative and local policy determination insofar as that is pos
sible it may not be as desirable as the cooperative approach. That is
why we do hope that any legislation that does eventuate will take
full account of the desirability of doing this cooperatively as between
the Federal Government and the States.
Senator Lehman. Of course, I agree with the general tenor of your
philosophy to a very great extent. But will you point out in what
manner S. 3137 does the things that you fear.
Mr. Wendell. No, sir, I don't think that any of the specific provi
sions of that bill do the things that we fear. However, since there
must be in this experimental program, it seems to me, no matter
which one of these bills you take as a working model—since there must
inevitably be a large area of discretion left to the administrator or
the administering agency, and since certainly a good deal in the way
of the administrative philosophy as to proper land use must inevitably
enter into the setting of premium rates, if you are not going to do
it strictly on an actuarial basis, it could conceivably be that an adminis
trative agency, by making such contracts of indemnity or insurance
available on easier terms or more difficult terms, might also have a
profound influence on land use policies.
Senator Lehman. Well, now, may I make it very clear to you, and
for the record, particularly, that we have sought to contact and be in
touch with the insurance commissioners of the States. Way back in
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the middle of October I know that we were assured that the commis
sioners were going to study this situation and going to let us have a
formal report with regard to their views. They have been invited, a
number of them, to appear before this committee, and they have not
done so. So I want to make it very clear that so far as this committee
is concerned, we have sought the cooperation and received full coopera
tion from the States as represented by the insurance commissioners.
Mr. Wendell. Well, certainly, Senator, I appreciate that this com
mittee has made such efforts. And if insurance commissioners have
not come forward, well, perhaps they had their own reasons why they
did not think it appropriate to do so. However, there is something
else that we found
Senator Lehman. May I just interrupt you. You have talked
about this business of philosophy of government as between States and
the Federal Government. That is a pretty broad subject. But I would
like to pin you down to tell us in what way S. 3137 does any damage
to that principle of government.
Mr. Wendell. Well, I'm afraid that I am going to have to do this
in terms of a series of hypothetical illustrations, because I want to
emphasize once again that since your bill does not call for any State
participation or the assumption of any obligations by the States, that
there certainly is no direct possibility of conflict in this regard.
Senator, actually, since it was principally the bill providing for the
cooperative Federal-State scheme that brought me here, I am not at
liberty to discuss too much in detail the other bills. I would say this:
Suppose, for example, that the Federal administering agency were
to make insurance policies available to political subdivisions of States
on terms that seemed quite attractive indeed. Might this possibly
induce those localities to bring pressure to permit certain of their
facilities to remain in high hazard areas, when perhaps if the policy
were set somewhat differently, the States might have an easier job
getting such properties or getting their localities to get such properties
out of the high hazard areas.
Senator Lehman. It is all cared for in my bill. And we also base
the rate on the relative risks that accrue to various properties that
are to be insured.
But let me ask you this question. xYs I understand your testimony,
you feel that if this bill, S. 28fi2, were enacted, which would call for
some financial participation in the plan by the States, although that
would be optional under the bill, that it would conflict with some of
the constitutional provisions of the State of New York.
Mr. Wendell. It would, Senator, unless these rather minor changes
in language that I have suggested here were made. As it now stands,
the State of New York could probably not participate—as the lan
guage now stands—unless these changes were made.
Senator Lehman. Are you familiar with the constitutions of other
States ?
Mr. Wendell. To some extent, yes, sir.
Senator Lehman. Would you say that that same situation would be
found in other States?
Mr. Wendell. Yes, because this particular provision of the New
York State constitution that is involved is almost verbatim the same
provision that is to be found in most State constitutions, and perhaps
even in almost all of them throughout the country.
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Senator Lehman. I want to point out to you that under S. 3137 we
provide for the creation of an advisory committee. There certainly
are various people who should be included in this, and we would cer
tainly have no objection to including State officials on that advisory
committee. That, I think, would be very valuable.
Mr. Wendell. Well, certainly we should like to see such an in
clusion. And perhaps even if the committee thought it desirable
to go that far, a declaration specifically of policy with regard to the
desire or the intent of Congress not to conflict with State efforts in
this fiold; and perhaps even, if you thought it appropriate, a specific
requiiement of some official State participation on such advisory
groups. I think that that would b3 very helpful from the State
point of view.
Senator Lehman. Could you tell us very briefly just what the New
York State Joint Legislative Committee on Interstate Cooperation
is.
Mr. Wendell. Yes, sir. We are an official agency of the State of
New York. We are a committee of the State legislature. However,
our jurisdiction is not like that of most other committees, because our
subject matter, rather than being agriculture or natural resources
or some other such subject, is instead intergovernmental relations,
meaning mostly Federal, State, and interstate.
Each of the 48 States, and now the Commonwealth of Puerto Rico
as well, has either a joint legislative committee on interstate coopera
tion, like ours, or a commission on interstate cooperation. While
these are different titles, in terms of their setup, it comes out to be
pretty much the same thing—because Unlike most committees of the
legislature, we have not only legislative representation, but member
ship from the administrative side of the State government. And
commissions on interstate cooperation function in the same way.
They are also eonsMtuted in part from State administrators within
the State and in part from members of the State legislature.
Together, all of these commissions or committees, as the case may
be, on interstate cooperation are also the member units in a national
organization, an official organization, maintained jointly by all 48
States—the Council of State Governments. That is the national
organization, which does many jobs, of research particularly, co
operatively for the States that perhaps individual States might not be
able to do as well themselves. It is also an important service in an
important way that we hope that communication may be improved as
between the Federal Government and the States generally.
Senator Lehman. Do you think the Legislature of the State of New
York would authorize the joining of New York in the project as out
lined in S. 2862?
Mr. Wendell. I think that certainly our legislature would give this
very serious consideration. And I know that there is now pending,
introduced by our committee before the legislature at the current ses
sion, a bill to provide specifically for State assistance to political sub
divisions within the State, to help them with their property loss prob
lems in natural disaster. So that certainly we are thinking along
these lines.
Obviously, I cannot say that I am assured that the Legislature of
New York would enact such a bill. However, I think that it would
receive rather friendly consideration.
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Senator Lehman. With the changes that would conform it with the
constitution of the State of New York.
Mr. Wendell. Yes—if this bill were changed in the manner I have
suggested so as to make it possible for us.
Senator Lehman. One of the things I notice is that in lieu of direct
payments you might give some tax abatements.
Mr. Wendell. Yes, sir.
Senator Lehman. And you also raise the question of the constitu
tional prohibition against direct aid to individuals. How would you
care for that—through tax abatements?
Mr. Wendell. This is just one proposal of a way that it could be
done. The fact that the State may not give direct aid for private
purposes would, under the language of the bill as it now stands, block
New York State participation, and, I very much suspect, participation
in virtually all of the other States as well, for similar reasons.
However, if it were simply a requirement in the bill that the State
provide by law for the making available of what is in the bill now
considered to be the State share, that could be worked.
Senator Lehman. How would that be done?
Mr. Wendell. Well, what you could do is this. Let us suppose
that we in New York were on the State level to pass a statute which
said in effect this—that political subdivisions in this State are required
to abate taxes, real property taxes, in the amount of the prescribed
share to be made available publicly from this State of the premium
to purchase an indemnity contract as provided in such and such an
act of Congress, on the condition that the property owner does in fact
purchase such an indemnity contract.
Another section of the same statute could say that to the extent that
localities do abate taxes, and thereby suffer a tax loss, under this act,
the State will aid the political subdivision and supply them with the
money.
Senator Lehman. Do you think that the Legislature of the State of
New York would have the right to pass mandatory legislation re
quiring the abatement of taxes by communities ?
Mr. Wendell. Yes. There doesn't appear to be anything in our
State constitution that would forbid it.
Senator Lehman. Well, I am not going to argue the question with
you, because I have not got the proof. But I did have something to
do with the government of the State of New York.
Mr. Wendell. Yes, sir ; I am very well aware of that.
Senator Lehman. And I would be very much surprised if the
courts upheld any such provision.
Mr. Edelstein. Mr. Chairman, for the record, I think in regard
to the insurance commissioners, it was the organization of insurance
commissioners that declined to testify. Some of the individual in
surance commissioners testified. One of them is scheduled to testify
sometime this week.
Senator Lehman. Yes; I meant the organization.
Mr. Wendell. Mr. Chairman, I would like to say a word about
that, because perhaps it might be of use to this committee and to per
sons in the Federal Government generally.
It is sometimes very difficult to get these specialized agencies of
State officials to testify as such because they normally meet only
once a year, and in the interim their executive committees have
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perhaps only limited powers. Might I respectfully suggest, Mr.
Chairman, that perhaps a faster way to get State opinion in such
instances, even though you might wind up getting it from the very
association that has not come in now, would be to make the inquiry
of the Council of State Governments which acts as secretariat to these
organizations. They are much more likely to be able to call these
matters to the attention of these associations in an organized fashion,
in such a manner as will get you representation from them.
Senator Lehman. Thank you very much. Senator Bush, have you
any questions ?
Senator Bush. Just one or two. You made some very acute ob
servations about this bill and some definite suggestions as to how
you think it might be amended. If those suggestions are incorpo
rated in the bill, do you think the bill would be acceptable in your
neighborhood ?
Mr. Wendell. Once again, as I say, the government of the State
of New York has not taken an official position on any of this pend
ing legislation. However, my own personal view, and based on our
own work—and we are doing and have done the flood study for the
legislature in New York—is that certainly with these changes, and
if you worked out some kind of mechanism for State representation,
I certainly think there would be a very good chance that this bill
would be acceptable in New York and, I dare say, in quite a few
other States as well.
Senator Lehman. Do you think that the legislature would agr<v,
in Ariew of the defects that you have pointed out—and I think they are
very real defects; I say I think they are because they coincide with
my own thinking on the bill—do you think the legislature would be
likely to join in assuming 20 percent of the cost ?
Mr. Wendell. Well, Mr. Chairman, they are very real defects,
yes, but I think they are curable ones.
Senator Lehman. How many States have biennial sessions?
Mr. Wendell. Approximately 40 of the 48. However, almost all
of those are meeting in 1057, which would be the earliest of course,
that anything would be done, simply because this is 195G, and I am
assuming passage of some bill at this session.
Senator Lehman. Well, that would be prior to the meeting of these
biennial sessions.
Mr. Wendell. Yes. Almost all of the States have sessions coming
up in 1957.
Senator Lehman. That would still mean a delay of a year.
Mr. Wendell. Yes. Perhaps not that long, in that this is already
February, and I take it that legislation will not be enacted for at
least some time to come.
Senator Lehman. Well, it will not be enacted next week; I can
assure you of that. But I hope we will enact it before the biennial
legislatures in 1957.
Mr. Wendell. Oh, yes.
Senator Bush. I would like to continue just a moment a little fur
ther on this question of the participating States acting in more than an
advisory capacity with the Federal administrator. Would you care
to develop that thought a little bit? Just how do you visualize that
could be done satisfactorily ?
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Mr. Wendell. Once again, I can only do this in terms of perhaps
possible illustration. I do not suggest that there are not many other
ways to do it, and perhaps even better ways to do it.
At one stage, when we had found out a little something as to what
the contents of this bill were going to be, but before we had actually
seen a copy, we had thought perhaps in terms not of a single ad
ministrator functioning as such, but perhaps of an administrator with
a board, or perhaps a multiheaded agency of the corporate form.
And it was on such a body, a body to act along with the administrator,
perhaps, in approving certain of his policies, that we had thought that
there could be official State representation from among those States,
of course, which participated in the plan.
Quite obviously we would not want, nor would we expect, that such
a scheme would be controlled by the States. Obviously the Federal
Government has a very large interest in this. But we would consider
that such a device would make the possibility of effective State repre
sentation available.
Senator Bush. I can see how you could have a rather large ad
visory committee made up of State insurance commissioners or any
representative the State might designate. But how such a committee
would act in more than an advisory capacity, such as your language
suggests, is not quite clear to me. You are getting into a pretty big
body of men to act in more than an advisory capacity when it comes
purely to the question of administering a program.
Mr. Wendell. Well, some corporate boards of directors are far
from small. They seem to function effectively. And really you would
not have a tremendous outfit here, because you would have simply
one State official, probably, from each of the States that adopted the
plan, plus your Federal administrator. You would not even have to
have 1-man-vote. You might very well have the Federal official
or officials with perhaps man for man more voting strength.
Senator Bush. But when you say that the capacity of these State
people should be more than advisory, then you mean that they should
really have a voting voice in decisions affecting the program.
Mr. Wendell. Yes. After all, Senator, the States, under this
scheme, are being asked to contribute the same amount of money,
almost—that is the same amount except for administrative costs.
Senator Bush. That is right. Well, I am not asking this in a
critical vein. I am just trying to develop your thought to see just
what you have in mind. I had not thought quite so far along that
line heretofore. It is very interesting.
I do not think I have any further questions.
Senator Lehman. Thank you very much, indeed. Mr. Wendell. It
was very good of you to come here and your testimony has helped us.
Mr. Wendell. Thank you Arery much for this opportunity to appear.
Senator Lehman. I have a letter from Mr. George A. Bisson, insur
ance commissioner, State of Rhode Island, who is also chairman of
the flood and hurricane committee of the National Association of
Insurance Commissioners in the State of Rhode Island stating what
his present situation is and why he was not able to put us in possession
of his report.
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(The letter referred to follows :)
State of Rhode Island and Providence Plantations,
Department op Business Regulation,
Insurance Section,
Providence, February 15, 1956.
Mr. J. H. Tingling,
Clerk, Committee on Banking and Currency,
United States Senate, Washington, D. C.
Dear Mr. Yingling : Thank you for your kind invitation of February 13.
As chairman of the flood and hurricane committee of the National Association
of Insurance Commissioners, I have sent to the members of this committee the
following for their perusal :
1. Report of the engineering firm of Parsons, Brinckerhoff, Hall & MacDonald on floods and flood damage of 1955 in the Northeastern States
(dated December 1955) ;
2. Report of the American Insurance Association on floods and flood
damage (dated January 6, 1956).
I have been advised by Ambrose B. Kelly, counsel for the Factory Mutual
Insurance group, that their report should be completed in the next few days.
I have also been advised by Newell R. Johnson, general manager of the Ameri
can Mutual Alliance, which group represents most of the mutual insurance
companies, that they will have a completed report for our committee in the
early part of March.
I have notified the members of our committee of these facts and, just as soon
as these completed reports are received by us, it is our intention to confer with
the several segments of the industry (stock insurance company executives,
mutual insurance company executives, etc.). After said conference which will
be held in the middle of March, we will then write a report which we will be
very happy to submit to the congressional committees that are now conducting
hearings on this subject. This is in accordance with the statement that I
submitted to the Committee on Banking and Currency of the United States
Senate, appearing on page 599 of the proceedings of the hearings held in the
Rhode Island State Capitol on November 10, 1955.
Very truly yours,
George A. Bisson,
Insurance Commissioner.

Senator Lehman. The last witness today will be Mr. H. W. Yount,
of the American Mutual Alliance.
STATEMENT OF H. W. YOUNT, AMERICAN MUTUAL ALLIANCE—
Kesumed
Mr. Yount. Mr. Chairman, gentlemen of the committee, my name
is H. W. Yount and I am appearing today on behalf of the American
Mutual Alliance.
I had the privilege of appearing before your subcommittee in Boston
on November 9. (See p. 507, pt. 1.) And the record of that appear
ance is in the bound volume before you. Subsequent to that hearing,
I submitted certain information for the guidance of your committee
whicli was also a matter of record. On February 8 I appeared before
the House committee, and you have before you a statement which
summarizes the material I discussed with you on November 9 and
which I discussed before the House committee on February 8. And
there is attached to that a supplementary statement which is some
what new.
If it is the pleasure of the committee, I would rest on the record
and comment briefly on certain portions of it rather than read it
entirely, depending on what your pelasure is.
Senator Lehman. We are very glad to have you do it in any way
that seems desirable to you.
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Mr. Yount. In the record, I pointed out that our companies, the 118
mutual companies of our trade association, are very much concerned
with this problem, and have been studying it, and do not quite share
the extreme pessimism with respect to the possibilities of insurance
which other witnesses have evidenced. However, we must admit that
while we think this is a challenge to the insurance business, we have
no immediate solution to the challenge.
We pointed out previously, and reiterate in this statement that we
believe that certain areas may be available for the development of
an insurance program. But we also point out that we would like, in
our own minds, and yours, to keep separate and distinct the problem
of relief as contrasted with insurance. And in this statement, I at
tempted to define a little bit the concepts of insurance which I pointed
•out previously in Boston.
We point out again that in the areas that are regularly subject to
flood, the entire insurance industry is in agreement that insurance in
such areas is impracticable. But we do believe that with the develop
ment of a long-range program of flood control, insurance may be
possible in some of those areas where it is now impossible.
We go on in the third point to emphasize again that even the best
insurance scheme that can be developed will be at best a partial solu
tion to the problem ; that the presence of insurance, even at reasonable
rates, does not mean that people will buy it. They don't buy it today.
I suggest, in item 4, some of the considerations of an insurance
program which were pointed out previously. I might just touch on
those briefly.
Incidentally, these principles are pretty well incorporated in the
three bills which you have before you.
First is the principle of defining the point at which a loss seems
to be one of a real economic burden, and making it deductible at that
point.
Second, that in the development of rates for all forms of property
insurance, there is a point at which you price yourself out of the
market. And I venture to suggest in here that in our experience a
rate of 1 percent or more will be rather effective in pricing you out of
the market. That has been our experience on existing forms of prop
erty insurance. And even a rate of a half of 1 percent discourages
a lot of people.
Senator Bush. May I interject a question, Mr. Chairman?
Senator Lehman. Yes, please.
Senator Bush. Under the bill S. 2862, when a rate is established—
let's say the rate were established at 1 percent—under that, the indi
vidual who might be insuring his home or his business, would only
have to pay 60 percent of that.
Mr. Yount. That is correct.
Senator Bush. And because of the assumption of the administra
tive expenses by the Government, actually he would only be paying
about half of the rate.
Mr. Yount. That is correct. The point I am attempting to empha
size, Senator, is that if people's pocketbooks are affected too seriously,
they just do not buy insurance, even though they know that they may
have a loss coming up.
Senator Bush. You are the first witness that is really coming right
down to dollars and cents, or down to percentages on this rate thing,
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so I want to go into that. You say—in the middle of page 3—you
make quite an important statement there.
If our experience on windstorm insurance and extended coverage is compar
able, it seems fair to assume that a rate in excess of one-half of 1 percent will
discourage the purchase of insurance on the part of a substantial portion of
homeowners.

Mr. Yount. A half of 1 percent has proved discouraging in many
areas.
Senator Bush. In areas where they are frequently troubled with
windstorms.
Mr. Yount. In Florida, the exhibit which I furnished to the com mittee, and which is included in the record (see p. 517, pt. 1) you
have rates up toward 1 percent or perhaps even a little higher, and
there they have had so many hurricanes that they do buy it. But
in other parts of the country, any attempt to raise the rates has met
with resistance. All I am attempting to point out is that people's
memories are short and that when the rate is enough to be serious
they tend to drop certain forms of insurance.
For instance, m New England, our rates currently are less than a
half of 1 percent. They are about a quarter of 1 percent, I think, in
some areas, and yet people have tended to drop their extended cover
age insurance on the contents of their home.
Senator Bush. Will you explain to me just exactly what you mean
by "extended coverage ?
Mr. Yount. The extended coverage is an endorsement which is
attached to a fire policy which covers a great many perils, primarily
windstorm and related coverages, but falling aircraft, vandal ism.
explosion, malicious mischief, and a great Arariety of peril.
Senator Busn. I see. Thank you.
Senator Lehman. Proceed.
Mr. Yount. I suggest that in order to provide an incentive to pur
chase some protection that rates might vary on the coverage so that in
a rather bad area a man might buy only half of his loss or threequarters of his loss in lieu of whatever full coverage is normally pro
vided and that principle has been applied in property insurance over
a good many years and is helpful in providing some assistance with
out providing full protection.
I suggest the need of careful definition of flood, if that is what
we are talking about, to make it clear that we either intend to include
a lot of things or exclude a lot of things, and 1 went into that pre
viously with you.
Senator Lehman. On your fire-insurance policies, to what extent
do you carry this principle of coinsurance?
Mr. Yount. On ordinary residence coverage there is no coinsur
ance requirement. When you get into windstorm or extended cover
age in certain areas or earthquake insurance in certain areas, you do
apply the coinsurance requirement. That is to prevent adverse se
lection against you, which means if they don't buy enough protection
in the event of loss thev only get a proportionate share of the loss.
Senator Lehman. Well, let me ask you this: Supposing a man has
a house that costs $"20,000; can he take out $10,000 coverage on that
house?
Mr. Yount. He can take out $10,000 of fire insurance, and there is
no coinsurance clause in most jurisdictions that I know of on that.
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On the other hand, if lie were buying earthquake insurance on that
house in California, I believe that coinsurance would apply in most
areas. I am not too familiar with that.
Senator Lehman. Well now, to go back to my $20,000 house on
which a man has a $10,000 policy and the house is damaged by fire
or water to the extent of $10,000, what would he collect ?
Mr. Yount. He would collect $10,000 if it is damaged to the extent
of $10,000.
Senator Lehman. Even though the value of that house originally
was $20,000, only half covered by insurance ?
Mr. Yount. Incidentally, on business insurance, that same rule does
not normally apply. We have eliminated the coinsurance require
ment with respect to residences for the most part. The big problem
today is to get people to buy enough insurance value. It is a way
of dealing with the mass market by eliminating the coinsurance re
quirement on mass purchasing.
In my previous testimony and again today I point out that we
would like to see private insurance develop an interest and an ability
to operate in this field and suggest that if it should be decided that
some form of Government insurance is desirable that that be de
veloped and situated so that eventually private insurance might op
erate within the area.
We point out that if there is to be a substantial degree of Govern
ment subsidy that that may be a basis which would preclude private
insurance from ever getting into the area,
I have some further comments on that in a moment.
And again we offer the services of our companies and their forces
in the development of any program that the Congress should see lit
to enact, either in the placement of insurance or in the handling of
claims.
On the supplementary statement attached to
Senator Lehman. Before you get away from that
Mr. Yount. Surely.
Senator Lehman. I would like to go back to your point 5 where
you say that you would like to see legislation so drafted that the
gradual withdrawal of Government insurance would be possible with
the development of private insurance. You would be reluctant to see
Government enter the field with a subsidy of such a large part of the
cost that private insurance would be precluded permanently from
entering the field competitively.
I want to make it very clear that I think I am speaking for the
other members of the committee that we would be delighted to have
private insurance developed right now by private companies. We
are not looking for this job in Government for a second.
While in theory your suggestion is certainly very sound, in practice
I am bothered by this, that on the one hand we are told that this is a
completely impracticable undertaking for private companies, that if
a rate could be worked out at all the rate would be so high that it
would discourage the sale of this kind of insurance. I have no ques
tion that that is right, that your statements are correct. If that is
the case, how are you going to cover people now without basic
statute
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Mr. Yount. Senator, if you will turn to the supplementary state
ment here, perhaps I can develop a couple of points on our theory
of subsidies.
We might turn to point 2 on the supplementary statement, and with
other elements of the insurance business we are generally opposed to
the principle of subsidy as applied to insurance operations.
In (his connection, we recognize that something new and untried
has to bo developed. It has to be experimental, and for that reason
it probably inevitably involves a subsidy during the experimental
period.
If a definite subsidy is contemplated, we would rather see definite
provision made for a subsidy at the outset.
Then 1 think we would like to see a provision made under which
that subsidy could gradually be eliminated so that the business could
bo conducted as a business on a self-sustaining basis eventually.
1 point out here that in the earlier years your rates are going to be
guesswork, no matter who makes them.
Senator Lehman. Are going to be what?
Mr. Yount. The rates will be guesswork; and for that reason no
one could seriously object to a subsidy involving a poor guess on rates.
There is one phase of one of the bills that bothers us a bit, and that
is the indirect subsidy which may result from an arbitrary modi
fication of rate based upon the need of a purchaser. That involves
an indirect, subsidy. It is varied. I think it can be subject to abuse
and, speaking strictly from a personal standpoint, I would rather
see you use the best judgment you could with respect to a rate and
discount the 25 percent to get the program started than to embark
on a program wnere there were hidden, buried, subsidies in which
rates would be based upon need and we never would have a way
of determining how much a subsidy actually amounted to.
Senator Lehman. Well, may I explain that it is not the intention
of the authors of S. 3137 to make these subsidies based on need as
the needs relate to an individual. It merely means as to a group
or a schedule comprising a group or people under certain similar
conditions.
There will always be some difference, of course, in the rate due to
the vulnerability of the property to be insured. That, of course,
everybody would recognize,
Mr. Yount. Oh, I admit the language puzzled me a little bit.
Senator Lehman. Yes. I can see that, and Senator Bush raised
that question, too, I think it is a little bit confusing. But it never
was thought that we would give one rate to X who had an income
of $2,000 and a different rate to Y who had an income, say, of $6,000
if their property was subject to the same conditions, to the same risks.
Mr. \ount. Another point. Senator, which has arisen from our
study of the problem since your first meeting, and that is covered
in point No, 1 of the supplementary statement, is that we have a
feeling that this is such a broad and complicated problem that maybe
the attempt to date has been to cover too much territory and that if
a sound program is to be undertaken perhaps it should l« undertaken
on a more limited basis.
Frankly, this idea arose out of consideration of the very excellent
material prepared by your counsel and staff which summarized the
catastrophe problem very neatly.
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I point out here : It may be assuming too much
Senator Lehman. Where is that ?
Mr. Yount. This is on No. 1 on the supplement—item 1 of the
supplement.
Senator Lehman. Yes ; I see it.
Mr. Yount (reading) :
It may be assuming too much that such an experiment can be applied even
with moderate success to the varied problems arising in connection with public
utilities, transportation agencies, large industrial plants and their equipment
and machinery ; municipalities with their problems of streets, roads, bridges,
and public buildings ; small business, including business inventories ; residence
property, including household effects ; and farm property, including farm
machinery, livestock, and equipment ; growing crops and household effects.
Further consideration may indicate the need for limiting the program initially
to real property insofar as residences and farms are concerned and perhaps
to real property and business inventory insofar as small businesses are concerned.

I threw this suggestion in, Senator, just because it seemed the prob
lem was so tremendous that in order to make a start your committee
might eventually decide to limit consideration to residences, real
property, and small businesses.
In fact, previous testimony which you have had indicates that
larger businesses are not particularly interested anyway, probably
wouldn't buy the insurance; and we have been puzzled as to how a
municipality with any reasonable limit of value could really purchase
enough coverage to give them too much help.
I admit it is a tough problem, and I throw that out because our feel
ing in our own group has been that if we were to make a start from a
private insurance standpoint it would have to be on the basis of resi
dences and small-business concerns.
Senator Lehman. May I ask you in that connection—you talk about
the property owned by the State—in New York State at the time I
had something to do with the administration, we were self-insurers,
and I think some coverage to the property spread all over the State, a
large area, was possessed but not likely to strike in a concentrated way.
Do you know whether that policy is followed by many of the States ?
I don't.
Mr. Yount. I believe that it is.
Senator Lehman. What ?
Mr. Yount. I believe that it is followed by a good many.
Senator Lehman. I think it would be.
Mr. Yount. I do know there is insurance on bridges and structures
on some expensive isolated pieces of equipment, but I couldn't tell you
of the extent to which that is followed.
As you know, the New York Port Authority and the authorities
that have control of the bridges and tunnels in New York all carry
property insurance on those.
Senator Lehman. Would that cover against actual collapse or fire
or
Mr. Yount. That is an all-risk coverage, as I recall it, with a fairly
high deductible, perhaps a million dollar deductible, or something of
the sort.
Senator Lehman. When you talk about insuring personal property,
is that based exclusively on the difficulty of evaluating the loss or are
there other reasons ?
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Mr. Yount. It is the difficulty of getting at the value because while
almost everyone buys fire insurance on their home in some quantity, a
good many people buy no insurance on effects. In fact, you take large
numbers of families and their home and automobile are the two im
portant items of property they have, and those can be insured readily.
Most people that buy insurance on their household effects underinsure
them a great deal.
When you have a loss, the problem of evaluating that loss and trying
to find out what has been lost and what value to place on it is quite
difficult, and that is particularly true with property that has been
subject to flood. How much is it damaged ? If it is all washed away,
that is one thing, but most of these losses are water getting into a place
and doing a certain amount of damage, and then being pumped out
and cleaned up, and unless you have a fairly high deductible on that,
the problem of evaluating it is rather difficult.
On item 3, 1 suggest that from our standpoint if legislation is to be
considered which will permit insurance to participate that it should
be broadly flexible so that participation of private insurance might
be on several bases.
I like the provisions of one of the bills, for instance, which would
make it possible if an insurance company wanted to come in on a
quota share basis on the first $10,000.
In connection with the whole program, we have been a little con
cerned as to just how the values involved are interpreted, and on
point 4 I go into that a bit.
You understand that in fire insurance if you insure a home for
$10,000 the average fire is only a few hundred dollars; houses don't
burn down. You have a little fire, and that is it.
If you have flood insurance covering a home for $10,000 you don't
expect that home to be wiped out by the flood, you expect that the
great majority of them are going to be damaged slightly.
When we talk about $3 billion at risk as contemplated, we interpret
it that means 300,000 homes at $10,000 a piece as the amount of insur
ance that could be afforded.
Now, if you assume that this rate of 1 percent which I mentioned
a while ago measures the expectancy of loss on that value, you are
talking about $30 million of expected losses.
When you talk about a hundred million dollars of value for re
insurance on one of the bills, that would be 10,000 homes at $10,000
a piece, and at one percent of that, of course, it would be a maximum
amount of re-insurance of a million dollars of losses.
So that we are not certain as to whether in the minds of the com
mittee there is a distinction between the amount at risk and the amount
of probable loss.
We are not sure in your bill. Senator, when you talk about reinsur
ance, whether you are talking about an amount at risk or whether
you are talking about amount of indemnity. It makes a big difference
whether you are talking about a billion dollars that might be available
to a number of companies on a catastrophe basis or whether you are
talking about an amount of insurance per household.
I might point out that if this hundred million dollars that is in
cluded in 1 billion means the amount at risk that will not be an
incentive, I think, for private insurers to ask for any reinsurance.
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Is is just too small to encourage many companies to write very much
of any coverage.
Senator Lehman. But I want to explain that the amount men
tioned in our 2 bills—2 billions, I think, in one bill, a billion nine in
yours—well, a total of 2 billions—is at risk.
Mr. Yount. That was my Understanding.
I am not registering any complaint as to the amount. I merely
point out that it is not of sufficient volume to provide an incentive for
companies to ask for reinsurance.
Senator Lehman. You know. I brought up this point this morning
when Mr. Herd was testifying. I don't know whether you were here.
Mr. Yount. Yes ; I was here.
Senator Lehman. It seems to me that what we are proposing to do
ought to make this a pretty attractive proposition to the insurance
companies on some basis, some reasonable basis. I have not worked
out the basis in my own mind.
Here we say that we will insure, the Government will insure, resi-*
dences, 1- to 4-family residences, up to $10,000, and industrial proper
ties up to a hundred thousand, and so on. Now then, the liabilities, I
understand, for the insurance companies on those properties will not
start until after those limits have been reached.
It would seem to me that the loss of the insurance companies would
be relatively small in those cases.
Mr. Yotjnt. Well, I think you are correct in your assumption that
most of your losses would be in the first $10,000. I think the point
Mr. Herd made was that if you are putting your company assets on the
line, even though the hazard is rather remote, that you would want to
make certain that you were going to be able to meet your obligations
and the companies would have to limit their aggregate coverage unless
there were reinsurance facilities available from somewhere to what
they could reasonably expect to assume themselves.
For instance, currently, in the field of property insurance, you buy
a catastrophe policy. Many companies buy a catastrophe policy in
excess of—on small companies in our group—perhaps $50,000 or $100,000. The larger one might be in excess of $250,000 or $500,000.
And this catastrophe policy will be for $1 million of losses in excess
of the amount which the company assumes themselves on any one
catastrophe.
Now that is quite different than the amount at risk. For instance,
the amount at risk introducing that $1 million of catastrophe might be
$20 million or $30 million or $100 million of coverage that is involved
that you only get $1 million of loss out of.
The insurance industry in order to develop this market on their own,
if they are going to take hold of it, are going to have to find some way
of handling the catastrophe element which, if you had all your prop
erty in the Naugatuck Valley, would have bankrupted almost any
insurance company this year.
Senator Lehman. Well, even there you wouldn't, it seems to me.
I mean rather than leave it under the control of the insurance com
panies, I would say in the Naugatuck Valley—Senator Bush knows
much more about this than I—loss in the average home was not in
excess of $10,000.
69096—5ft—pt. 2
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Mr. Yount. I think if you limited your insurance in that area to
homes that that would have heen no more serious than a local tornado,
perhaps, in someplace like Worcester.
Senator Lehman. But even on industrialproblems, you would have
a cushion there that is provided by the Government of a hundred
thousand dollars.
There is no mandate on the insurance companies to write any amount
beyond the hundred thousand dollars. That will be left to the discre
tion of the insurance companies. But if they wrote it, it would seem
to me that the risk of the cushion of a hundred thousand dollars would
be very greatly reduced.
Mr. Yount. I believe there is an element in the interests of indus
trial properties in that connection, Senator, that may have been over
looked.
A property located along a stream that is worth a million dollars,
if it is going to be damaged by the stream, is going to be damaged
more than the hundred thousand dollars ; whereas the houses that we
are talking about, the residences, a great many of them, will be dam
aged only a few hundred or so dollars.
So that the desirability of a large industrial property from an insur
ance standpoint, even with the Government taking the first hundred
thousand dollars, is not the same as it is on the residences.
In conclusion, Senator if I may, I would like to reiterate that in our
opinion while insurance may be feasible in some areas, it will at best
be only a partial solution to the problem, and in our view in order to
determine the areas where insurance may be feasible, it may be neces
sary to make a more careful study than has been made to date.
Senator Lehman. Mr. Yount, unfortunately I have got a number
of people waiting for me in my office, and later I have to go to the
floor. So I am going to ask Senator Bush to take over and ask any
questions that he may wish to ask. But in the meantime, may I ex
press my appreciation and the appreciation of the committee for your
very helpful testimony. You have been very good to testify previ
ously, I think at Boston, was it not?
Mr. Yovnt. That is right.
Senator Lehman. And here too. You have been very, very helpful.
Senator Bcsh. Do I gather, Mr. Yount, that you seem to prefer
the so-called admiinstration bill or S. 2862, rather than the other bill,
S. :U;57? Have you expressed or do you care to express any prefer
ences between those two bills?
Mr. Yount. I was not attempting to express a preference, Senator.
I was merely trying to express some preference for principle that
might be incorporated in any bill.
I did say that I rather like the idea of permitting private insurance
to participate on the bottom layer if they wanted to. I think that is
a desirable thing. I am not certain that they would, and to the extent
that one of these bills provides for that and the other does not, I
like that provision.
I did express the view that if a subsidy is to lie involved I would like
to call it that and see it spelled out so we can measure it, and I was
uncertain as to what was involved in what looked like an indirect
subsidy in the other bill.
Senator Lehman explained that that was intended differently, but
the language was a bit confusing to me.
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Senator Bush. Yes.
Well, in our bill, in S. 2862, the extent of the subsidy is pretty well
set forth.
Mr. Yount. That is right. It is spelled out.
Senator Bush. And that is one of the principal differences between
the two bills, I believe.
I don't think we have any other questions here, Mr. Yount. This is
a very fine statement. We are very glad to have it, and we appreciate
very much your coming down here.
Without objection, we will hie your entire statement in the record
because you did not read it into the record.
Thank you very much, sir.
(The statement referred to follows:)
Statement of H. W. Yount, American Mutual Alliance
My name is H. W. Yount, and I am vice president of the Liberty Mutual
Insurance Co. of Boston, Mass. I am appearing today on behalf of the Ameri
can Mutual Alliance, a trade association with headquarters at 20 North
Wacker Drive, Chicago, 111. The membership of the American Mutual Alliance
consists of 118 mutual fire and casualty insurance companies which collectively
write premiums In- excess Of $1 billion annually. The'se companies do business
throughout the United States. Some of them write all lines of business in their
class throughout the United States while others confine themselves to a limited
number of coverages in restricted areas. Therefore, in size they vary from rela
tively small companies to relatively large companies.
Our companies are owned and operated by, and for, the benefit of our policy
holders. Many of them trace their origin to the necessity for finding some method
of coping with the economic loss for which insurance was not available, or if
available for which coverage or costs were unsatisfactory or prohibitive. Per
haps it is because the catastrophic losses arising from floods fall into this category
that the matter has been one of major concern both to our company manage
ments and to our policyholders. We have no immediate solution to suggest to
your committee. We do not share the extreme pessimism that insurance is wholly
inapplicable. We believe that there may be areas where insurance may be
possible and may be a partial solution.
We submit the following summary of our present conclusions with respect
to the problem :
1. There is a certain amount of confusion in the thinking about the prob
lem of flood losses and what should be done about them. The property damage
and human misery which result are frequently catastrophic. Obviously, such
losses require action' on a variety df fronts. Remedial action may be required
at the Federal level, at the State level, at the local government level, at the
level of local or national private agencies, or at the individual level through
self-protection. It must be kept in mind, however, that relief is not insurance—
and insurance is not relief. If we are concerned with insurance we should
confine our attention to the aspects of the problem which may possibly be
handled by insurance and recognize that wide areas of the problem can be
handled only by relief, public or private.
Insurance is a means of self-protection whereby individuals protect them
selves against an expectancy of loss by paying into a common fund an amount
based upon such loss expectancy. The amount paid into such fund is commonly
known as an insurance premium and it should be adequate over a period of
time to provide for losses and expenses. A basic principle of insurance is that
the premium should bear a definite relationship to the expectancy of loss so
that over a long period of time each group for which loss expectancy varies might
be said to have paid for their own losses and expenses. This is illustrated by the
everyday experience of life insurance costing more for a man age 50 than
for a man age 30, fire insurance costing more in cities with a high incidence
of fires, and windstorm and related insurance costing more in areas where such
losses are frequent.
2. From an insurance standpoint it should be perfectly obvious that areas
regularly subject to flood cannot be insured. The loss is certain and frequent
and the only long-range solution to the problem is prevention through Hood con
trol and such immediate relief or rehabilitation as can be furnished in the in
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terim. While such a program is not within the purview of this committee, it is
difficult to see how the entire problem can be appraised without an evaluation of
the effect of a long-time program of flood control, possibly through cooperative
action by the Federal, State, and local authorities. Analysis will probably indi
cate various degrees of long-range effectiveness of flood control, which in turn
would point to the need of future zoning or other control of occupancy in proba
ble flood areas.
For areas with adequate flood control or for which flood expectancy is low,
there may be a possibility of insurance as a partial solution to the problem.
Such a program should be developed after careful study and would necessarily
be highly experimental in its early stages. In such an experimental program
the rating system, even though crude, should be designed to reflect as accurately
as possible estimated differences in long-range flood expectancy. Otherwise any
insurance plan is doomed to failure through adverse selection. Where rates are
too low the coverage will be purchased and it will not be purchased where rates
are too high, thereby producing a certainty of an underwriting loss.
3. Realistically we must admit that even the most soundly conceived scheme
of insurance will not be a complete solution to the problem of economic loss from
flood. At best, it will be a partial solution. Availability of insurance means
making it possible for individuals to protect themselves. The availability of
insurance does not mean that it will be purchased universally or even widely.
Our everyday experience in the insurance business demonstrates the truth of this
statement. Windstorm and extended coverage insurance is available every
where in the United States and has been for years. It takes a hurricane or a
tornado or a succession of each to cause individuals to purchase adequate in
surance. And yet in each such event there is a great deal of uninsured property
loss and consequent suffering and a certain amount of relief is necessary. We
should not delude ourselves into believing that there would be any different re
sult if flood insurance were available.
4. In any insurance plan considered, we believe certain matters are funda
mental :
(a) The property owner should bear a certain minimum loss himself. Such
a deductible amount might be an aggregate for a location applicable to both
building and contents, or there might be a separate and differing deductible for
real property and personal property. Such a deductible principle recognizes
the impact of the size of the loss upon the Individual at a point where the economic
loss involved is serious, eliminates a multitude of minor claims which are ex
pensive to handle and frequently difficult in evaluation, and serves to keep the
rates low enough to offer incentive to purchase insurance against the more seri
ous loss.
(6) There is an upper limit on property insurance rates beyond which insur
ance will not be purchased except in extreme cases. Insofar as individuals are
concerned in insuring their homes and personal property, it seems probable that
any rate In excess of 1 percent would result in pricing the insurance out of the
market even in areas where damage has been rather severe. If our experience
on windstorm insurance and extended coverage is comparable, it seems fair to
1 assume that a rate in excess of one-half of 1 percent will discourage the purchase
of insurance on the part of a substantial portion of homeowners.
(c) In order to provide an incentive to purchase some insurance protection in
more hazardous areas, the amount of protection might be reduced through co
insurance, thereby keeping the rates and premium charges below those other
wise iipplieable.
(d) There must be a reasonable relationship between the amount of insurance
purchased and the value of the property insured. I'erhaps the values for fire
insurance purposes are the best readily obtainable on a uniform basis.
(e) A careful definition of "flood" is needed to include or exclude rising under
ground water, seepage, rising tides, wave damage, etc., in addition to stream run
off of excess surface water.
5. We believe that this problem is a major challenge to the insurance industry
and would like to see methods of insurance developed which might eventually
be assumed entirely by private insurance. At this stage it seems fair to assume
that the development of private insurance may be contingent upon a demonstra
tion that Government insurance is practicable. If so, we would prefer to see
legislation so drafted that the gradual withdrawal of Government insurance
would be ixissible with the development of private insurance. We would be re
luctant to see Government enter the field with n subsidy of such a large part of
the cost that private insurance would be precluded permanently from entering
the field competitively.
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6. Aside from normal underwriting uncertainty, two possible obstacles to tbe
development of private insurance in this field are the absence of any present
method of spreading the risks entailed from a sudden loss of catastrophic pro
portions within a limited area through reinsurance and the difficulty of ac
cumulating catastrophe reserves under our present income-tax laws. It is pos
sible that Government reinsurance might be provided to private insurers in order
to attain through reinsurance of many companies the equivalent of a geographi
cal and time spread.
7. If the Government should decide to experiment with an insurance program
without private carrier participation, our association is prepared to offer the
services of our companies and their field forces in any manner in which we can
serve the public interest, either through the placement of such Government insur
ance or through assistance in the evaluation and settling of claims.
In conclusion, may we reiterate our belief that, at best, insurance would be
only a partial solution to the problem of economic loss with which we are con
cerned and that an adequate insurance program to deal with those areas con
sidered feasible may require a more careful study than has been possible to date.
This would seem to indicate the need for caution in attempting to develop a
reasonably sound program initially even though experimental in nature.
SUPPLEMENTARY STATEMENT

A review of the several proposals before your committee and of some of the
material and testimony which have been presented in consideration therewith
suggests that further attention might well be given to the following points :
1. In an experimental program such as proposed, it may be well to consider
limiting the scope of the program at the outset to a limited number of classi
fications of property. It may be assuming too much that such an experiment
can be applied even with moderate success to the varied problems arising in con
nection with public utilities, transportation agencies, large industrial plants and
their equipment and machinery; muncipalities with the problems of streets,
roads, bridges, and public buildings; small business including business inven
tories ; residence property including household effects ; and farm property includ
ing farm machinery, livestock and equipment, growing crops, and household
effects. Further consideration may indicate the need for limiting the program
initially to real property insofar as residences and farms are concerned and per
haps to real property and business inventory insofar as small businesses are
concerned. The problem of evaluation of loss of household effects from flood may
be extremely troublesome and may be difficult to handle in the experimental
stages of such a program.
2. We are generally opposed to the principle of subsidy as applied to insurance
operations, although we recognize that in a developing economy Government sub
sidy may occasionally be necessary. If the principle of a subsidy is to be applied
to the current experimental program, we would prefer to see it definitely stated
so that the amount of subsidy may be evaluated.
It is inevitable that rate schedules may prove inadequate in the early years
of any experimental program, but if they are based upon the best information
and judgment available we can have no serious objection to subsidizing the
deficit resulting therefrom until such time as the program can be placed upon a
self-supporting basis.
Indirect subsidies which may result from an arbitrary modification of rates
based upon needs of the purchasers are potential sources of difficulty to which
we object in principle.
Any benefits or indemnities paid on the basis of need departs from the principle
of insurance, and however justified borders on the principle of relief.
If the principle of subsidy is to be a definite part of a program, we would pre
fer to see some provision for the gradual elimination of such study so that
eventually private insurance might be able to step into the program upon a basis
of a reasonable expectation of an adequate income to support losses and expenses.
3. We favor provisions which will make it possible for private insurance to
participate to the maximum extent in any program developed. For this reason
broad flexibility is desirable so that private insurance might participate with
the Government in direct insurance as well as reinsurance. It should be noted,
however, that if a substantial amount of subsidy is to be included in the rates
charged for Government insurance, this would serve to preclude private carrier
participation on a direct basis.
4. We have seen no analysis of the estimated effect of the proposed program
in terfiis of amount of expected losses to be indemnified. ■ It should be noted that

I 1 28

rKDEBAL DISASTER INSURANCE

rije amount i>1 liability at risk is not the amount of loss expected. To illustrate.
If there In $J{ billion at rink on which the assumed rate is as high as 1 percent,
which I* further assumed t/; be adequate for losses only, the amount of losses
expected to t»e paid would amount to $30 million. If we talk in terms of an
Mtpucted rate a» low an 10 cents per $100 of value instead of 1 percent, then
the amount of louses expected out of $3 billion at risk would be S3 million. To
Mm* nxtent that these rates would also provide for expenses, the amount of loss
expected would be reduced proportionately.
Kxpresscd another way, the proposed program would pr<m<le a basis for
Insuring some HOO.OOO homes at an average valuation of $10,000 each which
number would be reduced to the extent that larger business or public nroperllos for greater values would be included.

Senator IJuHn. Is Mr, Yaffe here?
Will you come forward, please.
Wii remember yon, Mr. Yaffe, from Hartford at the hearings there.
Mr, Yakkk. Thank you, sir.
Senator DiiHii. Have you a prepared statement?
Mr. Yakkk. I have a prepared statement here. Unfortunately, I
don't have copies for you.
It was iny understanding that I was to appear at the Thursday
meet ing, at which time I was to have copies for all of you.
Senator Musn. Well, would you just as leave wait over until
Thursday?
Mr. Yakkk. 1 would just as soon.
Senator Hiisn. Under those circumstances I think it would facili
tate our consideration of your testimony if we did have copies of your
statement so we could follow it.
Mr. Yakkk. I think it would be a lot easier.
Senat or IU'hh. I fnder those circumstances, we will excuse you today.
1 have statements requested by Senator Lehman from various agen
cies for the record. Without objection, we will submit this letter
from the Chief of Engineers, a letter from the Small Business
Administration, a letter from Dr. Landsberg of the "Weather Bureau,
ami a memorandum from the Federal Civil Defense Administration,
having to do with disaster losses and expenditures for disaster relief.
(The totters referred to follow :)
Department of the Army,
Oftick or Cuuef of Knglneebs,
WmshiMfton, D. C„ Fefcmnry .Ji, 1956.
Hon. J, \V. KWJMUtiHT,
CAimVnmiik dmmittrr on Banking and Cmrrtwep,
t'wttrd SluU't Sen*!?, Wnthimftom, D. C.
DeA* Mh. CHMUiK : Reference is made to telephone request hy Mr. William F.
McKcuna. counsel for the Ranking and Currency Committee, for information as
to tUssi damages resulting from reoeut floods in west coast States and for any
revisions in ftgurvs previously furnished for the Northeast States.
\','.hv>vvih preliminary and tentative figures of vlamafv from reo?nt major
tkssls have been oo«n>iW. by Corpe of Engineers' ft.-". '. o£v*s. these asuures are
not complete and hav* not been reviewed in this >'&>?. l>a!aage scrtvys are
null coMtittuhMt «n the AVW. Howewr. I am furtusiuBS ywt :&e bwss estimates
available at this time, with the understanding they are a>oc a=aL Tto? attached
tobu^auon shows damage* hy States and by r\ec ^asxns for c&e- Ansrast IS63
n\v»** on the enst coast, and fee the PeoMtther 1*T\> *sd .'taanry :S5i> t.Mi< on
;N» »>\S5 ce*s5. l>»«tt*iv rstur** :\vr the- vVcvCer *v«"o *.vd •.><! "5* east o**st
arv *>>.•;; a\»u«i»<ie a: thss :--?ae: however. i.nd>M:>.<ai$ i~v sSev w... >«» reinsivYiy
4MMU as comynred «tth tS,** rws«:;mt Ifevnr the A-wcsc :*» i^vdv
t tr«s< that the fvc*wv*n<c ic^wrMttOMk nM«» yv«r »*««**. as th» jowrat mn».
5>i*oyofv> .vv-itrsv
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I. Estimated flood damages from Aug 18-20, 1955 flood in northeast States

(a) By States:
Massachusetts
Rhode Island
Connecticut
New York
New JerseyPennsylvania
Delaware
Maryland
West Virginia
Virginia
North Carolina

-

Estimated
damage
(millions)
—_ $131. 1
38. 7
351. 4
:
18. 5
._■ 20. 4
105. 2
.1
.3
1. 1
10. 7
.1

-

Total
(6) By river basins:
Housatonic
Naugatuck
i.
Connecticut
,
Thames
.
Blackstone
Charles-Neponset
Miscellaneous minor New England streams
Hudson
New Jersey coastal streams
Delaware
Susquehanna
Potomac
Rappahannock, James, York, Roanoke

677. 6
22. 2
192. 5
87.6
57. 2
78. 7
5. 5
77. 5
14. 5
3. 3
109. 6
16. 8
5.0
7. 2

-

:
,

Total

677. 6

II. Estimated flood damages from Deo. 22-36, 1955, flood in Oregon

(a) By State: Oregon
Total
(6) By river basins:
Willamette
Oregon coastal streams
Total

Estimated
damage
(millions)
$13.6
13. 6
9. 2
4. 4
13. 6

III. Estimated flood damages from Dec. 22-26, 1955, Jan. 14-15 and 25-27, 1956.
floods in California arid Nevada
Estimated
damage
(a) By States:
(millions)
California
134.8
Nevada
3. 3
Total
(6) By river basins:
Coastal streams, San Francisco district
Sacramento
San Joaquin
Streams in Los Angeles area
Nevada streams (Truckee, Carson, and Walker Rivers)

138. 1
58. 6
38. 8
' 30. 3
7. 1
3.3

Total
138. 1
1 Estimates for the San Joaquin do not include damages from the flash flood of Jan. 24,
1956, In the Tulare Lake area.
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Small Business Administration,

Office of the Administrator,
Washington 25, D. C, February 29, 1956.
Hon. J. W. Fuibbight,
Chairman, Senate Banking and Currency Committee,
United States Senate, Washington 25, D. C.
Dear Mr. Chairman : Pursuant to Mr. McKenna's recent telephone discus
sions with Messrs. Gilbertson and Barber of this agency, we are enclosing cer
tain statements and tabulations with respect to our disaster loan program activi
ties, with special emphasis on such activities in the east and west coast areas
which suffered damages as a result of floods during the latter months of 1955.
These statements and tabulations are being furnished in order that your com
mittee may have available for its consideration more current data of the same
type as were submitted last November and incorporated in part I of the hearings
before your committee on various bills to provide insurance against natural and
manmade disasters, and for other purposes.
The enclosures are identified as follows :
(a) Statement reflecting the number and amount of disaster loan applica
tions received and approved, by dollar size groups, cumulative through Decem
ber 81, 1955.
(6) Statement reflecting by States the number and amount of loans approved
in the eastern and northeastern areas, classified between home loans and busi
ness loans, as of December 31, 1955.
(c) Tabulation reflecting by disasters, by States, the number and amount of
loans approved and the number and amount of applications pending, as of
December 31, 1955.
(d) Statement reflecting the number of disaster declarations made by this
agency, by type or nature of disaster, as of December 31, 1955.
(e) Detailed report by field office of disaster loan activity in the eastern and
northeastern areas, cumulative as of February 3, 1956.
(/) Detailed report by field office of disaster loan activity in California, Ne
vada, and Oregon as a result of the December 1955 floods, cumulative as of
February 24, 1956.
(g) Statement reflecting by States the number and amount of disaster loans
approved in California, Nevada, and Oregon as a result of the December 1955
floods, classified as between home loans and business loans, cumulative as of
February 24, 1956.
We trust these data will prove helpful to the committee in its considerations.
If we may be of further assistance in this respect, please let us know.
Sincerely yours,
Wendell B. Barnes,
Administrator.
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Disaster loans approved, classified between home loans and business loans, in
eastern and northeastern areas suffering damage from hurricanes and floods
during August, Beptember, and October 1955, as of Dec. SI, 1955
Home disaster loans
approved

Bustness disaster
• loans approved

Total loans ap
proved

State
Number

Amount

Number

189
91
46
11
83

31,301,328
267,005
124,346
22,450
336,368

3

to

6,225
160,738

613
26.7

Total

Amount

Number

777 $15,821,889
5, 175, 245
239
33 ■ 714,410
521, 750
38
2, 589, 130
144
578,000
60
20,000
1

Amount

966
330
79
49
227
60
1
3
202
1

$17, 123, 217
6, 442, 250
838,756
544,200
2, 925, 498
678,000
20.000
6,226
770, 491
45,000

112
1

609.753
45,000

2, 218, 460

1,405

26. 075. 177

1,918

28, 293, 637

7.8

73.3

92.2

100.0

100. 0

Disaster loans, by disasters, by States, cumulative through Dec. SI, 1955
[Cents omitted]
Pending appli
cations

Approved loans
Disaster and date declared

Amount
Num
ber

Num
ber
Gross

Earthquake (Aug. 26, 1952): ' California
Klmwl (Apr 3, 1953)- i Maine
Tornado (Apr. 21, 1953): ' Oeorftia
Tnmn/ln (wiy 1», 1QIH)- 1 T«r«»
Tornado (June 9. 1953): ' Ohio

Amount

SB A share

1
27
1

$6,000
10.775
8,000

$6,000
10.775
8.000

11

72,700

72,700

2
1

33.000
1,800

33.000
1,800

3

34.800

34.800

1
2
37
19

1.000
8.400
201.532
113,232

1,000
8.400
201,532
113,232

69
1

324.164
9.000

324,164
9.000

1
V

2.000
396.691

2,000
325,691

28

400, Ml

327.691

1
6

400
37,030

400
37,030

3

14.000

14.000

12

34.025

34.026

Flood (June 11. 1953): •

Total
Gales, snow, and high tides (Nov. 12, 1963):

New York
Total
High tides (Nov. 20, 1963): California
Tornado (Dec. 7, 1963):

Total
Gale, snow, or tides (Dec. 17, 1963):
Forest fire (Jan. 4. 1964): California
Heavy rains and landslides (Jan. 12, 19*4):
Tornado (Mar. 17, 1964):

J
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Disaster loans, by disasters, by States, cumulative through Dec. 31, 1955—Con.
[Cents omitted]
Pending appli
cations

Approved loans
Disaster and date declared
Amount

Num
ber

Num
ber
Gross

Amount

SBA share

Tornado (May 4, 1954):

Total
Thunderstorms (May 18, 1954): New Mexico
Earthquakes(July 21, 1954): N.evada_
Rain and floods (July 22, 1954) : West Virginia
Floods (Aug. 2, 1954): Arizona

1

$1,841

$1,841

2
3

14,000
21,850

14,000
21,860

6
10
8
6
80
14
17
8

37. 691
43.700
61,800
91, 032
315,716
57. 319
67. 150
71.400

37, 691
43,700
61,800
91,032
315, 716
57, 319
67,150
71.400

55
54
101
9
4
236

207, 512
86,200
725, 131
24,700
33.000
1,674,636

207, 612
86,200
725, 131
24,700
33,000
1, 674, 636

459

2, 751, 179

2, 751, 179

1
90
6
1
210
5
131
5

6,000
290,540
34, 000
20.000
1, 465, 555
12,500
2,118,486
21,540

6,000
290,540
34,000
20,000
1,465,555
12,500
2,118,486
21,540

449

3, 968, 621

3, 968, 621

1
13

5,000
27,200

6,000
27,200

44
58

217, 114
546,320

217,114
646, 320

102

763,434

763, 434

17
3

145, 350
8,800

145,360
8,800

3

32,650

32,650

17
1

44,800
6,000

44,800
6,000

i

8,500

88

394, 406

394, 406

i

7,334

114
1

376, 085
45,000

376, 085
45,000

3

19,905

115

421,085

421,085

3

1

$55,.000

1

43,000

1

149,000

2

192,000

Hurricane (Sept. 1, 1954):

Total

.. -

Hurricane (Oct. 18, 1954):

Flood (March 29, 1955):

Flood (May 23, 1955): Colorado...

'•

Cyclone and tornado (May 26, 1955):

Hurricane (Aug. 15, 1955) :

Hurricane (Sept 23, 1955):

Total

—

19,905

' i

■
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Disaster loans, by disasters, by States, cumulative through Dec. SI, 1955—Con.
[Cents omitted]
Pending appli
cations

Approved loans
Dlsa ter and date declared
A mount

i

Num
ber

Num
ber

i

Gross

Hurricane and floods (Aug. 22, 1 9551 ■
Connecticut

L

Massachusetts

Rhode Island

Total

.

<

Amount

SBA share

742 $14, 236, 728 $13, 744, 525

16

$543,714

1
330
78
46
227
60
1

925
5, 442, 250
837. 956
512.4.50
2. 925. 498
578,000
20.01)0

925
5. 427, 250
837, 956
509. 450
2. 751,368
578.000
20.00(1

16
3
6
10
2

335.500
43.000
92.000

1.485

24, 553, 807

23. 869, 474

53

1..-.21..-.49

224
2

2, 886. 489
5, 300

2, 843. 942
5, 300

15

341.833

1
3

800
31, 750

800
31.750

2
13

51.500
528.680

230
2

2.924.339
15,000

2.8X1,792
15,000

30
2

922.(113
47,500

1

6.000

6.000

1

20.000

20.000

1

12,000

12.000

13,500

Rains and floods (Oct. 17, 1955):
Massachusetts
Pennsylvania
Total
j.
Freeze (Aug. 31. 1 155): Georgia.
Hurricane (Sept. 2 3, 1955): Texas
Drought (Aug. 16, 1955):
Alabama

Xorth CaroUn
Soutll Caroiin
South Dakota

Wyoihing

i

1— -

Total..
.
Freezo (Dec. 8. 1955):

...

3
1

30,911
28. (XXI

30. 914
25, 200

1

39. 000

38,700

1

10.0UO

10. 000

12

145,914

142,814

3.299

■

150,000
23,000
95,000
19, 5(0

1

6.000

1
1
1

7.000
11.000
10. out

1

10.000
17.500

3
1

480.000
6. 01 to

16

835.000

4

23,280

2

48.400

115

3, 680. 481

Flood (Nov. 18, IS 55) : Virginia Flood (Dec. 12, 19
Flood (Dec 30, 19 55):

Grand total

1
2
2
1

37,904,978 j 37,101,998

Areas declared prior to SKA lending authority.

Types and number of disaster declarations as of Dec. 31, 1955
Hurricanes
Floods
Tornadoes
Drought
Landslides
Earthquake

6 Fire (forest)
18 Freezes
9 Gales and high tides
1
Total
1
1

1
5
3
45
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Statistical report of disaster field offices, eastern and northeastern areas,
cumulative as of Feb. 9. 1956
Applications

Filed
Number

Woonsocket, R. I—.
Springfield, Mass...
Worcester, Mass
Webster, Mass
Port Jervis, N. Y___
Kingston, N. Y
Putnam, Conn
Waterbnry, Conn...
Torrington. Conn...
Hartford, Conn
Winsted, Conn
Ansonia, Conn
Danb*'ry, Conn
Stan ford, Conn
Norwalk, Conn
Stroudsburg, Pa
Scranton, Pa
Easton, Pa. ..
Tamaqua, Pa
P'lerrington, N. J...
Trenton, N.J
New Bern, X. C~.:.
Wilmington. .\T. C.
NewBern, N. O— .
Philadelphia, Pa
Boston, Mass
New York, N. Y
Richmond, Va
Washington office. ..

84
88
20
25

52
389
141
209

15;,
123
l»n
311
59
128
84
67
6
83
55
80
18
121
31
130
57
45
2. 456
149

Total
Applications withdrawn.
Net total received..

Approved

Amount

Number

$1,029,347
1.432.774
2, 446, 855
3.075,515
125.305
4 0 B"0
770, 320
10,719,997
2,2113.024
2. 940, 420
4,198.607

(if,
S3
52
66
16
14

35
361
1112
167
111)
lid

II, Hill. 6115

151.620
459, 593
1,325,470
1,890,694
779, 458
1,332,364
59, 4(10

903, 246
637, 006
373, 226
93, 789
507, 950
981,080
1.966,363
1,749,275
386, 884
49. 279, 857
2,136,222

17
35
II
SI I

34
14

(')

Amount

Declined
Number

$491,800
530.315
308, 390
381,315
90, 405
226,070
205, 620
2,621,824
8«3, 190
1,394,190
929, 125
693, 959
118.62(1
355, 500
322, 782
609, 237
238, 800
211,750

Amount

$79,000
10,600
39. 000
3,500
22,000
27.700
64.800
16,300
72. 400
35,000
43, 5011
5, 500
5.
63, 300
76.(100
68,000

(')
111

258. 049

35
69
6

213.110

173.834
4. 000

48
ins
H3
25
114

293, 593
16. 200
26", 135
1,033.650
1.455.730
2. 540. 400
155, 85;
12,313,02

68. 10(1
314. 600
251. 130
354, 350
70, 089
4, 862, 383

2, 0SX

29,161,641

6,730,086

mi

47,143.635

1 Transferred to Scranton, Pa.
Note.—Loans approved by Treasury under sec. 302, 7 in amount of $4,306,000. Loans declined by Treas
ury under sec. 302, 2 in amount of $222,300.

Disaster loans approved, classified between home loans and business loans in
California, Nevada, and Oregon areas suffering damage from. December 1955
floods, as of Feb. 24, 1956
Home disaster loans
approved

Business disaster
loans approved

Total loans ap
proved

State
Number
California1
Nevada...
Oregon. __
Total

.. ...

Amount

Number

Amount

Number

Amount

84
4
16

$273, 435
5,840
67,483

170
12
14

$1, 416, 574
72,400
79,024

254
16
30

$1, 690, 009
78,240
146, 507

104

346, 758

196

1, 567, 998

300

1,914,756

> Includes loans approved under the "Deferred participation agreement" plan 48 for $352,025.
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Statistical report of disaster field offices in California, Oregon, and Nevada
disasters of Dec. 30, 1955, cumulative as of Feb. 24, 1956
Applications
Filed
Number

Approved

Amount

Number

Amount

Declined
Number

Amount

California:

Stockton
Yuba
Oregon:

51
67
68
48
14
33
25

$714,300
433, 735
688,545
347, 022
60. 739
170. 384
163,800

23
44
47
35
9
25
14

$181,800
145, 605
274,100
209,790
40, 895
143, 694
64,800

1

$6,500

5
2
1

I

14,850
20,000
3,500
23,240
5,500

28
5
14
21

186. 335
24,800
261, 148
103, 700

18
3
8
15

68,823
19,000
30,960
53,240

1

10,000

1

2,000

9
1
1

232,300
27,724
70,000

252

1, 562, 731

17

85 590

Regional oilices:
Seattle
Total
Applications withdrawn

374
30

3, 044. 608
168. 598

344

2, 875, 910

' In addition, approvals under the "Deferred participation agreement" plan total 48 for $352,025.

United States Department of Commerce,
Weatheb_Bureau,
Washington, February 24, 1956.
Mr. William F. McKenna,
General Counsel, Committee on Banking and Currency,
United States Senate, Washington 25, D. C.
Dear Mr. McxKenna : Thank you for the opportunity to present for the record
revised estimates for the flood and hurricane damages in 1955.
The lirst figures for the floods in the Northeast were obtained hastily and
ran considerably higher tl.an the facts later established warranted. The most
reliable figure presently available for flood damage caused by hurricane Diane
is $677 million. Fiooa damage ovei- the country prior to Diane is estimated
at $31 million. The December 1955 floods in the West are estimated to have
caused $100 million damages. This brings the total for flood damages for the
calendar year 1955 to $S0S million.
The most reliable information available for hurricane damage alone, ex
clusive of the subsequent floods, for the year 1955 amounts to $290 million.
The above ligures, as is the case of figures for previous years submitted, were
collected incidental to our primary purpose of surveying the meteorological and
hydrological aspects of storms and floods.
Very truly yours,
H. E. Landsuerg,
Chief, Climatological Services Division.

Memorandum From Federal Civil Defense Administration
An outline of the Federal disaster assistance available to States, local gov
ernments, and individuals under Public Law 875, 81st Congress, as amended, and
as administered pursuant to Executive Order 10427, should be of value to this
committee.
Such Federal disaster assistance, however, is not confined to this authority.
Public Law 875 was enacted to "provide an orderly an continuing means of
assistance by the Federal Government to the States and local governments in
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carrying out their responsibilities to alleviate suffering and damage resulting
from major disasters, to repair essential public facilities in major disasters, and
to foster the development of such State and local organizations and plans to
cope with major disasters as may be necessary."
Section 3 is perhaps the most important portion of the bill. It contains the
basic authority whereby all agencies and departments of the Federal Govern
ment, when directed by the President (delegated to the Federal Civil Defense
Administrator under Executive Order 10427), may provide assistance to State
and local governments. Any Federal agency, when so directed, may provide
assistance by—
1. Utilizing or lending, with or without compensation therefor, to the States
and local governments, their equipment, supplies, facilities, personnel, and other
resources, other than the extension of credit under the authority of any act.
2. Distributing, through the American Red Cross or otherwise, medicine,
foods, and other consumable items. ( This includes farm commodities or products
owned or controlled by the Commodity Credit Corporation under the authority
of Public Law 480, 83d Cong.)
3. Donating or lending equipment and supplies, determined under then exist
ing law to be surplus to the needs and responsibilities of the Federal Govern
ment to the States for use or disposition by them for the purpose of the act
including the restoration of public buildings damaged or destroyed in such
major disaster and rehabilitation of individuals in need as the result of such
major disaster. (As amended by Public Law 134, 83d Cong.)
4. Performing on public or private lands protective and other work essential
for the preservation of life and property, making emergency repairs to and
temporary replacement of public facilities of local governments damaged or
destroyed in such disasters, by providing temporary housing or other emergency
shelter, or making contributions to the States and local governments for these
purposes. (Provision relating to temiwrary housing and emergency shelter
added by Public Law 107, 82d Cong.)
The Federal disaster assistance program is administered largely through the
States. The act provides that any Federal agency is authorized to accept and
utilize, with the consent of any State or local government, the services and
facilities of such State or local government or any of their agents or employees
in carrying out the purpose of the act.
To an individual who has been forced to vacate his house as the result of
a disaster, the following emergency assistance is available :
1. Housing or temporary shelter.
2. Foodstuffs, medicine, and other consumable supplies (e. g., blankets,
bedding, etc. ) which may be distributed through the Red Cross or the States.
3. Surplus personal property donated for rehabilitation through the States,
including the negotiated sale of surplus property for the rehabilitation of dis
aster-stricken small-business concerns or individuals.
4. Debris and wreckage removal from the premises if it constitutes a publichealth hazard, and if protective or other work essential for the preservation
of life or property is required, through Federal contributions to the States.
Certain disaster loan authorities are vested in the Housing and Home Finance
Agency and the Farmers' Home Administration, for assistance through loans
on liberal credit, independent of Public Law 875.
For a farmer within the major disaster area, feed and seed loans are avail
able under Public Law 115, 83d Congress, and emergency loans may be made to
farmers and stockmen under Public Law 38, 81st Congress.
Executive Order 10427, dated January 16, 1953, placed the responsibility for
the administration, direction, and coordination of disaster relief activities of the
Federal Government in the Federal Civil Defense Administration.
ACTIVITY WITH RESPECT TO THE FUNDS APPROPRIATED TO THE PRESIDENT UNDER
THIS ACT

The following table shows the amount available at the time the Federal Civil
Defense Administration was made responsible for administering the disaster
relief program, the subsequent additions through appropriations and recapture
of unexpended funds from other agencies, and the allocations made dur-ng the
period of administration of the fund by the Federal Civil Defense Administration.
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Analysis of disaster relief appropriation by fiscal year as of Feb. 2i ,1956
Amount transferred to FCDA May 15, 19S3
Appropriated by Congress June 30, 195
Appropriated by Congress Feb. 14, 195
Returned to President's fund by Housi

$20,105,296.00
3, 500, 000. 00
25, 000, 000. 00
6,060,940.04

Total av ailable to FCDA
Date allocated

54, 666, 236. 04

• Recipient

Type of disaster

Amount

FISCAL YEAR
1953
May 15,1953
June 2 1953
June 8 1953
June 11,1953

$365, 000. 00
40,000.00
220, 000. 00
250, 000. 00
510,000.00
127, 500. 00
102,000.00

do ..
Flood . .
. do
Massachusetts

June 22 1953
Do

Iowa

...

...do.
Flood

1, 614, 500. 00

Total .
FISCAL YEAK
1854
July 2, 1953
Do
July 9, 1953
Aug. 12,1953
Do
Sept. 3,1963
Nov. 3,1953

Same as June 8, 1953
Flood

204, 000. 00
40, 800. 00
152,931.00
16,218.00
12, 036. 00
71,664.00
61,000.00
71,400.00
178, 500. 00
1515,000.00
255, 000. 00
167, 280. 00

New Hampshire
Same as June 22, 1953
do....
Iowa..

-.-

Same as J une 22, 1953
Severe hardship. . . . .

.

Montana
Dec. 7, 1953
May 7, 1954
May26, 1964

do

do ,

1,373,829.00

Total
FISCAL YEAR
1955
Aug. 9. 1954
1)0 .
DO
Auc. 11,1954
Sept. 14. 1954
Oct. 8,
Oct. 13.
Oct. 2(1,
Oct. 27.
Nov. 3,
Do
Do
Nov. 20.
Feb. 15,

1951
1954
1954
1954
1954
1951
1955

May 16, 1955
June 3. 1955
June 20. 1955

Texas
Iowa
South Dakota
West Virginia
Rhode Isluul
.....
Massachusetts
Nevada .
Maine
New York
Connecticut. ..
South Carolina.North Carolina
California
New Mexico
Indiana
Alaska..Hawaii
Colorado

$894, 493. 83
i7s, 500.00
40, 8O0. 1X1
62, 730. (X)
2, 550 (XX). (X)
2. 550 HOI). (HI
194 (III 82
1,020 (XXI. (Hi
306. (XXI. (H)
510 (XX). on
765,000.00
1.530 INHI.IHI
598, 740. IHl
51. (XXI. IH)
178. 5(10. 00
(111, 2IXI.0I1)
102, (XX). 00
102. OIHI IHl
127. 5(H). 00
127. 500. on

. -do
do
do
do
Earthquake.
do.
do
do
do
Flood, erosion
Flood.
do
Volcano
.
Flood, tornado
do
Tornado. . .....

11,879,508.66
FISCAL YEAR
1U86
July 12, 1955
Aug. 10. 1955
Sept. I, 1955
Aug. 29, 1955
Sepl. 7,1955
Do
Do
Sept. 9, 1955
Sept. 1, 1955
Sept. 9. 195J
Do

Nevada
Hurricane
SUA
Same as June 20, 1955
Kansas
Colorado.- Same as .I line 3, 1955
North Carolina - . ...
Hurri -anc —
Rhode Isl ind Hurricane, flood
do
Pennsylvania
New Jersey
....
Massachusetts .....
New Mexico
; Flood ....
Co meet i lit
Hurricane, flood
New York..
1
do

—
.

Noti.—All figures indicated within parentheses denote credits to the fund.

$204, 000. no
34, 030. 45
204, 000. (H)
74, 140.01)
1,020, (XXJ.(X)
1, 020.000. 00
1,020.000.00
1.020.UUU.OU
1,020.000.00
76. 500. 00
1,020.000.00
510. 000. 00

.
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Analysis of disaster relief appropriation by fiscal year as of Feb. 13, 1956
Date allocated

Recipient

Type of disaster

Amount

FISCAL TEAR
1956—con.
Dec. 9, 1955
Dec. 16,1955
Do
Jan. 4, 1956
Jan. 12, 1956
Jan. 24,1956
Do
Do
Jan. 23, 1956
Jan. 27,1956
Feb. 7, 1956
Do
Do
Do
Do
Feb. 8. 1956
Do
Feb. 9, 1956
Feb. 10,1956
Do
Do

Montana
North Carolina
Oklahoma
California...
Alaska..
South Carolina
Oregon

Flood
_

Flood
do

do
Michigan...
do
Iowa
do

New Jersey
California

Flood, tornado
Flood.

_. .

do
T ornado
do
Flood
do..
do
do
do
Hurricane, flood
do .
Flood....
Hurricane, flood

.

Total .

($9,531.92)
1,530.000.00
86, 700. 00
1,020,000.00
25, 500. 00
40S, 000. 00
153,000.00
255, 000. 00
1, 020, 000. 00
1,020.000.00
(6. 577. 19)
(19, 497. 82)
(61,069.01)
(52, 126. 06)
(6, 629. 91)
510, 000. 00
43, 860. 00
(91S, 000. 00)
(612.000.00)
2,010,000.00
(1,013,667.84)
12,635.630.70

On loan to agr iculture, Oct. 26, 1955...

500, 000. 00

Total al

$28. 003, 468. 35
23,1956

26, 662, 767. 69

Note.—All figures indicated within parentheses denote credits to the fund.

Floods on the East Coast in August and October 1955 and on the West
Coast in December 1955 and January 1956
On top of other agency resources, FCDA has authority, when the President
declares a major disaster, to direct any agency to go beyond its statutory respon
sibility and to reimburse it from the Federal disaster fund. In view of the
magnitude of the flood damage and the inadequacy of the Federal disaster fund,
the various agencies were authorized by the President to expend their own
available funds under FCDA direction and to adjust their accounts later.
Estimates of total damage
The damages faced by the disaster States which have been declared eligible
for Federal assistance by the President under authority of Public Law 875, 81st
Congress, according to latest estimates, amounted to a total of property damage
of $737,400,000. This was distributed among the States as follows :
Massachusetts
$131, 000, 000
Rhode Island
,
20, 000, 000
Connecticut
236, 000, 000
New York
18, 000, 000
New Jersey
21, 000, 000
Pennsylvania
85, 000, 000
California
215, 000, 000
Nevada
2, 800, 000
Oregon
8, 600, 000
Total
737, 400, 000
States principally affected in the August flood disaster were Massachusetts,
Rhode Island, Connecticut, New York, New Jersey, and Pennsylvania.
States principally affected in the October flood disaster were Massachusetts,
Connecticut, New York, New Jersey, and Pennsylvania.
States principally affected in the December flood disaster were California,
Nevada, and Oregon, with a recurrent situation in California in January 1956.
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SERVICES, GOODS, AND MONEY CONTRIBUTED BY THE FEDERAL DEPARTMENTS
AND AGENCIE8

Department of Agriculture
East coast floods.—Approximately 50,000 persons were fed through welfare
agencies and school-lunch programs, and by distribution of food to individuals.
In some counties along the coast it will be necessary to continue providing food
for farmers for several months. Under the emergency feed program, assistance
amounting to $240,000 was provided to farmers in maintaining their basic herds.
Crop-insurance payment for losses are being made. At the present time, the
crop-insurance losses are estimated at $508,000, covering the States of Massa
chusetts, New York, Connecticut, and Pennsylvania with the heaviest loss being
in the State of Connecticut. The United States Department of Agriculture
does not provide crop insurance to the States of Rhode Island and New Jersey.
The total crop-insurance payments for such losses cannot be determined until
the spring price of insured crops is known. Advice has been provided to farmers,
meanwhile, as to the best methods of rehabilitating farmlands. Evaluation of
present conservation practices is presently being conducted, in order to deter
mine the accuracy thereof. Programs of emergency loans to farmers are under
way. The last report to Federal Civil Defense Administration by the Depart
ment of Agriculture estimated agency loans, in addition to the regular loans of
the Fanners' Home Administration, at $402,000, including 1,381 loans. The
Department of Agriculture has increased vigilance in the inspection of meat
and meat food products since the August floods. In addition to the assistance
described above, the Federal Civil Defense Administration transferred $500,000
from the President's disaster relief fund to the United States Department of
Agriculture at the direction of the President, to supplement the Department's
regular agricultural conservation programs, in the States of North Carolina,
Connecticut, and Massachusetts in the following amounts: $300,000, $150,000,
and $50,000 respectively.
West coast floods.—The Agricultural Marketing Service provided food for floodstricken families. Commodity Stabilization Service provided feed for cattle.
This agency also established an emergency feed program for Ave counties in
California and planned to set up an individual feed program for farmers needing
help in feeding foundation breeding herds. The Agricultural Extension Service
provided literature outlining flood assistance and set up an educational and
direct service program on rehabilitating farms, homes, improvements and equip
ment. This agency is working in direct contact at present with approximately
four to five thousand farms. The Fanners' Home Administration supplied
trained personnel to administer programs on the need for temporary stock feed
ing and determining requirements of long-term emergency feed program. This
agency is also appraising the need for emergency agriculture assistance not
otherwise available to farmers from other sources. Production emergency loans
have been authorized in many counties. The emergency feed program will be
extended as required.
The Forest Service provided considerable personnel and equipment and sup
plies in addition to maintaining and operating an aerial tram to assist an isolated
'community of 2,000 people. Food and supplies were transported into the
extended areas for individuals and cattle. The damage to federally owned
national forests is estimated at $2,350,000.
Soil Conservation Service rendered direct assistance to approximately 6,000
separate families. The Agricultural Stabilization and Conservation Committee
is providing considerable assistance in an attempt to restore flood-damaged
farmland to productive use. This agency has allocated $735,000 for rehabilitation
work which is not reimbursable to the Federal Government.
In addition to the assistance described above, the Federal Civil Defense Ad
ministration is transferring $2,439,400 from the President's disaster relief fund
to the United States Department of Agriculture at the direction of the President,
to supplement the Department's regular agricultural conservation program, in
the States of California, Nevada, and Oregon.
Department of Defense
The military services traditionally assist civilians In disasters. This type of
assistance, which is furnished during the inital stages of an emergency, consists
of rescue, relief, and protective measures. During the recent west coast floods,
military forces coordinating through the Sixth Army provided Army officers and
troops supplemented by 1,500 National Guard men to assist in rescue relief
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and rehabilitation protective measures. Current estimate of supplies and equip
ment furnished in support of disaster operations, while incomplete, totals ap
proximately $520,000. Considerable supplies and equipment including cots,
blankets, etc., in addition to heavy construction equipment and helicopter service
were provided.
Corps of Engineers
Northeast flood.—In the hurricanes and floods of August and October 1955, the
Corps of Engineers, which is a technical service of the Department of the
Army, was assigned the following responsibility by the Federal Civil Defense
Administration under FCDA Disaster Order No. 1: (a) performing on public
and private lands, protective and other work essential for the preservatiou of
life and property; (6) debris and wreckage clearance; (c) emergency repair to
and temporary replacement of public facilities, except as reserved to other
agencies. Due to the inadequacy of funds available to the President for dis
aster relief purposes, funds available to the Corps of Engineers for other pur
poses had to be used in the northeast floods to perform the majority of the
work described above.
Overall estimate of work completed as of Feb. 15, 1956
Percentage of completion
Amount obligated
Expenditures

77
$29, 322, 717
$23, 053, 689

Estimate of eligible Public Law 875 work performed
$34, 353, 000
Total estimated cost of work eligible under Public Law 875 tempo
rarily funded by Corps of Engineers (to be reimbursed by appro
priation directly to Corps)
$31,600,000
Total cost of work temporarily funded by Corps of Engineers
to be reimbursed by FCDA to Corps (eligible under Public
Law 875)
$2,753,000
West coast floods.—In the west coast flood area in December 1955 and January
1956, the FCDA dalegated to the Corps of Engineers the responsibility for—
(a) Removal and disposal of dead animals.
( 6 ) Removal of debris,
(c) Emergency channel clearance.
Overall work estimated and percentage of work completed as of Feb. 10, 1956
Percentage completed
34
Amount obligated
$1, 449, 000
Expenditures
$890, 900
Contracts completed
34
Contracts in progress
13
Work completed in locations
7
Work in progress in locations
11
Present estimated cost of work performed by Corps of Engineers,
to be refunded by FCDA (eligible under Public Law 875)
$2, 651, 700
Department of Commerce
This Department is surveying damage to industrial plants and making recom
mendations for priorities on rapid tax amortization, and recovery and rebuilding
of damaged industrial plants in addition to channeling contracts for material
and goods to the affected areas to assist in the economy of such areas. Business
and Defense Services Administration surveyed industrial damage in the affected
States and provided assistance in obtaining machine tools and other equipment
from Government stockpiles to expedite the return to production of plants hav
ing defense contracts. It also assisted industrial plants in obtaining Government
contracts and supplies of raw materials.
Bureau of Public Roads
Under Federal Civil Defense Administration Disaster Order No. 1, which was
a delegation of authority by the Federal Civil Defense Administration to the
Department of Commerce, the Bureau of Public Roads coordinated and super
vised emergency highway restoration and provided the Federal .Civil Defense
Administration with estimates and analyses of overall highway damage. The
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Bureau cooperated with State highway authorities in surveying damage to
highways, roads, and bridges. A number of Bureau of Public Roads engineers
were assigned to the Federal Civil Defense Administration regional offices to
coordinate disaster relief and to evaluate, report and recommend Federal Civil
Defense Administration action on damaged highways, bridges, sewers, water
mains, gas mains, public buildings, schools, etc. The Bureau of Public Roads,
after surveying the damage on Federal-aid highways, advised the affected
States of the emergency provisions of the Federal-Aid Highway Act and offered
such States assistance in planning and programing restoration work under the
Federal Aid Highway Act. Bureau of Public Roads personnel worked with
States in planning and designing of the replacement facilities, and assisting
to restore the normal flow of traffic. This bureau also correlated this work with
the Federal Civil Defense Administration and with the Corps of Engineers who
were performing certain highway work on other local roads as delegated by the
Federal Civil Defense Administration.
Almost all damaged highways and bridges have been temporarily repaired
with a limited few routes still being detoured. A large portion of the restora
tion work on the Federal-aid system has been programed and some projects are
under construction by contract. The Federal funds involved in the reconstruc
tion of highways under the above-named program must be equally matched by
States.
The overall estimate of damage to highways, on and off the Federal aid sys
tem as a result of the east and west coast floods totals $128,768,600, broken down
as follows :
Northeast flood

Connecticut. . .
Massachusetts.
New Jersey
New York
Rhode Island. .
Pennsylvania..

Fcdcrnl aid
sj stem

Other than
Federal aid
s;, stem

$13, 142, ISIIO
7, 954, 7(10
3, 325. 000
4, 998, SOU

$18,284,100
15,927,300
5, 526, 700
4. 680, 000

11,986,000

6, oh, ooo

$31,426,400
23,882,000
8, 851, 700
9.678,500
900,000
17,000,000

41,406, 500

50, 332. 100

91,738,600

$17,000,000

$17,500,000
230,000
1,200,000

$31,500,000
230,000
2,300,000

900. 000

Total.

Total

West coast flood

1,100,000

Total

18, 100..0OO

18,930,000 1

37,030.000

Executive Office of the President
The Office of Defense Mobilization authorized the Department of Commerce
to provide materials priorities for defense-supporting industries in disaster
areas. ODM arranged with procurement agencies to give the same preferential
treatment to disaster areas in placement of contracts under provisions of DMO
VII-7 as is given to surplus labor areas. Activities under this arrangement
have resulted in channeling of defense and other contracts of $10,000 or more
to aid the disaster areas, as of February 13, 1956, as follows :
Contracts totaling $1,208 million were channeled to the Northeast flood aresi.
of which 124 actions by the Department of Defense totaling $19,550,000 were
given preferential treatment under DMO VII-4 and DMO VII-7. Department
of Defense contracts for this area totaled $1,194 million.
Contracts totalling $51,284,000 were channeled to the west coast flood area.
Office of Defense Mobilization received Treasury approval of 7 defense pro
duction act loans in the Northeast flood area totaling $1:1,871.000.
ODM has issued 8 certificates of necessity in the amount of $11,553,400 for
tax amortization purposes in the Northeast as of February 13, 1956, and 1
certificate of necessity in the amount of $1,900,000 is pending for the west coast
area. In addition, a large number of actions have been taken by procurement
agencies to adjust contract delivery schedules for firms in both disaster areas.
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Small Business Administration
The Small Business Administration opened emergency offices throughout the
disaster areas to provide assistance to small businesses and homeowners affected
by the flood. The following is the status of this program in the recent flood
disaster areas as of February 8, 1956 :
.
-.
Loans
approved

Total

. .'

Dollar
value

2,090
215

$30, 360, 641
1, 370, 131

2,305

31, 730, 772

General Services Administration
GSA lias made available surplus Federal property valued at approximately
$11 million for use in disaster relief, including trailers and school busses for
emergency housing, as well as numerous items of supply and equipment. GSA
announced that surplus Federal property may be sold to the States at 10 percent
of original acquisition cost for use in replacing the furniture, fixtures, or in
ventories of small business in disaster areas. GSA provided records manage
ment assistance to Federal and State agencies in the disaster areas for protec
tion of Government and other important records and documents and provided
space, supplies and equipment to Federal agencies establishing emergency
offices in disaster areas. Efforts are being made through the Federal Supply
Service to give preferential treatment to firms in disaster areas in placement of
contracts.
Health, Education, and Welfare Department
The Department of Health, Education, and Welfare provided technical experts
to FCDA regional offices to assist in coordinating disaster activities in the flood
areas.
Supplies of food and drugs in disaster areas were inspected, and contaminated
• foods amounting to over $17 million -were ordered destroyed in the Northeast
flood area.
Surveys were made of flood damage to water treatment plants and assistance
and advice provided as to measures necessary to restore them to operation.
Typhoid immunization programs were undertaken in the affected States, as well
as rodent and insect control measures.
Department of Labor
The Department of Labor coordinated and directed the State employment
services in surveying the labor situation and in providing estimates of unemploy
ment as a basis for Red Cross and other welfare agencies to determine their
relief loads.
The unemployment services provided emergency manpower assistance to
employers and civil defense officials in the disaster areas by referral of work
ers. At employment offices where files had been destroyed by the floods, place
ments were made by calling men out of liue in front of unemployment claim
windows and by sound trucks circulating in the streets to inform people of
available jobs and the location of emergency offices.
Bureau of Labor Statistics prepared reports on the employment and general
economic situation in the disaster areas.
Department of Interior
The Department of Interior through its National Park 'Service, Bureau of
Indian Affairs, and Bureau of Reclamation have provided considerable per
sonnel and assistance in the west coast flood area. Part of the area affected is
on federally owned property or in areas where the Interior Department has
specific Federal responsibility to individuals, such as on Indian reservations.
The damage to national parks is estimated in excess of $1 million. Damage
estimate to Government-owned reclamation projects is not available at this
time. However, 'it is believed that it will exceed $50,000. Detailed statistics
as pertains to this Department will be available at a later date.
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Department of the Treasury
The Coast Guard carried out rescue operations along coastal areas affected
by the floods, evacuating large numbers of persons from positions of peril.
Amphibious vehicles, portable boats, and helicopters were used in these operations.
Veterans' Administration
There has been a substantial increase in the Home Loan Guarantee Division
activity of this agency as a result of the floods and hurricanes.
Housing and Home Finance Agency
The Housing and Home Finance Agency administered Public Law 875, 81st
Congress, until January 1953, and has been most cooperative in assisting dis
aster victims particularly in such things as easing credit and providing tempo
rary housing. This agency's activities in disaster emergencies falls into two
categories : First, assistance to the American National Red Cross, through and
by authority of the FCDA, to alleviate the immediate and emergency housing
problems of families displaced by disaster and, Second, the long-range problems
of financing the repair, rehabilitation, and replacement of permanent housing
and assistance to local communities in the redevelopment of disaster-affected
areas. This agency, through its various constituents, provided assistance in
the recent disasters as follows :
Public Housing Administration provided additional shelter, , at the direct iuu
of FCDA, to supplement shelter provided .by the American National Red Cross.
This consisted of utilization of surplus public housing and trailers or other emer
gency-type housing available under the Jurisdiction of the Public Housing
Administration.
The Federal Housing Administration assured use of its insured financing to
new construction or repairs and assisted in determining the extent of damage to
insured properties and necessary actions to protect owners, lenders, and the
Federal Government.
Federal Housing Administration authorized lenders to permit temporary sus
pension of payments on insured loans from borrowers who are disaster victims.
This agency removed credit restrictions imposed where disaster loans were in
volved and authorized the use of special Federal Housing Administration's
insured loan assistance for low-cost housing for disaster victims.
The Federal National Mortgage Association facilitated commitments to pur
chase disaster-relief mortgages where private market for such mortgages was
not available. This was restricted to Government-insured or guaranteed
mortgages.
The Community Facilities Administration provided loan assistance to public
bodies in order to provide or restore essential public works and to replace those
destroyed by the disasters. This agency also provided non-interest-bearing ad
vances to local communities for the planning of public works.
Urban Development and Slum Clearance Administration provided grant as
sistance for urban planning and long-range urban renewal in areas where dls, aster had created a need, in addition to its normal, program. This .program can
materially assist a disaster-affected area to the extent that such areas can, in
several years, recapture a great portion of the disaster loss sustained and con
tribute to economic rejuvenation of such areas.
Assistance provided by the HHFA.—Northeast flood : $2,500 vacant public
housing units opened for occupancy by flood victims; 141 surplus trailers pro
vided at FCDA direction to the States of Connecticut and Massachusetts ; 300
temporary defense housing units provided to the State of Connecticut. West
coast flood : Rehabilitation of Tuba City farm labor camp, California, to provide
rehousing of occupants. Provision of trailer housing for Del Norte and Sutter
Counties, Calif., at FCDA direction. A number of families in the counties of
Del Norte. Humboldt, and Sutter in California were homeless by reason of the
flood. This agency in cooperation with the American National Red Cross, the
Federal Civil Defense Administration and State and local officials provided re
quired housing to alleviate the situation. Applications for 475 trailers have been
received by the three counties previously named. The Housing and Home
Finance Agency programs will be used in the west coast flood area by about
approximately 5,000 homebuilders in conjunction with the home administration
program. There is no estimate available to FCDA on the HHFA insurance
program at the present time.
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American National Red Cross
Northeast floods
[Actual figures as of Dec. 31, 1955]
Families affected
Families and small business applying for assistance
Assisted :
Families
Small businesses
Relief expenditure total as of Dec. 31, 1955
Homes destroyed
Homes damaged
Familes affected
Dead (per American National Red Cross report)
Injured
Hospitalized
Registration
Funds committed

43, 398
16, 180
14,805
1, 062
$17,780,108
1, 709
27,927
43, 398
207
8,547
474
16,180
$17,780, 108

West coast floods
[Estimates as of Jan. 17, 1956]
Families affected
Families and small businesses applying for assistance
To be assisted :
Families
Small businesses
Relief expenditure, estimated total overall as of Jan. 17, 1956
Homes destroyed
Homes damaged
Families affected
Dead (per American National Red Cross reports)
Injured and ill
Hospitalized
Registration

29, 769
11, 673
10,757
361
$8,000,000
1, 311
16, 710
29, 709
73
3, 796
284
11,673

Senator Bush. We stand in recess until next Thursday morning.
(Whereupon, at 4 : 30 p. m., the subcommittee recessed, to resume
at 10 : 30 a.m., Thursday, February 23, 1956.)
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thursday, february 23, 1956
United States Senate,
Committee on Banking and Currency,
Subcommittee on Securities,
Washington, D. O.
The subcommittee met, pursuant to call, in room 301, Senate Office
Building, at 10 : 40 a. m.. Senator Herbert H. Lehman, chairman of
the subcommittee, presiding.
Present : Senators Lehman, Robertson, and Bush.
Senator Lehman. The hearing will come to order. Mr. Berry.
How do you do, Mr. Berry ? We are very glad to have you testify
before us. Have you any prepared statement?
STATEMENT OF J. RAYMOND BEERY, GENERAL COUNSEL,
NATIONAL BOARD OF FIRE UNDERWRITERS
Mr. Berry. I do not, sir. My name, however, is J. Raymond Berry.
I am general counsel for the National Board of Fire Underwriters,
which is a stock company organization. I do not have a prepared
statement today, Senator. Our president has testified before you,
Mr. J. Victor Herd. I come here to proffer the assistance of the fire
insurance industry, or that portion of it for which I speak, and hold
myself available if I can help you in response to any questions.
Senator Lehman. Will you briefly explain the functions performed
by your organization?
Mr. Berry. The national board? The National Board of Fire
Underwriters is divided into about four departments. We have a
department which is investigating arson, that is, the crime of arson,
all over the United States.
We have a statistical department which acts as a statistical agent
for the various State supervisory authorities. The experience of our
member companies, and in some cases of all of the stock companies
that may be doing business in a particular State is reported to our
actuarial bureau and there the experience of all the companies is put
together by classes, and that class experience is then made available to
the respective insurance departments.
Then we have my department, which is the law and legislation
department, and it is my job to take care of legislative matters where
they arise, and also if a particular court case came up, or a tax case
came up which was common to the whole business it would be my job
to see that case was properly presented.
I think those are the major divisions.
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Senator Lehman. I assume the major part of your work is statisti
cal or research ?
Mr. Berry. I would say so.
I forgot to say, and I should have, and I thank you for reminding
me, that one of the major parts of our work is fire prevention. We
have a large staff of engineers who go around to the various munici
palities and make inspections of the fire-prevention facilities there
and will grade cities as to the quality of their fire prevention. As a
matter of fact, that was one of the first activities of the national
board.
Senator Lehman. You do not write any policies yourself ?
Mr. Berry. We do not, sir.
Senator Lehman. In assembling data for ratemaking purposes,
has your organization ever made use of statistics assembled by the
United States Geological Survey ?
Mr. Berry. May I say that we do not assemble data for ratemaking
purposes. W assemble data so that that data may be available to the
insurance departments and to our members, and perhaps to mu
nicipalities that have been graded by it. What they do with it there
after is their own doing, but I would , I think, be safe in saying we have
not collected statistics from the Geological Survey. I know of none
such.
Senator Lehman. You are familiar with the work that is being done
by the United States Geological Survey- I wonder whether in your
opinion statistics from them would prove of added help in computing
a rate for flood insurance or indemnity if the appropriate legislation
is enacted to authorize such a program ?
Mr- Berry- My knowledge of it, I think, is confined to the testi
mony I read given on the House side by Mr. Langbein. I would say
that that material should be helpful if you get around to the making
of rates on floods.
As I remember it, I think Mr. Langbein said it would be dangerous
to attempt to do this on a national basis unless you had surveys from
all of the States, and I think he had only 18, at that time.
There was another bit of testimony, too. I don't know whether it
came from the Geological Survey, but it came from the Chief of the
Weather Bureau, and to me it was a very trenchant observation. His
name, I think, was like Langbein. Could I ask Mr. McKenna ?
Mr. McKenna. Mr. Williams?
Mr. Berry. No.
Mr. McKenna. Or Dr. Landsberg ?
Mr. Berry. Landsberg. That was it. He testified and was asked his
opinion as to what was causing these storms in the Northern Hemis
phere, and he said he didn't know, but he believed it was caused by the
movement of the cold air northward—I do not know if he said this
part—so that the hot air came up further from the south. Then he
said that the polar icecap was melting quite rapidly, or very rapidly.
That was not pursued any further, but from what I have been told,
if that continued that could change a great many things in this Nation.
He said that the climate of the Northern Hemisphere seemed to be
getting wanner. Those are two big unknowns and I was hoping they
would.be pursued.
Senator Lehman. Mr. Berry, I know there are many factors going
into the making of rates. Among them, however, are two that seem
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to me to be of very great importance. One is the risk involved in
coverage and the second is the density of the coverage itself, in other
words, the number of people who are willing to take out an insurance
policy at reasonable rates.
Mr. Beret. Yes.
Senator Lehman. Mr. Herd gave us some interesting actuarial in
formation the other day. There is some supplemental information,
however, we would very much like to have from you. Can you tell the
subcommittee what method a private insurance company would use
to forecast the number of purchasers in computing a premium schedule
for insurance to be offered by a newly formed fire insurance company?
Mr. Berry. I cannot, Mr. Senator. I hasten to disclaim any ability
as a ratemaker. I am a lawyer for fire insurance companies. I can
say this, however : I have seen fire insurance companies start and they
begin by starting a selling organization, i. e., their agencies, that is,
the stock companies are prone to do it that way. And then through
those agencies they expect to do business as a result of the zeal of the
agent, who is paid on a commission basis and gets his income from
the amount of zeal which he shows.
Senator Lehman. Is it not a fact that generally speaking—there
may be some exceptions—the rates of all responsible insurance com
panies are based on the same risks and substantially the same condi
tions ? They would be substantially the same ?
Mr. Berry. Oh, yes, sir. In the fire insurance business we believe
that is substantially correct. In other words, the same risks are
going to run off at approximately the same rate or order, all other
things being equal. Therefore we believe that there is a true rate
which all companies should be just about at.
Does that answer your question ?
Senator Lehman. I asked that question because I was rather sur
prised to hear you say you have nothing to do with the making of
rates, or the statistics leading up to the making of rates.
Mr. Berry. I can elaborate on that. They have rating bureaus in
each of the States, or substantially each of the States.
Senator Lehman. They have what?
Mr. Berry. Rating bureaus which make the rates. They will take
the grading which our engineers put on cities. They will get a report
from the municipalities in their State and the rating bureau from that
will use that material as one of the things they will take in developing
what the rate should be. A city, for example, with a poorer fire de
partment than one with a better fire department must expect to be
graded lower as far as fire fighting is concerned. Therefore its rate,
as that particular weighting goes, would be higher in relation to the
one that had the better. But we do not do the rating of it. We do
have statistics which others will use or insurance departments will use,
and we turn them over to them.
Senator Lehman. To the individual companies ?
Mr. Berry. Both to the companies and to the municipalities and
to the rating bureaus.
Senator Lehman. Do the State insurance departments have a voice
in the fixing of rates ?
Mr. Berry. Yes. A substantia] voice.
S
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Senator Lehman. How frequently are the insurance premium
schedules revised in the light of actual experience, or for any other
reason?
Mr. Berry. There is no set time that I know of. That is constantly
going on in the rating bureau.
Senator Lehman. When you say "constantly," what do you mean
by that?
Mr. Berry. Every day. There will be studies made as to whether
this class should not be modified or another class should not be.
Senator Lehman. Is that done by individual companies?
Mr. Berry. It is done by a rating bureau ordinarily in the fire
insurance business because of the need to make rates in the fire insur
ance business in concert. There are some companies that are inde
pendent in the fire insurance business, but I know of none of them
that is operating across the board, as we call it. There may be a fire
company—there is a fire company which is writing just automobile
and perhaps one class outside of automobiles—dwellings—which does
not belong to a rating bureau.
Senator Lehman. What is a rating bureau ?
Mr. Berry. A rating bureau is an organization of companies which
is regulated at the State level and gets a license from the State to
make rates on fire insurance and allied lines.
Senator Lehman. Are the expenses of that bureau paid by the
insurance companies?
Mr. Berry. They are, sir.
Senator Lehman. Or by the State?
Mr. Berry. They are borne by the insurance companies.
Senator Lehman. Do you have any opinion on how long it would
be necessary to experiment with a program such as that proposed in
these bills in order to determine whether a commercially feasible
insurance program can be developed? I ask that because obviously
we are approaching this thing on a somewhat experimental basis.
Mr. Berry. Senator, I want again to reiterate my lack of knowledge
as a rating man. However, I followed the hearings in the House
pretty close and I do know in the history of insurance you will find
we have been writing this for some three thousand years and there
have been times when flood insurance has been tried, and it has always
been abandoned. From the House side one of the things I know is im
portant is the selection that you get—that you not get an adverse
selection. I know you have heard that phrase used but a significant
statement was made on the House side as to the crop insurance
experiment.
That has been going, I think, for some 16 or 18 years. Even though
you wash out the first 8 years which were perhaps not truly experi
mental and may have been overly enthusiastic, I think you will find
in the House testimony of Mr. Fretts? of the crop-insurance people,
that of all the farmers who were eligible to get crop insurance—
and this, as I understand it, is an all-risk cover and all farmers, no
matter how good they are as farmers, are exposed to the peril of
drought or insects—nevertheless the crop insurance program is being
bought only by 24 or 25 percent of the farmers who would be eligible
for it. I am quite sure I am quoting that witness correctly.
If that is true as to the program where the peril is common to all,
I am left with the impression the program where the peril is common
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only to a few would result in a smaller percentage buying. That is
not a rating man's conclusion, but just a conclusion a lawyer might
draw from some testimony he heard.
Senator Lehman. All right. You say only 25 percent would avail
themselves of the right to insure.
Mr. Beery. Yes.
Senator Lehman. Is that not due, at least to a very considerable
extent, to the high premiums that are charged and the cost of the
insurance?
Mr. Berry. I would have thought so, had Mr. Fretts not said they
hud been buying at a rate as high as 35 percent, and even at that
rate Federal Crop decided that they could not write it in those
drought areas and finished and stopped it. I think he also said in
the river bottoms they decided not to write any more. The rate, or
one of the rates I think he mentioned, was 3 percent. That would be
a high rate by the standards of fire insurance.
Senator Lehman. 3 percent of what?
Mr. Berry. Of the amount that is being insured under Federal
Crop.
Senator Lehman. Has your organization ever made an}' study of
the probable actuarial rates that would have to be charged on flood
insurance?
Mr. Berry. No, sir. That study, or the closest thing to a study on
that, was the engineering study made by the American Insurance
Association.
Senator Lehman. We have had a number of insurance people ap
pear before us and they tell us with great conviction on their part
that flood insurance from the actuarial standpoint is not practicable.
But 1 have never yet heard any of them give us any facts showing
that a real study has been made, a statistical study, with regard to
the actual risks that would be involved.
Mr, Berry. Mr. Chairman, I have read the engineers' report to
the American Insurance Association. Of course, that does not under
take to make rates or show how rates would be made, because they
aiv not ratemakers; but the physical analysis there I think supports
the conclusion which the insurance people have taken.
But there is another very salient thing, I think. These people want
to write insurance. That is their business. The more they write,
the more business they do and the more money they make. They are
in business for a profit and if they could make money at thisthey
would want to write it. They have edged into it from time to time
and they are writing, as you know, a substantial amount now on mov
able stun*. However, the experiments always wound up being aban
doned. They would not have been abandoned in my judgment if they
had been profitable.
The marine business has never been abandoned and it is the oldest
form of insurance. They stayed with it because they knew it was a
business they could make money out of. If they could make money
I think you would find them in there. They want it.
Senator Lehman. That is all right, but I wonder—and I have never
boon satisfied on this point—I wonder how deeply the insurance com
panies have actually studied this thing. I mean, it is one thing merely
to jump at a conclusion based on the factors a> they have observed
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them, and another thing really to make a careful study of the rates
that would have to be changed.
Mr. Beret. I am sure they have not jumped to a conclusion. When
this subject was first opened up back in 1951, as far I was concerned
we came down and testified before the House committee, and then
the American Insurance Association started that study which is still
continuing. I know that association has had meetings where those
reports of the engineers were considered and we had the consensus of
opinion and open discussion by representatives of well over 100 of the
companies that are writing insurance generally in the United States.
Senator Lehman. I am pretty well convinced that the Government
cannot run a government insurance project on an exact actuarial
basis—not without the experience of many years. But we would like
to know what the actuarial basis, if one could be worked out, would
be. It would be very helpful to us, and I think it would be very
helpful to the insurance companies, because we are anxious to turn
this thing over to the insurance companies as soon as possible.
Do you know of any place where those figures could be obtained?
Mr. Berry. I do not know where those figures could be unless you
can derive them from the study made by the engineers and the testi
mony which has been adduced here.
Senator Lehman. Can you tell us how much uniformity exists
amongst State laws regarding premium schedules and reserves for
property insurance ?
Mr. Berry. Let me take the second first because it is easier. On re
serves the State laws are almost entirely uniform as to our reserves
on unearned premium. As to uniformity of schedules, the State laws
do not purport to describe the schedules. The State laws regulate
the rate, and the manner in which the rate is arrived at is one which
the rating bureau determines. We will have different rating methods
pursued by different insurers.
Senator Lehman. Do you have any opinion as to the workability
of a program which would require joint State and Federal participa
tion f The reason I am asking you that is in Senator Bush's bill he
provides for State participation. Under the bill which some of my
colleagues and I have introduced, we do not provide for that.
I personally do not think it would be practical and I so expressed
myself. Do you have any opinion about that?
Mr. Berry. I have, and it is purely my own. I can see some virtue
in both approaches and some weaknesses in both.
For example, when our business was held to be interstate commerce
and we needed to bolster our State regulatory pattern back in 1944,
and there was a surprising shortage of rate regulatory laws, in just
about one complete cycle of the legislatures, that is, 2 full years, we
had a respectable pattern of rate regulation throughout the United
States. So that would be pretty fast action, I would say. I do not
know if you would get that fast action now on this problem.
But the second thing I thought about when I heard Senator Ilobertson raising the point in Virginia was this: The testimony on the
House side was that zoning was a local problem, that is, flood zoning.
If you do not get some sort of State participation I would be worried
as to whether you would ever get any flood zoning. If by zoning the
residents of a city, or some residents of a city, are not going to be able
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to get this flood insurance, 1 would expect there would be considerable
Sressure on the Government of that city not to zone. So I can see some
elay on one side and some danger on the other.
Senator Lehman. I think the same result could be obtained by
adjustment of rates based on risks and based on the vulnerability of
the property. That, of course, is included in both Senator Bush's bill
and mine. I do not think it is possible to write a uniform rate for all
insurance. The risks would have to be taken into account.
Mr. Berry. Excuse me, Senator. I did not mean zoning as to rate.
I meant zoning as to construction. For example, there was testimony
on the House side there were some 10 million people who were violating
river beds and using part of the river beds for living or mannfacturine.
I think there were 50 million acres, or some such amount, mentioned.
The Government men who testified, who were the hydrologic engi
neers, or counterparts of those, were disturbed that a program mishi
be developed which would encourage the abusing of river beds. It
seems that developers find it inexpensive to get land there and they will
erect buildings in areas which are subject to recurrent flood. That
could be stopped by local zoning as to what you could erect.
I am not talking about zoning as to rate, but if I am going To be
unable to get insurance because my house is down in a river bed area.
I am going to try to stop any zoning that would keep me from gettinir
that insurance. That is one of the things in it.
Senator Lehman. I think you have to recognize the difference in
the risks involved in connection witli different pieces of property shaated in different areas. But if you did recognize that and if you made
that effective it would seem to me it would discourage people fron:
building or remaining in the low areas. That might, of course, ie
certain cases, price out the possibility of getting insurance policies.
Mr. Berry. Price would have something to do with it, certainly:
but zoning as to building is essential if this program
Senator Lehman. Of course, it would be fine if you could zone and
if you could start all over aagin, or if we had started a hundred year?
ago on an intelligent basis to zone, so that it would be making it pos
sible, although I doubt very much if under those circumstances izdustry would have developed at least in certain areas of the cohstt^
as it has since then. I say that because in the earliest days we wk»
dependent upon our water power entirely and it is obviou? Thar r
would be advantageous to build factories and homes adianesc vrivers the waters of which could be used for one purpose or anorier.
You cannot move those and throw them all out, but you can. of costs*.
discourage it or discourage new building and encourage zoning itw?
which, I think, are of very great importance. I think we all dc
If you make a difference in rates rather than say, "Now. look iae.
you just cannot have any policy at all because your house is in a •*»nerable urea." then you are taking care of them. I know the difc.M±'
of the thing, but I do not think the answer is
Mr. Berry. I certainly see the difficulty. You have hit h- W*
are trying to Bolve in 5 or 6 weeks something we took 200 yeai^ i«5einp up.
Senator Lehman. That is right.
Mr. Berey. We cut down our forests and used our tivgih^a.
carrying the logs down, and we used our streams for makdrur
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gower, and now we are complaining because the rivers are striking
ackatus.
Senator Lehman. Of course, we have to try to cure a lot of evils
fairly rapidly—evils which have existed two or three hundred, or
maybe a thousand years. If we did not do that we would be static
and I do not think we want to be that at this time.
Mr. Beret. I am sure of that. I was reading in the Times of
Governor Kibicoff's speeches in Connecticut. He is telling the people
there the great progress they are making in rebuilding their towns.
Senator Lehman. Mr. Edelstein calls my attention to the fact
that in my bill, and I think in Senator Bush's bill, we have a provision
that the Administrator could not grant insurance policies or issue
insurance policies to areas which were in violation of the zoning laws
of the State.
Mr. Berry. That is right.
Senator Lehman. You recognize that?
Mr. Berry. And because of that provision if the States are not
participating I am quite sure the pressure will be on the States not to
pass zoning laws because if passed some citizens would not be able to
get any insurance. That was the point I was hoping to get across.
Senator Lehman. Could you explain briefly for the record the genoral method used by private insurance companies in fixing reinsurance
rates ?
Mr. Berry. I do not think they fix them generally. I do not pro
fess to be a reinsurance man, but the reinsurance I know is fixed by
negotiation on an individual company basis.
Senator Lehman. Unless we adopt some program similar to those
proposed in the bills before the subcommittee, what protection can be
assured for homeowners whose homes are destroyed by flood but who
still owe a mortgage debt on those homes, and for businessmen who
may be discouraged from assuming additional obligations in order to
revive a business washed out by a flood? Have you any suggestions
as to what can be done ?
Mr. Berry. I wish I had a quick answer to that one. I think one
great value of these hearings is that everyone seems to recognize now
if a program is going to be adopted it is going to have to be some sort
of subsidy. Senator Bush's bill has a 40 percent subsidy plus what
ever subsidy is involved in carrying the general expenses, which I
think Government witnesses have said would run about 25 percent
of the premium. So you have a 65 percent subsidy there.
As I recall your bill, Senator Lehman, I do not think there is any
percentage set as to how much is subsidy.
Senator Lehman. No.
Mr. Berry. But everyone seems to agree if you are going to take
this approach it is going to be a subsidy. Whether that is the proper
approach, I certainly do not speak as a spokesman for the insurance
companies when I am giving my own theory on a thing like that. I
do not know. But I see, I think, a great problem, if this or if either
of these approaches were taken and a flood occurred and I had no insur
ance and you did have, and 65 percent of the money you were getting
was money which I had contributed to out of general taxes. If you
were to be paid and I was not paid I think it would present a real prob
lem. It impels you in the direction of direct relief.
60096—56—pt. 2
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I think too there are substantial difficulties in that direction that
I am not inclined to minimize.
Senator Lehman. One final question. You, of course, in the fireinsurance companies, have been fixing rates.
Mr. Bekry. I fixed them ?
Senator Lehman. No. The fire-insurance companies in fixing rates
for their premiums are taking into account a great many factors.
Mr. Berry. Oh, yes.
Senator Lehman. Some of them, of course, are as a result of the
research and study work that your organization has done. However,
there are a number of factors that are taken into account. Can you
tell us in what respect the method of fixing flood-insurance premiums
differs from the method of fixing fire-insurance premiums?
Mr. Berry. I think I can give you part of that, at least. Our engi
neers will go out and they will grade the cities in the State of New
York. Their study will be as to the quality of the fire departments,
the sufficiency of the water supply and the efficiency of the alarm sys
tem, and training of the men, and things of that character. I do not
see where that would bear any relation to floods. Perhaps some remote
relationship in that flood may encourage fire and thus the quality of
the fire department would have a bearing, but it seems to me it would
be very much more remote if it were relevant at all. I do not know
where a rating or an attempt to rate a flood would tie on to the proc
esses of rating for fire.
When you come to schedule ratings where each risk is inspected and
the various hazards which would encourage fire, such as open stair
ways, and creating drafts, and things like that are concerned, I do not
see how they would be relevant as risks in floods.
I should not talk about how fire rates are made, but I do not see
where that would have any relation to flood rates, Senator.
Senator Lehman. Senator Bush, I have asked these questions
largely for the purpose of developing certain technical aspects of this
question witli respect to the States. He has nothing to do with the fix
ing of rates or the writing of policies, but I wanted these technical
things on the record. Do you want to ask him any questions?
Senator Bush. No questions.
Senator Lehman. Thank you very much indeed.
Mr. Berry. Thank you, Senator.
Senator Lehman. We appreciate your coming.
The next witness is Mr. Charles H. Martin, American Society of
Insurance Management.
Mr. Martin, have you a prepared statement?
STATEMENT OF CHARLES H. MARTIN, REPRESENTING THE
AMERICAN SOCIETY OF INSURANCE MANAGEMENT
Mr. Martin. Yes, Senator Lehman. Shall I read it, sir ?
Senator Lehman. Yes. Will you read it and then supplement it in
any way you wish ?
Mr. Martin. Very well.
Senator Lehman and members of the committee, my name is Charles
H. Martin, insurance manager for a large chemical company. 1 ap
pear today as a member of a newly formed committee appointed by the
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American Society of Insurance Management to help develop insurance
coverage for floods and other perils not now readily insurable.
Lest the name be misleading, this society is a national organization
of professional insurance managers, both part-time and full-time. It
represents many types of industry—large and small—but does not
negotiate or contract for insurance. It is for the personal and profes
sional benefit of its members in their efforts to safeguard employee
personnel and to protect the assets and income of their employers—
by evaluating risks, fostering loss prevention programs and buying
insurance coverage for the unforeseen loss.
We welcome this opportunity to present our views (o this committee.
The scope of your studies and the testimony on record are both impres
sive. Frankly, we have not been able to digest it all prior to this meet
ing today, although most of it is quite palatable.
If it pleases the committee and staff, we would like to submit later a
memorandum outlining specific suggestions relating to the bills.
Senator Lehman. That will be very agreeable.
Mr. Martin. Meanwhile, we offer a few thoughts for your consid
eration :
1. We have heard many times the phrase, "Only those located in
flood areas want flood insurance"—but lately you have seen torrents
and turbulent waters raging outside the conventional flood plains. We
have also heard there is no way to set the proper rate actuarially unless
help is provided outside the insurance industry in the form of indem
nity or reinsurance.
Actuarially sound rates, however, have been set for other perils,
notably explosions of various kinds, where records are meager. It
has also been done in general liability and product liability where a
forecast of future losses is exceedingly difficult. I understand cooper
ative efforts in the field of aircraft product liability, for example, are
making headway. It was done also in war damage and in the field of
vandalism and malicious mischief, although on a smaller basis.
It has been said that we, the buyers, would not pay the required
premium. Most of us have never seen a proposal we could reject.
Which comes first, the hen or the egg \ Those few of us who have seen
proposals or actually written coverage have been displeased with the
forms offered, the definition of flood, and the exclusions. Price is not
necessarily the deciding factor.
The questionnaire sent out by the Associated Factory Mutual Fire
Insurance Co's., to its policyholders some time ago was comprehensive,
but limited to a small but important segment of the buying public. A
better sampling of buyer interest could be made if all insurers in the
field did likewise—sending questionnaires directly to their policy
holders.
This, of course, suggests a more accurate poll of the insured, not
only as to flood, but including perils for which he is now essentially his
own insurer.
2. We think, if a permanent or temporary Federal plan is adopted,
there are certain features which most risk managers would like to see,
among which are the following:
(a) An inspection plan not limited to ratemaking but providing
active professional loss prevention engineering within the plant or
home insured. This would, of course, supplement the activities of the
various flood-management agencies.
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(b) A choice of deductibles, including very high ones, so the loss
retention by the insured will be set to meet his requirements or perhaps
that of his mortgagee. This is not suggested in the sense of gambling,
but rather to tailor the coverage closer to individual needs.
(c) A definition of flood which will include all perils now recog
nized : rising waters, surface waters, wave wash, tidal wave, high wa
ter, wind-driven water, and some of the newer concepts, such as
muddy waters, percolating waters, vagrant waters, and perhaps the
most destructive of all, turbulent waters. The damage covered should
include not only that due to the wetness of water, but the kinetic
energy in it. Peculiar exclusions could easily creep into the definition
of flood.
(d) Expediting expense, overtime, et cetera, required to restore
income-producing facilities should be included.
(e) Extra-expense insurance to cover the cost of temporary offices
elsewhere should ultimately be worked into the plan.
(/) Control of salvage should be carefully worded to avoid placing
on the market food, pharmaceuticals, or other materials which the
prudent manufacturer would dispose of for the safety of the public.
Senator Bush. What is that now ? I do not quite understand that
paragraph (/) . Does that belong in an insurance bill ?
Mr. Martin. Yes, sir, Senator. Salvage being the right of an
insurer after the loss—the right to take what is salvageable and to
sell it for scrap or some other purpose at a portion of its value. Those
things should be controlled in the area of food, or pharmaceuticals,
or other articles.
Senator Bush. Is that not a matter which could be handled by ad
ministrative regulation under either of these bills rather than be put
into the law ? That is, on a matter such as that ?
Mr. Martin. Yes, Senator. I think it could be.
Senator Bush. All right.
Mr. Martin. Continuing my statement :
(g) Provision should be made for coinsurance on an optional basis
for those who wish to share their loss in exchange for lower premium
cost.
(h) Provision should be made for those who wish to insure on a
repair or replacement basis rather than actual cash value.
(i) The coverage should, in our opinion, apply to persons or to
property, depending upon the nature of the risk. We believe the final
bill could be made flexible in this regard.
(j) We think additional perils could be covered on a sound actuarial
basis witli the use of different deductibles and different limits of cov
erage, depending upon the particular hazard.
Senator Lehman. What do you mean by that?
Mr. Martin. We could have a $300 deductible for water damage,
and perhaps $1,000 deductible for earthquake, or some other peril of
that type, depending upon what the actuarial studies might indicate.
(k) The engineering studies which have served to discourage seg
ments of the insurance industry from furnishing flood coverage coufd
be broadened to determine the effect of pooling with flood not only
certain other uninsurable perils, such as earthquake, peacetime atomic
radiation, and others, but also certain hazards now insured under the
extended coverage clauses of various types.
3. The staff report of January 9, 1956, suggests many topics for
further study and development and raises many questions still mire
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solved. This is to be expected because of the complexities of the prob
lem. The National Association of Insurance Commissioners has not
yet made its views known. These are important to the buyer for his
coverage and costs are governed by the various State regulations.
Studies relating to loss prevention within a plant, in addition to
public flood-control projects, are being conducted by the Associated
Factory Mutuals, the Factory Insurance Association, and others,
not the least of which are the industries now insured.
This suggests at least two things :
(a) Whatever legislation is passed should be flexible enough to be
readily amended when new information is made available.
(b) Certainty of loss is one thing in the case of a flood, but cer
tainty of an underwriting loss is quite another. The diverse opinions
held by several prominent groups of insurers as to whether or not
flood insurance is practical today might be resolved by appointing
a study group to represent all segments of the insurance industry,
including the other contracting party, the buyer, on a continuing basis.
The American Society of Insurance Management will be happy
to cooperate.
Thank you.
Senator Lehman. Thank you very much, indeed. Have you any
questions?
Senator Bush. No.
Senator Lehman. We thank you very much. You have been very
helpful.
Mr. Edelman ?
Mr. Edelman. Senator Lehman, Mr. Miller, representing the
Northern Textile Association, is in quite a rush and has a very short
statement. Might he testify ahead of me ?
Senator Lehman. Yes; that will be entirely satisfactory, of course.
Mr. Edelman. Then Mr. Miller will testify.
STATEMENT OP JOSEPH L. MILLER, REPRESENTING THE NORTH
ERN TEXTILE ASSOCIATION AND THE QUINEBAUG-FRENCH
RIVER MANUFACTURERS ASSOCIATION
Mr. Miller. My name is Joseph L. Miller. My address is 1025
Connecticut Avenue NW., Washington, D. C. I appear in behalf of
(1) the Northern Textile Association, and (2) the Quinebaug-French
River Manufacturers Association. The Northern Textile Association
represents New England textile mills—cotton, synthetic fiber, and
woolen. The Quinebaug-French River Association represents the
mills, factories, and citizenry of these two river valleys in the upper
Thames River Basin of Connecticut and Massachusetts. Southbridge
and Webster, Mass., and Putnam, Conn., are the three principal towns
along these industry-lined rivers.
Only a few textile mills were seriously damaged by the storm and
floods of last August 19 which played such havoc with industry along
the Quinebaug and the French Rivers. The preponderant part of the
textile industry lies north and east of Diane's worst damage. Previous
hurricanes of the last two decades, however, have caused losses to
textile mills running into the millions. Especially hard hit had been
those tidewater mills where salt water flooding has caused not only
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the usual damage associated with floods, but also irreparable injury
to machinery. The New England textile industry therefore is as
interested in flood insurance as are those areas worst hit last summer.
Damage last August to public, private, and industrial property in
the Quinebaug and French River Valleys has been carefully estimated
at $35 million. One plant alone—the American Optical Co., at
Southbridge, Mass.—suffered a loss of $3,100,000.
We would like to be perfectly frank with you gentlemen in stating
that we believe flood prevention is the best form of flood insurance.
We understand that four authorized but long-deferred Quinebaug
and French River flood control projects, three of them still on the
Army engineers' drawing boards, would have prevented a minimum
of 60 percent of the damage in those valleys last August. We hope
that the Congress this spring will appropriate sufficient money to
move these projects from dreams to reality.
In this connection also, I would like to point out that several of
the tidewater textile mills, after the hurricane of 1954, did consid
erable private flood prevention work—bricking up first floor windows,
building dikes, water-proof bulkheads, and the like. When they
sought to write off the cost of this work as a current business expense,
or at the least to apply rapid amortization to it, they found that it
must be considered as a capital improvement, just like a new build
ing, and written off over a period of 20 to 30 years, whereas the cost
of insurance premiums could have been written off as a business
expense. They hope that this Congress will give them a break for
their private initiative, and make rapid amortization optional.
The problem of flood insurance itself is so intermingled with that
of flood prevention that I assume you will forgive these digressions.
We favor Federal flood insurance. We incline toward the general
provisions of the Lehman-Kennedy bill, but obviously favor the larger
indemnity provided by the Bush bill. But we are not insurance ex
perts. We must leave the details of the program to you. We know we
cannot afford the flood insurance reported to be offered privately at
30 percent annual premiums. We also understand that one of the
reasons this premium is so high is that the insurer must build up
reserves fast to cover contingencies, or face the possibility of going
broke. We also know that the United States Government is going
to be in business a long time and can well afford to take a longerrange view, bringing premiums down accordingly. Please bear in
mind, gentlemen, that a catastrophe like last summer's has economic
repercussions throughout the country.
Dr. Seymour Harris, head of the Economics Department at Harvard
University, has done considerable work on this subject from a New
England point of view. I would like to call to your attention his
testimony before your subcommittee in Boston last November 9 in
behalf of the New England Governors' Conference (hearings, pt. I,
p. 450 et seq.) as an excellent presentation of the New England case.
Thank you very much.
Senator Lehman. I want to point this out: You made reference
here to flood control, and I think there is little difference between
Senator Bush and myself as to the advisability of pushing with the
greatest rapidity possible an adequate flood control program. The
Chief of the Corps of Engineers testified before us some weeks ago
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to the effect that just giving effect to the projects which have already
been approved for flood control, at the rate that appropriations have
been made by Congress, it would take 22 years to complete them.
That, of course, would not give any effect to new flood control projects
that would be suggested, and many of which undoubtedly have merit.
So while I am thoroughly in favor of the continuing of our flood
control work, and I hope on an extended basis, I do not think we
should place too much hope in that particular category.
Mr. Miller. We just mean to bring out, Senator, that these things
go hand in hand.
Senator Lehman. We know that.
Mr. Miller. I hope we do not have to be beating on Senator Bush's
door in behalf of Putnam, Conn., for 22 years.
Senator Lehman. I hope not too, but that has been the experience
of a great many flood control projects.
There is just one other question I want to ask you. You referred
to the coverage. There is a difference in the amount of coverage pro
vided for in the two bills, that is, Senator Bush's bill and mine. There
is some difference, as I recall it, in the coverage on residential property.
There is also a difference in the coverage on industrial property.
Senator Bush's bill provides for a maximum of $250,000 for one
concern or one individual. My bill provides a maximum of $100,000
per property or per location. That means, of course, in the case of
Senator Bush's bill, if a company had a half a dozen or 10 plants
they could write only $250,000 in the aggregate on the entire group
of plants. Under my bill it would be possible to write $100,000 on
each plant.
Have you any opinion as to the relative merits of those two
proposals ?
Mr. Miller. I almost think I could defer to Senator Bush on that,
but most of these companies up at the Quinebaug and French River
Valleys are individual companies, home-owned, small mills. The
$250,000 coverage appeals to them a whole lot more. It also does
frankly to one of the leading members of this association, the Ameri
can Optical Co., because although they have diverse operations in a
half a dozen plants, there is only one of theirs, I believe, that would be
subject to any flood risk.
Senator Bush. If I might just observe, I agree entirely with what
the witness has said and while I think there is merit in the Senator's
proposition of $100,000 on the different units, I do not think it is as
practical because if you are going to have a flood like we had in the
Northeast it is unlikely that the same person in the broad sense—a
corporation, or whatever—would have more than 1 exposure in that
area, you see. Therefore your $100,000 limitation would cut a corpora
tion down, a modest, small-sized corporation, considerably lower than
the provision of $250,000 in our bill. You offer him a chance to insure
more than one exposure, but you do not really offer him as much
protection as a practical matter. That might be said to be a matter
of opinion, but certainly in the light of experience I would certainly
think the people in the Northeast, the small-business people and all of
them, would prefer to have the $250,000 limitation which we provide
rather than the multiple limitation as provided in the Senator's bill.
Senator Lehman. Of course, in certain cases at least, the wider cov
erage that would come from separate policies based on a number of

1162

FEDERAL DISASTER INSURANCE

plants belonging to the same corporation would also spread the risk
of the Government. It is the converse or reverse side of the
proposition.
Senator Bush. But the effect nevertheless would be in one case to
limit it to $250,000 and in another case to $100,000 within a given State,
you might say.
Senator Lehman. That is right.
Senator Bush. So the question is whether the $100,000 limitation is
right or the larger one is right.
Senator Lehman. The situation could be briefly described that the
company having 10 plants could insure each one of those 10 plants for
$100,000 and, of course, have to pay a premium on the policy for each
one of those plants.
Senator Bush. But the Senator will agree with me that it is most
unlikely a company will have 10 plants or even 3 plants in an area such
as we are talking about in the Northeast, or even in the Northwest,
where we had the floods in Oregon and northern California. It is
most unlikely they would have multiple plants in that kind of an
exposed area. That is my only point.
Senator Lehman. I understand that, and I think it is a moot
question.
Now let me ask you this : To your knowledge do any of the members
of your group or of the association carry any flood insurance at the
present time ?
Mr. Miller. When I went up and talked to them, Senator, in Janu
ary, some said that it was unavailable in their experience. Among
them the largest of these companies, the American Optical Co., said
they had made some effort and could not get the insurance. Most of
them said they understood that they could get it at about a 30 or
33Vs percent annual premium.
Then there was a story—and I give it to you as a story because I
cannot tell you the name of the company, but it was all over the French
River Valley up there—the first of August last year, when all of the
high brass of one of these little mills was off at a convention some
where a very junior executive bought some 30 percent complete cover
age flood insurance. When the bosses came up they like to fired him.
Only 2 weeks later he was a hero.
Senator Lehman. That just happens in real life.
Senator Bush. Was he promoted ?
Senator Lehman. I just want to point out for the record that under
the bill which we propose we fix a limit of $100,000 on the industrial
property per location, $10,000 for each 1- to 4- family home, so that the
Government under the bill, if enacted, would assume the risk on the
first $10,000 of residential property and $100,000 on industrial prop
erty. But there would still be the opportunity of increasing that
amount by having policies written by the insurance companies under
a reinsurance arrangement.
Of course, the insurance companies would not be liable until the
loss had reached more than $10,000 on a home and $100,000 per indus
trial property.
In the back of my head—and I have no figures to prove it, unfor
tunately, because there are no figures—I think the insurance com
panies' risk would be very, very much reduced.
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Senator Bush. Mr. Chairman, as long as we are on this point I
would like to make this observation. $250,000 seems like a lot more
money than $100,000; and it is. But many of these plants, as my
friend here knows, up our way in our area—and that is why I cannot
get that out of my head and I think it is very important—but these
plants are small plants where they employ 50, or 60, or a hundred
people. They are not rich plants where they have large amounts of
excess cash in the bank, and that sort of thing. These plants are
modest, going concerns and have the lives of 50, or 60, a hundred, or
two hundred people dependent on them. When they get struck, as
they have here, it seems to me that $250,000 is not too much to expect
and to be able to be insured for.
The main thing, and the purpose of this insurance is, so that the
plant can get back into business and restore these jobs. I quite agree
that the large people like the American Brass and others who employ
thousands of people in our area, have other means of relief. It has
all been brought out in the hearings. They have tax relief, and so
forth, and the great protection of the dispersal of their plants in other
parts of the country, and that sort of thing. But these small plants
which employ 50, or 60, a hundred and 200 people, constitute a large
section of the backbone of the industrial Northeast.
Those are the people we have definitely in mind when we are talk
ing a $250,000 limitation, and not the big manufacturer. He is not
going to get much out of it. The New Haven Railroad lost—I do
not know how much yet, but they have a Government loan of $10
million, or at least a loan underwritten and insured by the Govern
ment, and they are now back because that is not enough. They really
need probably $15 million. All they can possibly get under our bill
is $250,000. I do not know whether they could get a multiple under
your bill or not.
Senator Lehman. Probably.
Senator Bush. I do not know. They might. They might be able
to get two or three hundred thousand out of your bill. But it is
not to insure the big fellow. I want to make that point very, very
clear for the record. It is to insure the modest, small, middle-sized
fellow who is really the backbone of our economy, who is employing
50 or 60, a hundred or two hundred people, because that is the kind
of plant for the most part that makes up the economy up there.
I want to make that clear for the record in justification of the
larger figure in this bill.
Senator Lehman. I have no further questions and I want to thank
3Tou, Mr. Miller. It was very interesting.
Mr. Miller. Thank you very much.
Senator Lehman. The next witness is Mr. Edelman, but Mr. Edelman said his attention was drawn to the fact that Mr. Yaffe lives in
West Hartford, Conn., and is probably anxious to get home, so he
has been good enough to yield to Mr. Yaffe, if Mr. Yaffe wants to
get home.
Thank you very much indeed, Mr. Edelman.
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STATEMENT OF SIMON M. YAFFE, INSURANCE AGENT,
WEST HARTFORD, CONN.—Resumed
Mr. Yaffe. Senator Lehman and members of the committee, I
have a statement which I will present to you. There .are a few in
sertions that go with that and I shall call to your attention the par
ticular point at which those insertions shall be made.
I hope you will forgive me if I present this statement in what you
might consider to be an unorthodox manner, with a view to revising
the comments as I go along.
Mr. name is Simon M. Yaffe. I live in West Hartford, Conn. On
November 15, 1955, I was a witness at the hearing which the United
States Senate Banking and Currency Committee conducted in Hart
ford, Conn., for the purpose of getting information which would
be helpful in formulating some plan of disaster insurance on a na
tional scale. (See p. 802, pt. 1.)
Senator Lehman. May I say to you your testimony at that hearing
was very useful to this committee.
Mr. Yaffe. Thank you very much.
Speaking as an individual, an insurance agent for about 20 years,
with no authority granted me by anyone or any group to speak for
them, but having in mind the interest of the thousands who had suf
fered serious losses in the recent floods, with the hope that others
would not suffer such losses in the future, I presented my views on
disaster insurance and the outline of a plan for the committee to
use as a formula for such insurance.
At that time, I gave reasons why no private insurance companies
can or should take over any plan of disaster insurance. I pointed out
that it is vital to the existence of such companies that rates for all
coverages be promulgated on an experience basis, that such rates
would necessarily be very high, that only those directly exposed
would buy the insurance—this would be selection against the com
panies—a vicious circle would be set up and the law of diminishing
returns would eventually kill the program.
It is my wish, with your permission, to comment on and analyze
two of the bills submitted to the Senate—S. 2862 as submitted by Sen
ator Prescott Bush of my State, Connecticut; and S. 2137, the Leh
man-Kennedy bill, as submitted by Senator Lehman on February
6, 1956.
At this point I would like to insert the first of the insertions which
I have left with you.
Senator Bush. Have we copies of the insertions here?
Mr. Yaffe. Yes.
At this point please permit me to add to the principal statement
which you have. I listened to the testimony before this committee
on Tuesday, and when I returned to my hotel I noted the headline
in the Washington Evening Star. It referred to more devastating
floods and resulting damage from them in the State of Oregon.
My day's experience reminded me of a fact of which you of the
committee and all of the experts in this room are well aware. Neither
of the bills under discussion here would reduce the losses caused
by this disaster by 1 cent. But we must not forget some very basic
principles we all learned in our early studies of economics and espe
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cially in insurance. The basic principle of insurance is the assump
tion by many of the monetary losses of the few. It is this principle
which has made the insurance industry great—the sums of money
paid after the Chicago fire, the San Francisco earthquake, the many
claims paid to individuals and businesses throughout the years.
It is not the annual statements of the companies, or the vast assets
to guarantee the fulfillment of obligations, important as they are
but rather the integrity of the leaders of the industry that makes
me proud to be an insurance agent.
We must not lose sight of the fact that some means must be estab
lished to ease the loss suffered by individuals in a given locality be
cause of a disaster over which they have no control.
I shall take up the Bush bill first. What I have to say is based
on what appears in the Congressional Record of January 5. It is my
understanding that the amendment submitted on January 18 does not
alter the plan to any great extent. In the February 6 Congressional
Record, Mr. William F. McKenna made a profound analysis of the
provisions of S. 2862 with criticisms of particular sections and para
graphs of the bill. I agree with most of his observations and frankly
I can add a few of my own. For instance, in his introductory re
marks concerning this bill, Senator Bush said :
It was necessary to limit coverage to a single individual to $2."><),<MM>. This
is ample to meet the needs of householder, the butcher, baker and the ximill
proprietors on Main Street * * *

I hope you will. forgive me; I cannot resist this. A little bit of
levity: As to this, I can only say, "some householder, some butcher,
some baker."
Senator Bcsh. Mr. Chairman, of course, T am delighted to forgive
the gentleman for any frivolous statements he may make, but I do
wish to read into the record at this point the entire quotation which
Mr. Yaffe read a portion of. I refer to page '.',(> of the Congressional
Record of January 5, in the lower right-hand part of the page, and
I would like to read those three little paragraphs into the record, be
cause I think this testimony does not give a correct impression of my
views on this subject.
This is frankly an experimental 5-year program. As such, it contains an
overall limitation on outstanding flood indemnity contract* of $1,1)00 million
increasable to $2,900 million within the discretion of the President, and of
$100 million of reinsurance. Because of the overall limitation on indemnity
contracts, it was necessary to limit coverage to a single individual to $2-50,000.
This is ample to meet the needs of householder, the butcher, baker, and other
small proprietors on Main Street, the farmer and the owners of small manu
facturing enterprises. These folks need protection the most. They would be
able to buy, at the most reasonable cost within limits of practicality, coverage
against flood losses to their homes and other real property, household effects,
business inventories, stored agricultural commodities, and other personal prop
erty for which protection is not now available.
Although many large corporations suffered heavy losses in the 1(*55 floods,
they are; in a better position to withstand them. Many are in a position to act
as self-insurers; all are entitled to tax deductions not available to ordinary
individuals.

I would like to add to that, Mr. Chairman, that my own survey of
the situation in our afflicted towns—which I venture to say has been
quite as thorough as that of my friend, Mr. Yaffe—convinces me on
Main Street amongst the storekeepers in places like Winsted and
Torrington, and others, there are those who have lost more than
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$100,000, which is the limitation on my good friend, Senator Lehman's,
bill. I have no apology whatever to make for that $250,000 limitation.
1 hope you were here and heard the earlier discussion on that point
when our friend, the previous witness, testified.
That is all I have to say on that point.
Mr. Yaffe. Senator Bush, may I comment on your statement?
Senator Bush. Oh, yes.
Mr. Yaffe. The reason for my including that in the prepared state
ment is this: That you draw no distinction as to limits of coverage
as between householders—the man owning the small home and the
man in business on Main Street—or the man owning a manufacturing
f»lant. I agree with you. I agree with you that $250,000 may not be a
arge limit. It may or may not be, let me put it that way, a large
limit to place on the amount of coverage.
Senator Busir. May I right there—neither bill draws a distinction
between the householder and small-business operator. They speak of
them each as persons and there is no distinction drawn in either bill
as to them.
Mr. Yaffe. At the hearing in Hartford I think one of the com
ments I made at that time was that I felt where it was the obligation
and the responsibility, I might say, of the community at large, to see
to it that his brothers are entitled to decent living conditions that had
been taken away from them through no fault of their own, it was still
not any responsibility or obligation of the taxpayers of this country
to replace household property which might run to the value of $100,000
or $200,000. 1 do not believe that the taxpayers should be asked to
replace Rembrandts, or oriental rugs, or anything of that sort. I
think there is a need for such a thing
Senator Bush. Do you think personal property should be included
under the bill '(
Mr. Yaffe. I do, but I think there should be limits to which the tax
payer should be held responsible for that. I think I cover that sub
ject a little further in my prepared statement. But that is the prin
cipal reason for my breaking it down.
I do not disagree with the portion which refers to the $250,000 for
the small-business man, but what I do object to is the limitation of
$250,000 on households or household contents, or anyone's personal
belongings.
Of course, I am not in that category at all. I do not have any
such property. But if my property was completely wiped out, I do
not think it is anyone's responsibility to put me back in the lap of
luxury.
Senator Bush. I do not think there is anything in either bill that is
intended to put people back in the lap of luxury.
Mr. Yaffe. As I understand it, Senator Bush, under your bill it
would obligate the Government or whoever is the insurer to cover
personal belongings, or personal property, real or otherwise, to the
extent
Senator Bush. Both bills do that.
Mr. Yaffe. To the extent of $250,000.
Senator Bush. May I point out to you there is no distinction be
tween the bills on that. Both bills cover personal property.
Mr. Yaffe. I think not. I think Senator Lehman's Dill* definitely
sets a limitation as to the amount of coverage which should be placed
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upon homes and personal property of homeowners. I think that is an
important distinction between the two bills.
Senator Lehman. I place a limit of $10,000 per home.
Mr. Yaffe. Against $250,000.
Senator Lehman. Yes. As far as residential property is concerned.
Senator Bush. The bill which you refer to, S. 2862, says on page 5 :
The Administrator shall, by regulation, determine (1) the types and location
of property with respect to which indemnities shall be provided; (2) the nature
and limits of losses or damage which may be covered by such indemnity
contracts—

And so on.
I think it is obvious by my remarks and everything else in this that
there is no intention here to cover Rembrandts or that type of thing.
The bill is designed basically and primarily to offer indemnity to the
people who need it the most. They get the most benefit out of the bill.
Senator Lehman. May I ask you, is there any limitation on the
insurance covering homes in your bill ?
Senator Bush. $250,000.
Senator Lehman. It is not limited to $10,000 as it is in my bill ?
Senator Bush. No. The limitation, of course, is made to some
extent by the cost of the insurance in that connection. There is some
limitation. No one will buy $250,000 of insurance on a home, I do
not believe.
Mr. Yaffe. I want to make just one statement, Senator Bush. It is
certainly not my intention to question in any way at all your intention
so far as producing proper coverage for those who suffered losses
under the flood is concerned.
Senator Bush. Thank you for that.
Mr. Yaffe. I think your record in the State of Connecticut and
what you have done speaks for itself. I am not questioning motives
at all.
Senator Bush. Thank you.
Senator Lehman. Will you proceed ?
Mr.* Yaffe. Another point—the maximum amount of coverage
under this bill for all policies issued under it including reinsurance is
approximately $3 billion. The factor which would contribute most
to the success of any plan of insurance, large-scale participation, has
a lid put on it.
Senator Bush. Is that not true of both bills ?
Mr. Yaffe. When I discuss Senator Lehman's bill I shall comment
on that also. I refer to that. I think there is a slight difference be
tween the two and I shall refer to that.
Senator Bush. I would simply point out at this point in the record
that the limitation you speak of is in both bills.
Mr. Yaffe.. My interpretation of the two is that the limitation is
not the same in both bills. I think I point that out a little later in my
presentation.
Senator Bush. All right.
Mr. Yaffe. I could go on and on and add to the criticisms offered
by Mr. McKenna, but important as they may seem to be, they do not
point to what is basically wrong with the bill. Commas and semi
colons may be added, definitions clarified, certain provisions may be
altered or revised, but the bill would still be unsound because the
premises on which it is based are unsound.
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The bill states that there is not generally available to the people of
the United States—and I am sort of paraphrasing the language which
you use in your presentation in the bill—the bill states that there is
not generally available to the people of the United States any program
of flood insurance through private insurance companies. This is no
accident. These companies have known and know now that they can
not assume the risk of offering coverage for large-scale floods and other
disasters. It is not a question of getting an additional 20 or 40 percent
added to the cost of oil'ering this coverage. They have all the facts
they need and because of this they show no interest in the program.
Instead of assuming new risks, they have in many instances refused
to insure property for extended coverage and the rates for this have
been gett ing higher and higher.
In our particular locality several years ago the 3-year rate for a
home so far as extended coverage was concerned was 15 cents. After
one of the heavy storms we had it jumped to 30 cents. It is now 45
cents, and there are certain places in Connecticut where you just can
not get it at all. Some of these shore cottages and places along the
w aterfront there cannot get it at all.
While t lie administrator has the right to accept or reject risks or can
cel coverage, the real selection of risks will come from the insurance
companies, which in order to keep losses down will screen applicants
and eliminate those who need the insurance the most.
May I comment apart from this ? That is good insurance practice.
Insurance companies expect all of us agents who act as underwriters
to be selective in the choice of our risks. They do not want us to go
out into substandard neighborhoods. They do not want us to insure
people who might be considered substandard risks.
Senator Bush. Mav I ask this question to see what vou are getting
at, Mr. Yaffe*
Mr. Yaffe. Yes.
Senator Hush. Do you object to the Government, as both bills pro
vide, using the good offices and services of the insurance industry in
connection with the distribution of this insurance and the settlement
of claims t Do you object to that procedure ?
Mr. Yaffe. I would prefer to answer that after I have made other
statements in my presentation. I will be very happy to answer that,
because I think the answer I would give you would have to include
some of the statements which I will make later.
Sonator Rush. However, I will point out that under our bill, and
I think the chairman's also, although I cannot quote his, but I will
quote S. 2S62 first, section 103. where it says :
The Administrator shall, by reflation, determine (1> the types and location
of property with respect to which indemnities shall be provided ; <2> the nature
nnd limits
or damage
which mayofbe
covered
by such
indemnity
tracts
: »;?■» of
thelosses
fees, terms,
and conditions
such
indemnity
contracts
: and con
(4)
Mtch other matters as may be necessary to carry oat the purposes of this Act.
The hill or the law specifically gives this power to the Administra
tor. Under the Lehman bill in section 6 it says, and I quote :
The Commissioner is authorized t.> provide fV»r the derermiaasion of types and
location of property with respect to which insurance or reinsurance shaU be
made avaiUrOe under this act. the nature and limits of k«ss or darnce in any
area lincittdiac suhdivisions thereof* which may be covered by so,-* i=s=rance
<>r reinsurance, and sacfc other matters as may be necessary to carry **t the
r.r.- >vsaes of this act.
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The authority is placed squarely in the lap of the Administrator
in both bills.
Mr. Yaffe. I think there is one great difference, or at least a differ
ence as I see it. After examining the bill which you have submitted,
in particular alongside of the bill submitted by Senator Lehman,
frankly I am a little uncertain as to whether this is a bill of Govern
ment insurance in combination—making use of the facilities of pri
vate insurance companies—or a private insurance company bill mak
ing use of the offices of the Government. In other words, frankly I
cannot see anything in the bill which indicates who gets the profits,
if any, or who pays the losses. Do the private companies get the
premiums? Do they collect the premiums? Frankly, I do not see
those particular provisions in the bill.
Senator Bush. In which bill?
Mr. Yaffe. In your bill.
Senator Bush. How about the other bill ?
Mr. Yaffe. The other bill is a specific bill which does not include
any participation by any private insurance company in partnership
in any way at all with the Government.
Senator Bush. I would just like to pause at that point to check that
statement. In section 11, on page 9 of Senator Lehman's bill, it
reads :
(a) In providing insurance or reinsurance under this act, the Commissioner
shall use to the maximum practicable extent the facilities and services of pri
vate organizations and persons authorized to engage in the insurance business
under the laws of any State or district, Territory or possession of the United
States or the Commonwealth of Puerto Rico (including insurance companies,
agents, brokers, and adjustment organizations) ; and the Commissioner may ar
range for payment of reasonable compensation for such services.
Also it says in the next paragraph :
(b) The Commissioner is authorized to enter into agreements for financial
participation of private insurance companies in the underwriting or risks as
sumed, and for their proportionate participation in premiums received and
profits or losses realized or sustained.
Mr. Yaffe. My comment to thatSenator Bush. I do not object to the witness pointing out fallacies
in these matters, but to say 1 bill contains it and the other 1 does not,
when the language is perfectly clear, I cannot undertsand. I would
like to ask you a perfectly frank question: Have you actually read
bothbills?
Mr. Yaffe. Yes sir. Very carefully. Far into the night.
May I comment on the particular portion of the Lehman bill which
you just read?
I am not an attorney and I do not feel competent to make legal
decisions or legal interpretations. But that bill—my understanding,
rather, of that paragraph is that it permits the Government to make
use of licensed agents to distribute that. They would qualify under
that particular bill, or that portion of the bill ; licensed agents or ad
justment bureaus. They could go out and hire adjustment bureaus
to adjust certain losses. They have the right under that particular
clause to take these various actions. But no matter what they do it is
still primarily a Government bill.
As to participation by private companies, I think Senator Lehman's
bill made it very, very clear that it was his hope that a system of flood
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insurance could be established so that eventually it could be handed
over to private companies for them to handle on their own basis if it
were proven that they could do so profitably.
Senator Lehman. I think the difference, Senator, between the two
bills is this : In this particular my bill provides for definite Govern
ment operation with premiums to be set by the Government and the
premiums to be paid in to the Government. It does give the right, of
course, or directs the Administrator where possible to use the good
offices of the insurance companies in connection with what is distinctly
a governmental operation.
Your bill, however, as I recall it, at no point definitely sets this forth
as a governmental operation. The only real participation that the
Government would have in it would be after an actuarial rate was set
that the Governemnt would pay 20 percent of that actuarial rate. The
policyholders would pay 60 percent under your bill, the United States
Government or the Federal Government 20 percent, and the State
government 20 percent. It ceases to be a Government-controlled and
Government-operated undertaking. I do not think that was your
intention at all.
Senator Bush. The Senator is right in that, but the point the witness
is making is that there is a difference between the bills respecting the
use the Government can or should make of the private insurance
industry. There is no difference basically. There is a little difference
in the language, but both bills encourage the Administrator to use
the facilities of the private insurance agencies. The Senator's bill
and my bill both do that. That is the only point I want to make,
and they both spell it out very clearly.
Mr. Yaffe. Senator Bush, the only thing I can say to that is I think
Senator Lehman has presented it in much better form than I did, but
the thoughts are identical. My feeling and my interpretation of the
intentions of the bill and those particular features of it coincide 100
percent with those of Senator Lehman, as he just expressed it.
Senator Bush. The witness is certainly privileged to form any im
pressions he wants of the presentation, but I submit that the language
in the bills speaks for itself, and they both accomplish the same purpose
so far as encouraging participation
Mr. Yaffe. If you care to substitute Senator Lehman's language
for mine, that is perfectly agreeable to me.
Senator Lehman. May I comment on that? I am quite sure that
it was not your intention to make this less than a Government opera
tion and to confine it entirely to the Government paying 20 percent of
the premium. But I think the effect of the language of your bill
would accomplish just that.
Senator Bush. The purpose of the 20-percent participation for the
State had nothing to do with this point we are discussing here. That
was to give a State some interest and responsibility; to encourage the
States; to encourage localities; to encourage preventive measures; and
to pass ordinances that would minimize the danger of building in
the flood valleys and flood plains; to try to encourage everybody to
prevent damage, rather than to invite it. In other words, it has an
indirect encouragement toward flood protection work that should be
going on within all of these States that are in danger.
That in part is the purpose of this 20-percent participation by the
States and I think that is a sound reason for it being in there.
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Senator Lehman. Will you proceed, unless you have something
further, Senator Bush ?
Senator Bush. No. That is all.
Mr. Yaffe. Will you forgive me, since you brought up the question
of the 20-percent participation by the States, if I make the observation
that that 20 percent participation by the States represents a veto power
on the part of each of the 48 States against the provisions of that bill.
The various States do not even have uniform insurance laws. There
are some companies that are licensed to do business in Connecticut
which cannot do. business in New York. And that is true in many
States. Do we have to have 48 different versions of the act ? Frankly,
I think that is another weakness in the bill.
May I go on, please ?
Senator Lehman. You may proceed.
Mr. Yaffe. The basic fallacy of this bill, as you can see, is that
it uses every fact and factor which has convinced private companies
that they cannot profitably handle this type of business. It uses the
old yardsticks which have been proven inadequate for this type of
business.
By that I am referring to the promulgation of rates on experience
or on an actuarial basis, or however you want to put it.
The provision providing for a subsidy of 40 percent from the States
and Federal Government contributes nothing. After all, does not
the Government get its income from the people who would pay
the premium and also pay the taxes to pay for the Government's con
tributions, expenses, and losses under the act ?
In other words, this 40 percent is nothing new that is created.
Senator Lehman. I would enlarge a little on that. I do not quite
follow you on that. I am not at all in sympathy with the formula
that is contained in Senator Bush's bill, but I do not quite see your
reference to the income which the Government receives from the people
or the taxpayers.
Mr. Yaffe. This 40 percent which is contributed by both Federal
and State Governments, assuming we have met all of the obstacles
and they have passed all of the requirements necessary to put it
through—this 40 percent is not money that is pulled out of the
air. It is still a premium which the public pays, if not in the form
of a premium for insurance, then in the form of higher taxes. That
money must be raised somewhere. There would have to be some pro
vision for raising that money. That is my idea. Just merely offering
it at a bargain rate does not reduce the actual cost of the insurance.
Does that answer your question, sir ?
Senator Lehman. Except I think your comments on that would
apply also to the subsidy.
Mr. Yaffe. Yes. It applies to any subsidies.
Senator Bush. Will you not permit me to make an observation?
I have to leave to go to the Senate floor to introduce a bill which I
promised to introduce today. I wanted the record to show that is
why I am leaving the meeting today. I am sorry I cannot hear the
rest of your testimony.
Mr. Yaffe. I am sorry. Would it be possible for you to stay for
one sentence?
69096—56—,pt. 2
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Senator Bush. Oh, yes. I will do that. I will pick it up in the
record. Where is the sentence ?
Mr. Yaffe. About a paragraph or two beyond where I am. I re
spectfully ask the sponsors of this bill to note my next statement.
You are opening the back door for the entrance of Federal regulation
of insurance companies. I do not take a stand on this question now, but
if that is what you wish, let's open the front door.
Senator Bush. Does that statement apply to both bills ?
Mr. Yaffe. No, sir.
Senator Bush. Or to all of these? The Lehman-Kennedy bill, too ?
Mr. Yaffe. No, sir, it does not. It applies particularly to the Bush
bill.
Senator Busir. Does it apply in a general way to all of the bills
or not ?
Mr. Yaffe. No, sir.
Senator Bush. They all invite the insurance companies to par
ticipate in the placement and administration.
Mr. Yaffe. They do not, because if the Federal Government par
ticipates in any way and has $3 billion, the risk being handled through
the private insurance companies, then it is only natural that they
should insist on certain safeguards and certain examinations of the
books and certain regulations. They must do that.
Senator Bush. But, Mr. Chairman, what I want the witness to do
is to point out the difference between the two bills in this respect.
He has singled out our bill for criticism on this point. I contend
from the material I have already read into the record that the two
bills are virtually identical in that respect. Will the witness kindly
point out the difference as he sees it?
Mr. Yaffe. Yes, sir. The Lehman-Kennedy bill is strictly a Gov
ernment insurance bill. It is not a bill issued or offered by any private
insurance company. The private insurance companies do not par
ticipate, as such. Perhaps only as agents by invitation. Therefore,
there would be no need for regulation of private insurance companies.
Senator Bush. I am sorry. I must be very obtuse about this but
I have just to read you again what the Lehman-Kennedy bill says. If
there is some important difference I would like to find out what it is,
but the Lehman bill says in section 11 (a) :
In providing insurance or reinsurance under this act the commissioner shall
use to the maximum practicable extent the facilities and services of private
organizations and persons authorized to engage in the insurance business under
the laws of any State or District, Territory or possession of the United States
or the Commonwealth of Puerto Rico (including insurance companies, agents,
brokers, and adjustment organizations) ; and the Commissioner may arrange
for payment of reasonable compensation for such services.
(b) The Commissioner is authorized to enter into agreements for financial
participation of private insurance companies in the underwriting of risks as
sumed, and lor their proportionate participation in premiums received and
profits or losses realized or sustained.

That is the end of the quotation. If that does not invite the private
insurance companies to come in and work with the Government 1 do
not see how it could be stated any plainer. I commend the Senator
for the clarity of the language in that connection.
Senator Lehman. The difference is, as I pointed uot before, under
the language of my bill this is recognized as a Government operation.
Sena. or Hush. No. We are talking here about only one point,
Senator, and that is the participation of private companies.
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Senator Lehman. Under the section you have read the Govern
ment does two things. In the first place it can use the facilities of the
'insurance companies and the agents of the insurance companies under
certain circumstances, notably in the appraisal of the damage that
has been done for which the Government is liable.
The other is that the Government can invite the participation of
the insurance companies in certain things at the pleasure of the Gov
ernment. We do that today, if you recall, in connection with the
small-business disaster loans. The loans still remain as Government
loans, but in some cases the private lenders have been invited to
participate.
Senator Bttsh. Mr. Chairman, it is not possible for me to concede
one bill is a Government bill and the other is not, because our bill is
definitely a Government bill. Again I do not want to fill the record
■with these quotations, but on page 3, title I, of the bill S. 2862, section
101 (a), it says:
Subject to the provisions of this act and such terms and conditions as he may
prescribe, the Administrator is hereby authorized to issue indemnity contracts
obligating the United States to indemnify persons for damage to or loss of real
property, business inventories, stored agricultural commodities, household ef
fects, and such other personal property as he may determine, as a result of floods
occurring within the limits of the United States.
There is no point in contending one is a Government bill and the
other is not. The Senator is making his point about the State par
ticipation, and that the committee will have to consider.
Senator Lehman. No. I was not making it .
Senator Bush. But from time to time that has come up, very prop
erly, because that is the basic difference between the two bills, and that
is the question the committee must consider. But to say one bill in
vites the insurance industry into a situation differently from the other
bill is just not sustained by the facts and the language of the bills.
Mr. Yaffe. May I ask the Senator, please, could the insurance
under your bill stand up—I mean, could it be issued without partici
pation by insurance companies?
Senator Bush. It possibly could, but the bill is designed to encour
age the participation and permit the Government to avail itself of it.
Mr. Yaffe. I take exception to that because I think that is one of
the basic differences ; that under the Bush bill it presupposes—it goes
further than that—it is a necessary part of the bill that the private
insurance companies participate in the program. It is a necessary
part. I think the difference in the Lehman bill is that private com
panies may participate if they wish.
Senator Bush. May I point out again to the witness that I wish
you would really read the language on these points because our bill says
this in section 401 :
The Administrator shall encourage the maximum participation of private
companies in the administration of the indemnity and reinsurance programs
under this act.
He shall encourage it. It is not mandatory that he has to.
Mr. Yaffe. No. I think it is the intention of the authors of both
bills that they are willing to encourage participation by private
companies, but the important difference is at what level that par
ticipation is to take place.
Senator Bush. May I say to the witness I think the Lehman bill
is more mandatory in language than my bill. For instance, I have
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just read where it says under our bill the Administrator shall en
courage the maximum participation, but the Lehman bill says, and
I think very properly—
the Commissioner shall use to the maximum practicable extent the facilities
and services of private organizations * * *.
"Shall use." That is mandatory.
Senator Lehman. I think the main real difference—and there are
many other differences, of course—but one very real difference in
language—and I do not say in intent because I am sure your intention
is also to provide Government insurance—but my bill says in section
4, "Authority to Insure and Reinsure," as follows :
To aid in carrying out the purposes of this act, the Commissioner is authorized
and directed to provide insurance and reinsurance against loss resulting from
damage to or destruction of real or personal property—
And so forth. You see, there is a definite direction to the Adminis
trator.
Senator Bush. Mr. Chairman, I am sorry to leave such an interest
ing discussion at this point.
Senator Lehman. I am sure you will read the testimony.
Senator Bush. I certainly will.
Senator Lehman. Will you proceed, please? The hour is getting
late.
Mr. Yaffe. The next paragraph takes in some of this discussion
which we just had.
Next, the bill evolves around a sort of partnership between the
United States Government and the private insurance companies. It
may or may not have been the intention of the proposers of this bill,
but I see that under this bill the Government will have to guarantee
all payments by insurance companies. With approximately $3 billion
at risk, the Government would have to adopt numerous safeguards.
Next comes the statement I made to Senator Bush.
I respectfully ask the sponsors of this bill to note my next state
ment.
You are opening the back door for the entrance of Federal regu
lation of insurance companies. I do not take a stand on this question
now, but if that is what you wish, let us open the front door.
Any plan involving the handling of flood insurance by private
insurance companies in partnership with the Government will bring
this about.
I like S. 3137. I like its declaration of purpose and the means it
uses for carrying out that purpose. I like its recognition of the fact
that when disasters strike one part of the country, the general welfare
of the entire country is adversely affected, and that any solution must
be on a national scale. I like the plan for "studying the feasibility and
need for similar programs in the case of other forms of disaster."
I am sorry Senator Bush is not here, but I think when he spoke of
introducing other forms of disaster insurance he was concerned lest
it be considered socialistic. I think that is incorporated in his re
marks when he introduced his bill.
As an insurance agent, I like what the act does to encourage private
insurance companies to participate in this flood insurance pian.
Before going into an analysis of the Lehman-Kennedy bill, let us
keep one point always in mind. The United States Government is in
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the insurance business now and has been for a long time. It is, no
doubt, the largest insurance company of any in business, writing mul
tiple lines, yet I do not know of a single private insurance company
that has suffered in any way because of competition with it.
The social security law provides funds tor retirement at age 65, as
■well as certain survivor benefits. Every agent who has sold annuities
to individuals and every insurance company which has prepared re
tirement plans for groups of employees, has offered its own insurance
as a supplement to what the worker gets under social security. Un
employment insurance plays an important part in guaranteed annual
wage plans.
The plan presented in S. 3137 whereby the limits of coverage are
low and private companies are encouraged to write insurance above
the limits of the Federal floor insurance, will result in millions of
dollars of new, profitable business for private insurance companies.
The insurance which they would write under this plan could truly be
on an experience basis. The cost of underwriting these policies would
be low and the services of the insurers would not be as great a factor
as it would be under S. 2862.
Participation in the program by private insurance companies would
be on a 100 percent voluntary basis. They can enter this field of
business, or not, as they wish. They can establish their own rates
for policies they offer. These should be based on the risks involved
according to the location. They should be based on all the factors
involved, including administrative costs and—yes—they are entitled
to a profit. Insurance companies and their agents stand at the head
of the list in the service they have given their country without cost.
"Where under the Bush bill every policy would have to be processed
by both the insurance company and the Administrator, under the
Lehman-Kennedy bill each insurer would take care of its own business.
In my home town, while a large percentage of homes suffered some
damage, there was not a single total loss. Under the Lehman-Kennedy
plan, private companies would have paid out very little in claims.
Under the administration plan, insurance companies would have been
swamped with claims, thus making it impossible for them, meaning
these companies, to offer insurance at low rates.
The loss deductible clause follows the practices under existing in
surance policies and is more equitable. The small property owner is
not penalized by having a larger deduction than the bigger property
owner. I think this requires some explanation. Under the Bush bill,
with the provision that there be a $300 deductible clause, plus 10 per
cent of the amount of insurance, we could conceivably have a situation
where a small householder with $2,000 of personal goods would have a
$500 deductible clause, and he would be paying and have a 25 percent
deductible factor in his insurance, while the man with the very, very
large amount of property would still have practically a 10 percent
deductible clause.
Senator Lehman. When you talk about $500, that is made up by
$300 deductible, plus 10 percent ?
Mr. Yaffe. 10 percent of the $2,000.
Senator Lehman. That would be only on personal property.
Mr. Yaffe. Yes. That same inequity and same thing would be out
of balance. I submit that that particular feature sort of disproves some
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of the intentions of the Bush bill as the Senator expressed it a 'while
back when he said it was his intention to take care of the little fellow.
In this particular instance I think the little fellow gets it, and the
big fellow
Senator Lehman. That was the intention of my colleagues and my
self, that is, to eliminate that discrimination by making a very small
deduction.
Mr. Yaffe. Yes. Therefore, I think that deductible clause in the
Lehman bill is a more equitable thing. It does further the general
practices.
Since the amount of the reserves under any insurance plan is no indi
cation of the company's liability from the risk standpoint, but rather
an evidence of strength, I hope that the total liability of the Com
missioner, as stated in section 8, refers to the liability in excess of the
reserves in the funds established under the act. There should be no
ceiling on the number of policies which may be written.
Senator Lehman. What do you mean by that ?
I hope that the total liability of the Commissioner, as stated in section 8,
refers to the liability in excess of the reserves in the funds * * *.

Mr. Yaffe. I mean this, sir: That under the Bush bill there is a
definite statement to the effect that indemnity contracts may not be
written for more than $2,900 million, including reinsurance.
Senator Lehman. That is $100 million in addition.
Mr. Yaffe. I am not quibbling over $100 million. That is a definite
statement in the bill. The bill as you submitted it does not refer to
liability in the same way. I am thinking of a situation where we
might be fortunate and go along for a period of years and build up
reserves amounting to 1 or 2 billion dollars. Those reserves are right
there. Those are reserves for existing contracts. I see no reason why
under the insurance plan there could not be issued an amount of in
surance well beyond the $3 billion limitation.
Senator Lehman. My recollection of the bill I introduced is while
we do mention reserves, we do not use that reserve as a deduction from
the total liability of the insurance written.
Mr. Yaffe. In other words, the liability would be in excess of the
reserves.
Senator Lehman. The liability would be $3 billion over a period of
years, without consideration of any reserves that might have been
set up.
Mr. Yaffe. I am sorry. I still do not get that. Does that mean
there is also a ceiling of $3 billion in the total amount of insurance
that could be written under the act ?
Senator Lehman. $3 billion. That is in the bill.
Mr. Yaffe. The maximum amount which can be written.
Senator Lehman. At risk.
Mr. Yaffe. Then in that case I would criticize your bill on that
point.
Senator Lehman. That is in the bill.
Mr. Yaffe. I think the same criticism as far as that particular
clause is concerned
Senator Lehman. I do not quite follow vou. That may be a fair
criticism but do you advocate unlimited liability ? Would you advo
cate that the Government at this time, during a period when the
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project is certainly still on an experimental basis, put no limit on
the amount of risk ?
Mr. Yaffe. Of the total number of Government contracts. Yes, sir.
Senator Lehman. What ?
Mr. Yaffe. Yes, sir. In other -words, I can think of a situation
where the number of policies issued on property insured under the
FHA or under VA loans—there is a provision in your policy for comEulsory participation under those circumstances—I think you could
ave a situation where there would be $3 billion of insurance on t.h«
books and there would be no insurance available for others.
Senator Lehman. That is perfectly possible. That woidd be per
fectly possible if you had any kind of a limitation. There is always
the possibility. The only way you would obviate that would be to
have it as an open-end liability. While I can see that you can make
out a very good case for that, I think as a practical matter in getting
the legislation through the Congress at this time it would increase
our difficulties very much if there were not some limitation placed on
the liability. The need of a limitation might very possibly disappear
after a certain period of experience, but I think it is very difficult to
have Congress write unlimited liability.
Mr. Yaffe. Senator Bush asked earlier if the criticism that I of
fered against the lid which he put on it did not also apply to that pro
vision in your bill. If that is the meaning of the bill then the an
swer is "Yes."
Senator Lehman. As far as the lid is concerned. I may be mistaken
on that.
Mr. Yaffe. I would like to see it changed.
Senator Lehman. The committee may feel that the lid should be
taken off. But I do think, much as I may deplore it, it would very
greatly increase the difficulties in getting the legislation through the
Congress at this stage of the game, you understand.
Mr. Yaffe. The reinsurance provisions are for the purpose of
encouraging private companies to participate in this program. The
bill is specific as to competing with insurance companies, and makes
provision for working in cooperation with everyone engaged in the
insurance business.
I like section 12 of the act, referring to federally aided property.
I interpret that as referring to the VA approved loans, and FHA, and
others. Some of the saddest results of the recent floods came when
some of the victims found that they not only lost their homes and all
their possessions, but that they still owed the full amount of their
mortgage. To make matters worse, FHA insurance did not apply,
where there was no property for the lending institution to turn over
to the FHA. I pointed out the situation is such that there are many
banks, and perhaps insurance companies, if you pardon a colloquialism,
that are holding the bag. People owe them a sum of money for the
mortgages and there is no security behind those mortgages, and the
FHA insurance does not apply.
The mortgagers have no security for their loans. The policies cover
ing property under this provision will serve as a tremendous nucleus
for the success of the program.
Let me summarize mv feelings about S. 3137. I do not see in it a
cure-all for all the problems arising out of floods and disasters. There

1178

FEDERAL DISASTER INSURANCE

are a few provisions I would like to see revised. But here is a plan in
the true American form. The Government takes part only to the
extent that it is necessary. The rest is left to private enterprise with
no encroachment or interference by the Government. Changes will
be necessary in the future in the light of experience, but this plan starts
on a sound basis and goes in the right direction.
Senator Lehman. Thank you very much indeed, Mr. Yaffe. You
have been very helpful indeed. There is just one question I want to
ask you. You refer to reserves, and in our discussion with the insurance
people, of course, that term was used. As I understand it, the reserves
which are shown on the books of the insurance company are not really
reserves against their liabilities. They are reserves against the pre
miums.
Mr. Yaffe. I am sorry. I cannot answer that question. I am sure
there are experts in this room who can do a better job of it than I can.
Frankly, I am thinking in terms of the reserves which are set aside for
life insurance. In life insurance, reserves are set aside to meet obliga
tions. Those reserves are for the purpose of meeting the obligations
under the contract. They are invested on a specific interest formula.
There is a specific interest formula, I should say, involved, and that
is what I have in mind.
Senator Lehman. But I always thought—that was my interpreta
tion and I always believed—these reserves were reserves against the
actual maximum liabilities, whether it be life insurance, or fire insur
ance, or other forms of insurance. But several of the witnesses, who
have been experienced insurance people, have testified it is not an
actuarial reserve against the policies that have been written. They
explained unless they exempted a major catastrophe in the policy,
why, every insurance company might go broke. No amount of reserves
which they set up would be sufficient to cover that. They explained
that reserves meant reserves against the premiums.
Mr. Yaffe. Sir, I heard that statement about the possibility of this
tremendous catastrophe and calamity which could wipe out aH of the
reserves and all of the cash balances. I imagine they have enough
cash on hand to meet their normal obligations. But at the time I
made a little note where I said, the total limits under liability policies,
automobile or business insurance, reach fantastic figures. No insur
ance company counts on payment in full under all of the contracts any
more than banks count on all depositors withdrawing their money at
the same time. I think that is the answer to that particular point
that was raised.
Senator Lehman. Thank you very much, indeed. It was very
useful. I think we will stand in recess until 3 p. m.
(Whereupon, at 12 : 55 p. m., the subcommittee recessed until 3 p. m.
of the same day.)
AFTERNOON SESSION

Senator Lehman. The hearing will come to order. Mr. Edelman,
will you go ahead ?
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STATEMENT OF JOHN W. EDELMAN, WASHINGTON EEPRESENTATIVE, TEXTILE WOKKEES UNION OF AMEEICA, AFL-CIO, AND
THE CONFERENCE OF NEW ENGLAND CIO COUNCILS
Mr. Edelmax. Mr. Senator, my statement that you have before
you is rather long and somewhat general, and with your permission
may I file it for the record I
Senator Lehman. So ordered.
Mr. Edelmax. I will make 2 or 3 very brief points just hi regard
to what the testimony attempts to point up.
As I make clear here, this is, as it were, supplementary testimony
to that offered by the national organization and does not attempt
to discuss the specific features of any of the legislation before this
committee. I think that in general my purpose in coming before the
committee was to try to add a little emphasis and a little human inter
est material to the general arguments in favor of this legislation.
The New England councils and my own union wish to have them
selves very clearly on record as emphasizing the necessity for legis
lation along these lines because of the experience of our membership
and many of the people in this general region.
Might I also file for the record. Mr. Senator, a resolution entitled
"The Redevelopment of the New England Economy." This was a
resolution adopted by the Connecticut Industrial Union Council at
its convention in January of this year. It deals with the whole prob
lem of the New England economy, plus outlining a program of re
source development and conservation for the New England region
and specifically endorses the type of flood insurance legislation which
is proposed in your bilL I am particularly anxious to have this reso
lution in the record because it again emphasizes the general approach
of the wage earners in these affected areas who feel that insurance is,
after all. a minor part of the program and that the obvious prevention
must be the long-range and fundamental approach. While this par
ticular resolution is in the name of one of the councils in the New
England region, it actually expresses the opinion and judgment of
the six State councils affiliated with the old CIO. and is I think a
very clear indication of the type of program which these groups in
tend to pursue in this and subsequent Congresses. I think that in ad
dition to working very vigorously for the action of this Congress on
this specfic legislation the groups I am speaking for here feel that
there must be a very energetic effort to accelerate the pressures for
flood control legislation in the areas that have been subjected to floods
and so forth in the recent years. We feel that there is a very growing
awareness on the part of the wajre earner group which in the past has
not been as active in promoting legislation of this type as should have
been the case, a greater awareness of the necessity for activity on
their part in this general field, and growing sense of responsibility
for uixk-r-tandintr and informing themselves as to the type of legis
lation that »r.o*j!d besought.
Senaf'* \amma*. I know you were here this morning when I made
a stat^T-^y/ *w/« the felow progress that is being made to consum
mate ?.■•*/; '/#,-! t'A f/roj**ts that have already been approved: but. in
ad/f>. ■;■ «/, • '>»t ,7; *-v*ral of our hearings in New England testimony
wv,',/V.v, V/ ,.M tS^% that some of the flood control projects in
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New England had been held up in the past by the opposition of certain
interests who objected seriously to possible development of any public
power in connection with these flood control projects. Have you
seen any change in that situation ?
Mr. Edelman. Well, in response to that question, Mr. Chairman,
as you know, we are an active proponent of the point of view that
feels that multipurpose development is essential to comprehensive
river basin development, and so on, and is the only fundamental so
lution for this problem. We wish simply to indicate that there is
much clearer awareness among the wage earner groups in the States
that this is the crux of the issue, that they must firmly take a position
in respect to this matter and make their opinions felt in relation
thereto. I think that there is some evidence that more activity along
these lines will be demonstrated, and that there will be greater effec
tiveness in the wage earner groups in respect to this type of legisla
tion. They will not confine their activities simply to economic and
social questions with which they have been more familiar in the past,
but they will familiarize themselves in this field, learn the problems
involved, and demonstrate some effectiveness in trying to work for
the multipurpose type of program.
One final point that I would like to emphasize, Mr. Chairman is
that, as Mr. Miller pointed out in his testimony, he just made a brief
reference to the fact that the manufacturers ne is representing put
a good deal of confidence in the proposals on this subject by Dr. Sey
mour Harris, of Harvard, who is the chairman of the New England
Governors Textile Commission. I just simply would like to under
line that statement by pointing out that the recommendations that
Dr. Harris made in a rather informal and condensed form before
the hearing in Boston were not merely the opinions of Dr. Harris as
an expert and as an interested citizen, but did represent the opinions
of the tripartite body of which he is the chairman. I think you are
aware of the fact that the New England Governors Textile Commis
sion includes representatives of the public and representatives of the
employees and employers in each of these States. This is a commis
sion which I think represents a very significant cross-section of the
economic and social interests in the region which has worked very
closely with Dr. Harris, and has come to feel that his leadership is not
only in the right direction but that he offers very competent and im
portant advice. It seemed to us, Mr. Chairman, that not sufficient at
tention has been given to the point that he made about the costs of flood
and disaster insurance in his testimony, which impressed our group
enormously, which as you will recall was perhaps 75 cents a thousand.
There seems to have been no willingness on the part of public figures
concerned with this issue to either criticize, defend, or in any way
really comment on this essential point made by Dr. Harris. It
seemed to the groups that I am talking for that if it were possible—
and we cannot conceive of his being fundamentally astray on the
issue—that protection could be bought at a figure anywhere in this
neighborhood that you would get a participation on the part of both
the individual citizens and business in general throughout the United
States of very much larger proportions than perhaps anybody is
willing to believe possible up to this time.
Senator Lehman. I heard Dr. Harris' testimony up in Boston. I
do not know whether you were there or not.
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Mr. Edelman. I was not.
Senator Lehman. I do not recall any figure that he gave.
Mr. Edelman. I have here a summarized version of his testimony
that he presented to the committee. Could I just merely read this
one paragraph from his testimony so that it can be here where it
can be reached. He said, under the heading "Coverage and Kates" :
One approach is to assume costs of $300 million per year as estimated offi
cially (with estimates to vary with experience). Then all property in the
plain flood areas might be covered. An expert for the Hoover Commission has
estimated the property thus to be covered at $400 billion. Hence the cost would
be 75 cents per $1,000, or $7.50 per $10,000 on the average. Insofar as the
coverage was extended to nonflood areas, the costs would be reduced. On the
assumption that all wealth would be covered, the costs would be reduced to
37'/4 cents per $1,000. On the assumption that the Federal Government would
bear the costs of administration also to offset savings on taxes and disaster
relief, the cost to property owners should not exceed 30 cents per $1,000, or
$3 per average home per year.
Then he goes on to point out :
The ideal situation would be to add the payment of the general property
tax. On the assumption that $200 million were to be collected, the net addition
to the general property tax would be 2 percent of present revenues of $10 billion.

I think that he points out later that he assumes this would be politi
cally impossible, but he thinks that the 75 cents per thousand figure is
valid and could be justified.
Senator Lehman. The committee has not had so far as I know any
figures anywhere near as low as that.
Mr. Edelman. Might I suggest, Mr. Senator, that I will immedi
ately, make available several copies of this summary to the members
of the Senate Banking and Currency Committee and to the staff, and
in addition to which could I suggest that some effort be made to have
Seymour Harris testify further on this question. No doubt he has
given more thought and study to this problem. He may have arrived
at some revision of these figures or had some substantiation of these
original estimates by further study. If these figures were valid at
the time and if they still have validity, it seems to me that there is
something here of very great significance, and as I say, the possibilities
of enacting legislation which would be regarded as a perfectly enor
mous boon by the people of the United States and to which they would
very widely contribute, would be improved.
Senator Lehman. Proceed.
Mr. Edelman. I think that in addition to my formal statement that
is approximately what I would like to point up, Mr. Senator.
Senator Lehman. One of our great difficulties, Mr. Edelman, is that
we have had no authoritative experience as to the cost of this insurance
on any basis that even approaches the actuarial condition. Our esti
mates have run as high as from a few cents a hundred to $25 or $30
a hundred. The insurance companies have been unwilling or unable
to give us any figures on which we could form a basis for an estimate
and which they should have in order to come to any conclusion that
this was not a practical thing. The figures that you have given are
very interesting indeed. Dr. Harris undoubtedly testified to this ef
fect at the hearing in Boston, but I do not recall these figures. Of
course, these are based on the coverage in the aggregate and on $400
billion.
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(The following was later received for the record :)
Memorandum

To : Senator Lehman.
From : William F. McKenna, counsel.
Subject: Disaster insurance.
During the hearing held by you as chairman of the Subcommittee on Securities
on Thursday, February 23, relating to disaster insurance, Mr. John Edelman,
testifying for the Textile Workers' Union of America, CIO, invited attention to
testimony given in Boston by Prof. Seymour Harris, on November 9, 1955, sug
gesting the possibility of a rate of 75 cents per $1,000 for flood insurance. It
appears from Professor Harris' testimony that this rate was calculated on the
basis of $300 million average flood loss annually in the United States as com
pared with an estimated $400 billion worth of property located on flood plains in
the United States. You expressed interest in the source of Professor Harris'
statistic concerning the value of property located on flood plains.
In his testimony before the committee in Boston, Professor Harris attributed
this figure to the Hoover Commission reports. I have made further investigation
and find that it apparently stems from material on page 1251 of volume 3 of the
task-force report on water resources and power, dated June 1, 1955. This repre
sented work by a task force of the Hoover Commission on Organization of the
Executive Branch of the Government of which Admiral Moreell was chairman.
With respect to this figure, the context is as follows :
"(3) Use of flood plains is essential in our economic life. This is evident from
the fact that an estimated 10 million people in the United States live on flood
plains totaling perhaps 50 million acres on which we have placed investments
aggregating some $400 billion." ■
Page 1249 of volume 3 of this task-force report notes that the article of which
the quoted portion is a part was based largely on chapter V of the book Floods,
by Hoyt and Langbein, published by Princeton University Press in 1955.
However, upon discussing this matter with Mr. Walter B. Langbein, one of the
authors of Floods, I learned that the $400 billion figure did not appear in that
book. Mr. Langbein stated that he had gone to some effort to trace the origin
of the figure within the Hoover Commission task force but had not succeeded.
Under the circumstances, it seems dangerous to rely upon the validity of this
figure in the absence of further verification.
Mr. Edelman. Just to respond to the point that you made, Mr.
Chairman, it has been the feeling of the labor organizations in general
that it is very clear to us that this program, at least in the first several
years, should be regarded clearly on an experimental basis. That
the likelihood of any significant contributions from the insurance com
panies would be slight and that we should proceed on the basis of
certain assumptions which would be made by economists of some
practical experience and general competence. In view of the Harris
estimate, which seems to offer such an important opportunity, as it
were, it seems to me that it should be subjected to very considerable
discussion by economists either of different points of view or of others
that have other information on this problem or experience in different
regions. Conceivably a panel of men of similar competence might be
established to present some analysis on this question upon which the
committee could act. It seems to me that many of the questions that
were raised this morning as between, for instance, the different bills,
the maximum amounts, and so forth, perhaps would diminish in im
portance if the costs were as low as they seem to be here. I think
that if these costs were in that general range it is my feeling that
the number of persons in the United States and the number of regions
that would purchase this would quickly provide a reserve so that it
might be possible, for instance, to go to somewhat higher maximum
amounts, although the maximum amount I think is less important
than the question of provisions for protection that would enable the
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individual or the business to begin again, as it were, without crippling
themselves economically.
Mr. Senator, this morning I happened to talk to Norwich, and they
tell me that of these two plants, the one in Mechanicsville that went
down there still is no hope of opening, and the other plant, the Put
nam plant, has now found, they think, new premises in one of the
abandoned buildings and may resume. I do not know what the details
are in these particular cases, and I did not have a chance, to get the
information, but it is perfectly clear that what is required here—
and I think you made the point again this morning in the course of
the testimony here—is sufficient protection to enable that business to
resume operations.
These 2 plants, between them I do not suppose
employ more than 300 people, but the point is that these 300 people—
and I think you are well aware of this point, Mr. Senator—the majority
of them do not get employment elsewhere. Connecticut is one of the
few States in New England happily in which there is no labor surplus,
except in very minute cases. The displaced textile workers are the
exception to that rule. I am not making a case that you need flood
insurance merely for textile establishments. I am simply pointing out
the fact that unless you can get the kind of compensation and protec
tion that will enable these people to get going you do get a community
problem in addition to the problem suffered by the individuals and
the businesses involved.
Senator Bush. This is perhaps parenthetical, but in the prepared
statement that Mr. Edelman filed, on page 8 he says : According to Fred Searle, there is an added cruel twist to this story. It
appears that certain of the people he is reporting on were temporarily rehoused
in public housing units nearby—
this is up in the Farmington River Valley—
However, under the law, these public housing units must be vacated by April 1
because the flood victims are not technically eligible as tenants.
I wonder if the chairman would ask the staff of the Banking and
Currency Committee to get a report from the Public Housing Adminis
tration on that. I think we ought to know about it. I wrote the
agency on February 21.
Senator Lehman. I would be very glad to.
(The following was received with reference to the above :)
Public Housing Administration,
February 28, 195S.
Hon. Peescott Bush,
United States Senate,
Washington, D. G.
Dear Senator Bush : This is in reference to your letter of February 21, 1956,
and that of Mrs. Muriel G. Downs, of 80 Clement Drive, West Hartford, Conn.,
which you enclosed. Mrs. Downs is apparently fearful that she will be evicted
from her temporary living quarters in Oakwood Acres on April 1 and has re
quested the assistance of your office in obtaining an extension of occupancy be
yond that date.
The notice issued to the flood disaster families on February 3 by the Housing
Authority was intended as a reminder to those families that the project is merely
a temporary haven for them, and that they should not relax their efforts to secure
a permanent home elsewhere. It is not the intention of this Administration or the
housing authority of the town of West Hartford to evict any flood disaster families
on April 1, 1956.
It should be borne in mind that Oakwood Acres is a temporary war housing
project which was in the final stages of disposition at the time of the flood

1184

FEDERAL DISASTER INSURANCE

disaster. A number of buildings have already been demolished and we are
continuing that process as other buildings become vacant. We hope to return the
underlying land to the owner thereof as expeditiously as possible. This is neces
sary if we are to comply with the provisions of the Lanham Act. Under these
circumstances it is extremely difficult to continue the project in operation in
definitely.
We realize that the housing in the lower rental ranges in the Greater Hartford
area is still limited. It was with that thought in mind that a schedule was estab
lished for vacating tenants from the project. On April 1, the flood disaster fami
lies will receive an official notice to vacate. This notice will give them 6 months
from that date to find other bousing accommodations. We believe most of those
affected should be able to find suitable housing before the terminal date of the
notice, September 30, 1956. As the terminal date draws near each remaining ten
ant's case will be examined individually to see whether evictions from the project
would impose a hardship on him. If so, it is proposed to give limited extensions
of occupancy until a place can be located within his financial reach. The local
housing authority has been asked to document these cases carefully so that these
families will suffer the minimum amount of hardship.
The correspondence which Mrs. Downs sent you and the attachments thereto
are returned with this letter as requested.
Sincerely yours,
Chables B. Slusseb, Commissioner.

Mr. Edelman. Mr. Chairman, I put that reference in when Mr.
Senior called me about this, hoping that perhaps a little inquiry would
be made. I assumed, Mr. Chairman, that what the problem is there
is that these are overincome individuals, and I assume that some pro
vision would have to be made to extend the emergency period to permit
them to continue occupancy there under the circumstances.
Senator Bush. The chairman will get the facts on that, and we will
see if we cannotdo something about it. I am glad you brought it up.
Senator Lehman. In Senator Bush's bill he provides that an actua
rial rate be set, and of the actuarial rate the property owner pays 60
percent, the Federal Government pays 20 percent, and the State
fovernment pays 20 percent. My bill of course differs from that,
'here is no participation on the part of the State at all, and it is a
direct payment to the Federal Government, which sets the rate. It
just is not bound by an actuarial rate at all. The question I wanted
to ask you is : Do you believe in the participation of the States in this
matter ?
Mr. Edelman. On that point I am very clear indeed, Mr. Chairman,
and I believe that the Industrial Union Council in Connecticut has
made its position clear on that point to Senator Bush. On that point
we feel we would just stymie the whole thing quite effectively, (a)
that there are possibilities that some States would not act, (o) it
would be cumbersome, and (c) many of the States are unable to
proceed on that basis. Certainly experience in New England in re
spect to State action on a number of important conservation projects
leads us very strongly to the feeling that this has to be a Federal
program. We can understand the Senator's motive there, but it seems
to us that it is not feasible and just unworkable, and on that point we
are willing to take a forthright and immediate position. On some of
the issues we are not completely ready to make up our minds. We
are going to make certain representations to this committee in respect
to the differences between the two bills. We do not want to be com
pletely amateurs on this question and just remain utterly silent. We
will try to say something sensible about it, but on the basis of our
previous experience we say the States, no. Also we have the feeling,
sir, that this program in the first several years should be completely
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experimental. Obviously, in the course of time as experience is gained
it should be placed on a self-supporting or actuarial basis. The objec
tive of achieving a sound actuarial rate for this type of protection is,
of course, one which we strongly endorse and support. We do not
think it is possible to achieve that at this point, and we feel it would
delay matters in all likelihood unless it were frankly and clearly a
measure which would be in the first instance part subsidy. The sub
sidy in all likelihood would be very slight, with Government paying
the cost of the administration and the individual as great a share as
was possible. I think unless assumptions of that kind were present
it would seem to me that the likelihood of getting something that
would work quickly would be somewhat remote.
Senator Lehman. I have not had a chance to read your formal state
ment. Does this statement contain a discussion in some detail of the
provisions of the two bills ?
Mr. Edelman. I should have made that a little more clear, Mr. Sen
ator. This is actually a little collection of human interest material
and some little case history material. It puts a little flesh and blood
perhaps on the bare bones of the statistical and theoretical testimony
offered by other witnesses. It does not contain a discussion and analy
sis of the two bills. There was some little analysis of the general theo
ry underlying both types of legislation in the testimony offered by
Mr. Riley for the AFL-CIO. I simply would now undertake in the
next several days to attempt to make the kind of more complete analy
sis that would be of some possible use to this committee of the dif
ferences between the types of bills.
I understand clearly that I do not have to convince these particular
Senators as to the importance of action and the need for flood insur
ance protection, and what would be more valuable to you would be some
practical discussion of the practical ways and means. We will try to
be a little more useful.
Senator Lehman. That is perfectly true, and we would be very ap
preciative if you would let us have that discussion just as promptly as
possible. This is the 12th or 13th hearing this committee has held, and
we will have at least one more meeting. After that as soon as possible
we want to go into executive session and discuss the bills with the
other members of the committee, who unfortunately are not as famil
iar with this situation as Senator Bush and I are because relatively few
of them have attended the hearings. So if you could let us have that
promptly we would appreciate it very much, and it would be very
useful to us.
Mr. Edelman. Let me undertake to do so.
Senator Lehman. Thank you very much.
(The prepared statement of Mr. Edelman follows :)
Statement op John W. Edelman, Washington Representative, Textile
Workers Union of America, AFL-CIO, and the Conference of New England
CIO Councils
The statement I shall offer here today Is intended to be supplementary to and
in support of the testimony offered on the 17th of this month by George D. Riley,
representing the combined American Federation of Labor and the Congress of
^In^addUion^testifyfng for my own union, which has a large membership in
the areas seriously hurt by the two floods and tidal inundations of last iautumn,
I have been asked to emphasize the special interest and concern with this prob
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lem of the New England Conference of CIO Councils, with an aggregate of some
400,000 members in 6 States.
While I have no formal brief to speak for the six AFL State councils in New
England, I do know that the views of these bodies on the subject of flood or dis
aster insurance is identical or similar to those I shall express here.
As I see it, the point of my testimony is to bring to the attention of the Con
gress a few firsthand reactions (about the need for flood insurance) from citizens
in areas seriously affected by the floods. There has been some disposition to ac
cept the view that people forget about disasters very shortly after the waters have
receded and normal routines have been reestablished. Also, there is a widespread
misconception about actual losses suffered by the majority of families in disaster
areas. The American Red Cross has, on the whole, done a magnificent job;
but no relief agency can actually compensate for total losses. The individuals,
even those whose homes were not washed away or permanently damaged, or who
did not suffer personal physical injury, still have a very big bill to pay when the
final damages are analyzed and added up.
I reproduce herewith portions of letters I have received in the past few days
from several individuals whose business it has been to appraise and understand
what happened as a result of the flood and its aftermath.
The following notes are from Charles F. Ferguson, executive secretary, Pennsyl
vania ClO-Community Services Council :
"During the past 4 years I have been on the scene and participated in re
habilitation work caused by natural disasters in the Southeast, Kansas, Mis
souri, and the 1955 flood in Pennsylvania.
"You are correct in stating that there are unpaid bills as a hangover of disaster
in spite of a really good job done by American Red Cross.
"The loss of small items of real and personal property is never replaced and
the total replacement or repair of habitations inevitably involves indebtedness
over and beyond what American Red Cross can reasonably be expected to provide.
"The flood struck eastern Pennsylvania with the greatest damage occurring in
the Delaware Valley. This area includes economically distressed communities
such as Wilkes-Barre and Scranton, and there is no question but what industry
suffered a setback that further compounded unemployment and hardship in the
coal-mining regions.
"I have talked personally to many union members, officers, and officials during
and months after a disaster and as a result of these discussions I vigorously af
firm that people do not forget a disaster and would welcome and purchase in
surance to provide adequate protection against natural disasters if the cost is
within their ability to pay.
"Money raised through voluntary contributions will never be adequate to
fully restore the losses sustained in a flood—therefore American Red Cross can
only do a minimum job. For example, a family that loses an expensive dining
room set may get as replacement 1 table and 4 chairs ; a $300 refrigerator may
be replaced by a $50 icebox and so on through the hundreds of items found in
the average household.
"A G-room house can be moderately equipped at a cost of $400 per room or a
total of $2,400, exclusive of clothing, power, tools, handtools, hunting and/or
fishing equipment, children's toys, cleaners, etc. On this investment in the
necessities of normal family life I doubt, from personal observation, that a
flood victim recovers more than 50 percent of loss from all sources."
A pertinent bit of information and comment also from Pennsylvania has been
received from Joseph D. Rader of Easton, who represents local unions in the
Delaware Valley, including Stroudsburg, where some of the most drastic flood
damage occurred.
Mr. Rader writes me that in his area some of the textile plants with which
Pennsylvania deals have even at this date not been able to resume full operation.
The Brookdale mill, a weaving plant in Stroudsburg, was flooded to within 6
inches of the ceiling last August. Formerly this company employed about 40
people. But the manufacturer has not been able to get his looms back into
efficient operation, although he has struggled for months to recondition the
equipment. Finally, he has had to tear out all the old machinery and install
new stuff. From the day of the flood to the present there have been less than
a dozen people at work. Right now only four are earning a pay.
Mr. Rader in his communications insists that among the members of the
Textile Workers Union the most serious monetary losses suffered were among
those families who had paid-for homes and savings. Very few of these persons
requested or received Red Cross or any other type of assistance, except possibly
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emergency food or clothing in the first few days of the disaster. Today these
people, many of them middle aged, have been obliged to assume mortgages and
other debts, plus entirely depleting their hard-built reserves. The majority of
the families in the Delaware Valley, whose homes were damaged by flood, paid
for repairs themselves. These bills came to thousands of dollars in many cases.
Mr. Rader urges, on behalf of the citizens he knows and can speak for, that
low-cost insurance be made available by action of this Congress. It is his firm
conviction that every man and woman he knows who has a dollar left to his
name would promptly subscribe for such protection.
From Mr. Thomas Policastro, president of the Rhode Island Industrial Union
Council, I received the following notes :
"Has all the flood damage of last fall been substantially fixed up and the in
dividual victims compensated?
"The answer is definitely no. While it is true that the Red Cross did render
great assistance, it must be borne in mind that the vast majority of the victims
did not apply for assistance, consequently they received none. The fact that they
did not apply does not mean that the blow was any the less severe. Lifetime
savings intended for the period. of retirement and old age were wiped out.
Many are so far in debt that they look forward to long years of skimping to get
out of debt. The Red Cross cannot hope to restore all that the victims have lost.
"Plants in full production?
"To our knowledge two textile plants are permanent casualties of the flood.
R. I. Plush Co. was sold at auction. Masurel Worsted still has not repaired its
first floor which was the preparation room. For other plants refer to testimony
of Mayor Coleman and William Farrell, of Woonsocket, R. I., at the hearing in
Providence, and also in Washington before Labor Committee.
"Do people forget?
"No. As soon as an adverse weather report comes along, they remember all too
well the terrible danger to life, limb and property. One cannot imagine, one must
experience the feeling of utter helplessness when nature goes on a rampage. If
anyone has forgotten, it is because his bones, his flesh and his property were not
in jeopardy.
"No part of this country no matter how high, no matter how low, is safe from
hurricanes. In Canada hurricanes were unknown until Hazel caused such loss
of life and property. In the city of Warwick, R. I., many empty foundations of
buildings remain to scar the landscape. Most of these will never be replaced
because no lending agency will now advance any money either for the rebuilding
or repair of such property. Many of these buildings represented the savings of
provident people who rented them as an investment. They are now in such
condition that they cannot either rent or sell the property, but must still pay
the taxes. This represents an extreme burden.
"We, the people of limited means, must have disaster flood insurance. An
insurance policy would be the one, the only means whereby every victim would
receive compensation to the extent of his losses, leaving him no better and no
worse than before the disaster occurred. There could be no question of charity
involved.
"For many of us not only our homes and possessions are in danger in time of
flood or hurricane, but the very means whereby we live, our jobs, are also
threatened."
The following from John W. LaPorte. of Woonsocket, R. I., manager of the
Textile Workers Union Northern Rhode Island Joint Board, confirms and under
lines what other witnesses say :
"Has flood damage been repaired?
"Talking to people here in the flood area of Woonsocket, I find that many of
them lost furniture that was far more valuable that what was replaced, by the
Red Cross. It means that within a short time they will again have to spend
money to bring their home up to the standard which it was before the flood.
I have also spoken with workers who had valuable power tools that were com
pletely ruined, and of course, they received no compensation for these.
"We do have plants in Woonsocket which have made changes and they are
now using other floors than the ground floor for any production so that m case
of floods they will not suffer the damage which they have in the past. Several
plants have not as yet reopened since the flood.
"The employers as well as the employees are definitely interested in flood
insurance in this area.
69096—56—pt. 2

19

1188

FEDERAL DISASTER INSURANCE

"You say that some of the Members of the House of Representatives feared
that once the flood was over, that it would be forgotten by the people. These
Representatives could not have been hit by the flood or they certainly would
not have made any such remarks. Any time that there is a heavy rainfall, the
people are now watching the rivers and preparing to protect their properties
against flood damage.
"Workers do not have money to replace any properties which are lost. They
are very conscious of any protection that they can get such as unemployment
compensation, ill health, and old age, and they would be the first to buy flood
and hurricane insurance, knowing full well that without such protection, their
life's work could be wiped away in a matter of moments.
"These statements have been given to me by workers who were affected by
the last flood and I am sure that that is the sentiment of the community as a
whole."
FBOM ANSONIA, CONN.

Mr. Leo Perlis, director of the now combined American Federation of Labor
and Congress of Industrial Organizations community services committee, has
sent me carbon copies of several letters that h'ave come to his notice, dealing
with problems raised by flood victims.
The facts about individual losses which come to light in this correspondence
are, I believe, typical of many thousands of cases and provide irrefutable and
moving arguments for prompt and helpful action by the Congress.
I should, of course, be glad to give the names and addresses of the individuals
referred to herewith if any Member of Congress should wish to verify this in
formation. The following letter, written by the secretary of a steelworker's local
union, deals with the problems of a man who at the time of the flood was living
in a rented home.
"Dear Leo : I am writing to you in an effort to assist Brother C. who Is a
member of our Local 3571, United Steelworkers of America, AFL-CIO, and who
was one of the victims of the great flood of August 19. I am turning to you
because you and Brother John Carny were good enough to come to Ansonia,
Conn., shortly after the flood to personally advise us as to the operation of the
Red Cross disaster committee, and, because you are national director of the
community services committee, I feel that you possess the sympathetic point
of view to assure the utmost consideration for Brother C. and his family.
"George and his wife, Julia, and their 2 children, Judy 8 years of age, and
George, Jr., 3 years old, lived in a 2-family house at (address deleted) in Seymour.
Conn., and which was owned by a widow and was swept down the Naugatuck
River by the floodwaters of August 19. They lost all of their furniture and
personal belongings except for the clothes they wore at the time they fled from
their home. However, they did manage to save their automobile.
"George, like others who suffered loss as the result of the flood, applied to
the Seymour Red Cross Advisory Committee for assistance, but, after consider
able investigations, he was told that he did not qualify because he was able to
take care of himself. It was estimated that it would cost approximately
$2,000 to replace the necessary furniture which was washed away, and the
committee felt that he had sufficient resources to absorb the loss. Incidentally,
this did not include the cost of the clothing and other household and personal
effects lost by them.
"The steelworkers' representative on the Ansonia Advisory Committee and
I called on a Mr. Charles Lemiux, who was in charge of the operations of the
Ansonia committee and which was the main headquarters for the Ansonia,
Derby, and Seymour area. Mr. Lemiux told us that, though George did suffer
considerable loss from the flood, the committee felt that he did not qualify
for assistance because he had a good wage and had a program of savings deduc
tions each week. In effect, George did suffer a loss but was not in 'need.'
"I feel that the question of whether or not a 'need' does exist is to a great
extent a matter of opinion. It seems to me to be grossly unfair, if not cruel,
to require a person to deplete his hard-earned savings by the very substantial
amount of 40 percent to pay for part of his flood losses—savings accumulated
by 19 years of hard work as a molder in a foundry; savings accumulated by
living as a responsibile couple, practicing self-denial so as to make possible the
eventual purchase or building of a home, an education for his children, and a
little financial security against hard economic depression or illness
"It could very logically be argued, as it was by persons who were denied heir.
that though a person's place of business was washed away or destroyed by the
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flood, he did not necessarily have a 'need' which qualified him for assistance
in reestablishing his business—all he needed was to look for another Job, and
there Is a great demand for help at this particular time.
"I, for one, am not content to dispose of the question of fair treatment for
C and his family by citing the platitude, us Mr. Lemiux did to us, that America
was made great by the efforts of 'people who got ahead by pulling themselves
up by their own bootstraps. I think America became great also as the result
of its people acting together, helping each other in times of adversity—in the
manner of unions in more ways than one. I firmly believe that the line was
drawn all too closely in this case."
In an explanatory covering note from Mr. Perlis on this case, I find that the
person had accumulated cash of just over $4,000 in 4 savings accounts and had
paid-up insurance policies on each of the 4 members of the family.
The one comment I would offer to underline the eloquent appeal by the steelworker of Ansonla is that the very best way that upright and self-reliant citizens
could help themselves and at the same time extend mutual aid to their fellows
would be through purchasing flood insurance through a federally operated non
profit corporation or system.
Mrs. P. J. Lambert, on behalf of local 087 of Simsbury, Conn. : Mrs. Lam
bert says her position is well expressed in a statement by a local educator, Dr.
Ferd J. Herzig, of 40 Riverside Road, Simsbury, who writes as follows :
"Re flood insurance.
"On Riverside Road in Simsbury, Conn., there are over 20 homes badly
damaged by both the August and October floods. While Red Cross help was
substantial, it was inadequate and did not rehabilitate us to our former status.
Take for example my property ; I had a relatively new barn which was swept
away by the flood. The Red Cross formula could not help me replace it since
I do not earn my living by farming. My garage was damaged, but Red Cross
does not help with garages, nor do they help with the outside painting of a house.
I think that a conservative estimate of Red Cross help was approximately 50
percent of actual damage throughout this area.
"We must also remember that Red Cross helps only In disasters. Insurance
protection is needed for flood damage that does not attract national attention.
Two or three inches of water over the first floor of a home does hundreds of
dollars of damage ; yet would not call for Red Cross help. This has happened
in this area many times.
"Flood Insurance is seriously needed in Simsbury."
FROM HAROLD SENIOR

Harold Senior, assistant to the president of the Connecticut Industrial Union
Council (who is widely known as a competent newspaperman in his State),
telephoned to me from his office in Waterbury several illustrative bits of Informa
tion which I submit to this committee.
NEW LONDON, CONN.

Fred Searle, of local 465 of the United Paper Workers of America in New
London, Conn., tells of cases of families living near the Farmington River whose
homes were not only completely destroyed but who cannot rebuild because the
sites on which these houses stood have been condemned. It Is, of course, impos
sible to obtain loans to rebuild or repair on a condemned site. The only thing
for these families to do is to have cash to buy new sites. Such money they
don't have and can't get. Moreover, some of these people are still required
to pay on unretired mortgages on ruined houses—in one instance, the debt Is
close to $4,000 on a hulk that is completely unsalvagable. According to Fred
Searle, there Is an added cruel twist to this story. It appears that certain of
the people he is reporting on were temporarily rehoused in public housing units
nearby. However, under the law, these public housing units must be vacated
by April 1 because the flood victims are not technically eligible ns tenants. This
does not alter the fact, however, that people have nowhere to go and are almost
desperate over their peculiar and baffling plight.
Senior reports on a conversation with George Froehlich at Naugatuck, Conn.
(Local No. 45, United Public Workers of America, AFL-CIO). Froehlich is
chairman of the largest rubber workers local union in Connecticut. Both the
plant (U. S. Rubber Products Co.) and the workers in this town were very
seriously hit by last autumn's disaster.
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Froehlich gives facts which are similar to those detailed by others in Con
necticut and requests that his membership collectively and individually be placed
on record as vigorously affirming the need for flood-insurance legislation that
will enable and encourage mass participation by all types and conditions of
citizens.
Also from Connecticut, let me cite several typical examples of "minor" flood
damage suffered in August and October of last year by four neighboring families
living on Richmondville Avenue near Main Street in Westport. My daughter,
Mrs. Joseph Carter, sent me these notes.
These houses are in an area where the buildings were not washed away nor
so badly ruined that they could not be rehabilitated. The damage, however,
waa considerable in terms of dollars and cents. A good deal of the furnishings
and other belongings that were ruined were heirlooms or antiques on which
no definite value could be placed. Over and above physical damage, there was,
even in an area like this considerable privation and inconvenience. There are
young children in my daughter's house. Yet she was without heat for at least
3 weeks and had to carry every bit of washing to the laundromat in the center
of town for over a month. I am not attempting to suggest that such difficulties
could or should be substantially compensable. I merely make this point to em
phasize that even if major monetary damage could be covered by insurance,
the individuals would still have more than enough to contend with in attempt
ing to look after young children or older people, to say nothing of the sick or
the handicapped when catastrophes of this sort occur.
I reproduce herewith the notes from Westport, Conn. :
WESTPOBT, CONN.

Home of Mr. Joseph Carter, 315 Main Street
Water in basement 3 feet caused damage to furnace, Bendix, and walls of
cellar :
Furnace repair, $18.74 ; lack of heat and hot water for 3 weeks.
Bendix repair, $60 ($20 for transportation to factory and $40 for labor costs;
$137 of parts were provided free by Bendix as a flood-relief gesture) .
Pumping out cellar, $20 (although major pumping out was done by neighbors
and fire department) .
Installation and purchase of sump pump. $220 (cost of pump is $S0; plumber
costs, $70; mason costs, $70). Estimated cost of having cellar waterproofed
$1,500 ; purchase of pump is a stopgap measure.
Car flooded by water up to headlights ; repair costs, $26.95.
Total costs, over $1,800.
Home of Mr. Stanley Jabicski, Richmondville Avenue
Thirty-four inches of water in entire house, loss of practically all furniture in
cluding stove, icebox and washing machine. Estimated cost, $2,000.
Furnace repaired by neighbors.
Entire house had to be redecorated and floors repaired. Estimated cost, $1,200.
Truck and station wagon flooded over motors. Approximate cost of repair, $60.
Loss of building materials and tools. Estimated cost, $100.
Three weeks' loss of time from work, approximately $375.
Lloyd Fangel, 325 Main Street, Westport, Conn.
Below are listed the closest possible estimates (or actual costs already paid)
of the damages done during the recent months' flooding :
New furnace
$914
Parts and service for previous furnace that finally had to be replaced
150
Curtain and other material soaked in cellar
15
Trunks and other luggage soaked and ruined
150
Clothes soaked and ruined
200
Books soaked and ruined
100
Fine guns soaked and ruined
500
Magazines, pamphlets, etc
100
Photographic material from dark-room
50
Pump, rental, installation, etc., to get water out of cellar
120
Ruined furniture in cellar
80
Ruined tools in cellar
30
Hardware ruined in cellar
25
Pipes to drain water out of cellar pump vent
6
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Ruined lamps (including sun lamp) in cellar
Water damage to original paints and frames (at least : firm estimates still
to come)
Flood damage to wallpaper and window shades stored in cellar
Stamp collection soaked and ruined
Ruined skis
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$85
600
35
500
75

Total
3,735
Home of Mrs. N. Oarliek, Richmondville Avenue, Westport, Conn.
On the evening of October 15 the water was seeping into our cellar not at an
alarming rate. We left things to the ever-diligent sump pump and did not worry
too much. However, when, at about 11 :15, the power went off and the pump
stopped, we discovered that the water was rising with a vengeance. With some
difficulty we removed as much equipment from the cellar as we had time for.
By this time the water was pouring in the cellar door and down the cellar stairs
in a veritable waterfall. It rose a foot in the half-hour it took us to rescue our
furnace and other motors we had in the cellar. By the time we had packed a
few clothes and prepared to leave the house the water was up to the muffler on
the car. Our street was completely flooded and the current was so strong that
it required a great deal of dexterity to drive out. Fortunately, we made it and
went to stay with friends who live on high ground.
Returning to the house the next morning, we found that the water had com
pletely filled the cellar, coming within inches of the first floor. Our fuel tank,
but recently filled with 300 gallons of oil, had tipped over on its side and the
oil was seeping out to make room for the water that was seeping in. Our second
car, which was in the backyard under repair, was completely ruined. The radio
gear kept in the cellar and used as a partial hobby and source of extra income
was also ruined. The foundation of the house will never be the same again
even with the repairs that are immediately necessary. The greatest loss per^
haps is the drop in the salability of our property. We have had it on the market
but now have no hope of being able to sell.
MASSACHUSETTS

My final witness by mail is Joseph Cass of Massachusetts, who was. active in
flood relief work on behalf of the State Industrial Union Council. Cass writes :
"I have talked to John Coleman, of Worcester, who was AFL-CIO's representa
tive with the Red Cross in the Worcester County area during the recent disaster.
There are bills sometimes quite sizable to be paid after the Red Cross and every
body else gets through. These are bills for household equipment which are not
what the Red Cross considers bills for definite essentials. By that I mean the
Red Cross does not buy rugs for the floor. They do not buy curtains for the
windows or drapes for the windows. But they do repair or replace furnaces,
and refrigerators which are considered necessary. In the case of tools and
valuables, the Red Cross will replace tools if they are essential for the employ
ment of the owner. Other valuables they will not replace."
Based on our continuing contacts with families and individuals, both in disaster
areas or areas where there was even slight damage or places to which victims
were evacuated, we say definitely that there is still a keen apprehension and no
complacency about a recurrence of floods, hurricanes or tidal inundations, etc.
The trade unionists in Massachusetts, as in the other States in the region,
believe that an educational campaign would be needed to see to it that the few
laggards or habitual procrastinators would put their money on the line for
insurance policies. The bulk of the people, however, would be ready and anxious
to sign up for flood or disaster insurance if the costs were anywhere near those
mentioned by Dr. Seymour Harris as being feasible. In this connection, it is
suggested that local governing bodies feel the impact of disasters so acutely that
they would willingly and effectively carry on selling campaigns for a sound
insurance program.
Mr. Cass requests that I mention to the members of the Senate Banking and
Currency Committee that at least two substantial and well-known corporations
in Massachusetts have stated very forcefully that unless the State and Federal
Governments offer better protection against floods and flood losses they will,
within the next few years, either curtail at their present sites or move to what
they believe is a safer location. One of these corporations is American Optical
Co. at Southbridge, Mass., which now employs over 1,000 persons.
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LAND WASHED AWAY AND SITES CONDEMNED

In the course of my correspondence and telephone conversations with a number
of local people in the flood areas, one special problem came up over and over
again. That is : What happens to the family whose house was badly damaged
or rendered utterly unfit for use but was located on land which was either
washed away or condemned by the local authorities? As a matter of fact, there
has been considerable criticism that more such locations should have been con
demned. The local authorities, In our view, were, for the most part, far too lax
and not too severe in this respect. As a general rule, the Red Cross would not
provide funds to enable a family to move from a previous lowland location to
higher ground unless the original site was legally condemned. But the problem
of cost arose. The Red Cross in many cases could not under its rules make the
arrangements necessary for the families to get clear away from those sites that
inevitably are flooded, or are peculiarly risky.
In Plainville, Conn., where the land on which 20 families lived was completely
washed away, as I got the story, a complete impasse occurred. The town could
'offer no other land on which these families could build. None of the families
had the money to buy new land, and for some reason, which was not clear to
me, the Red Cross found its hands tied in this situation.
Here, it would appear to us, is an added argument for proper insurance
coverage that would afford such families at least enough cash to make the
necessary new start in life.
Another angle of this problem which I ran into was this : In quite a few of
the factory towns in New England, thrifty families have to put their savings
into the purchase of 2-family houses or small tenements housing 3 or 4 families. A
significant proportion of the older people, especially textile workers who have
been forced out of work, depend on their rentals in order to live or to supplement
inadequate incomes. I was told of several cases where these multifamily houses
disappeared or were ruined ; that not only were people rendered homeless, but
they became public charges because their means of livelihood went down the
river, as it were.
A United Automobile Workers officer in Torrington, Conn., mentioned the
case of a widower with 5 daughters, all unmarried, living in a 2-family house that
became uninhabitable after being flooded twice. The house had been debt free
and, indeed, brought in sufficient rent from the upstairs apartment to assure the
father that he would not be an economic burden on his girls. In addition to
losing a source of income when the family had to buy land and build a new house,
four of the daughters had to make themselves responsible for the mortgage on the
new home. One can readily see that these girls will probably have to postpone
their marriages and will have to drastically cut down on the size and quality of
their hope chests.
THE TESTIMONY OF DR. SEYMOUR E. HARRIS

May I point out in my testimony here today that the people in New England
who are necessarily in close touch with the work of Dr. Seymour E. Harris of
Harvard University, in his capacity as chairman of the New England Governors
Textile Commission, are surprised that there has been no serious discussion, at
least in public, of the estimated costs of a Federal system of flood insurance which
Dr. Harris has given this committee.
The fact should be emphasized here that Dr. Harris was not merely testifying
as an expert or as an interested private citizen. His views are endorsed and sup
ported by the tripartite commission appointed by the governors of the six States.
FLOOD CONTROL IS THE REAL ANSWER

In conclusion, I must emphasize that both my own union and the New England
and other regional groups for which I speak are most vehement on the point that
while flood insurance is urgently and imperatively needed, the real answer to the
whole dilemma is a broad, large-scale, and continuing program of flood control
and resource conservation and development. In no sense can flood insurance
ever be a substitute for flood control, any more than fire insurance lessens the
need for fire protection.
The most recent resolution on regional development adopted by the Connecticut
State Industrial Union Convention in January 193C spells out a program and a
policy in this regard. And we pledge to this committee and the Congress that we
shall work even harder for a sound flood-control program than we will work
for the more limited flood insurance program.
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(The resolution submitted by Mr. Edelman follows :)
Resolution on the Redevelopment of the New England Economy
Adopted by the Connecticut Industrial Council in convention assembled, Hart
ford, Conn., January 1956.
We did not share the belief expressed by the pessimists that New England faces
a gloomy future. But at the same time it is becoming increasingly clear that
this region is not sharing equally in national economic growth and that a bold,
imaginative program of action must be undertaken immediately to prevent New
England's falling behind to such a drastic extent that it may never be able to
redeem itself.
The economic facts about New England's present situation are not encourag
ing. The region's new industries have not balanced the loss of Jobs brought about
by the shifting of industries—particularly textiles—to other areas. Our new
industries are not numerous enough to provide jobs for the region's growing
population.
Whereas nonagricultural employment increased nationally from 47.3 million
in 1951 to 49.8 million in August 1955—an increase of 5.1 percent—New England's
employed remained constant during this period at 3.5 million.
In the same period, employment nationally in the manufacturing industries in
creased from 16.1 million to 16.8 million, a rise of 4 percent. In New England,
employment in the manufacturing industries decreased from 1.54 million to 1.46
million.
New England wage levels are below those throughout the country as a whole.
In only one State—Connecticut—have New England wages kept pace with the
national rise in manufacturing industries ; in the region's five other States wages
have fallen behind in this important field.
No New England State has overall average hourly earnings equal to the
national average.
Confronted with these statistics and the grim problems they reflect, the present
administration in Washington advises only that the solution is to be found, some
how, in "local efforts."
To judge by its actions, the Eisenhower administration holds the defeatist
attitude that our region's economic problems are chronic. If this defeatist at
titude is becoming in the Nation's Capital—and we do not believe that it is—it
most certainly is not an acceptable one for us here in the threatened region,
where we have established our homes, reared our families, and made our liveli
hoods.
We condemn the defeatist view that our region's problem must be endured as
we condemn the narrow bigot's view that our problems are local ones with
which the Federal Government should not concern itself.
New England's problems can be solved, but not on a piecemeal, town-by-town,
city-by-city, or State-by-State basis. The attack must be mounted on a regional
basis, and it must have the wholehearted, unstinting support of a Federal Gov
ernment conducted by an administration whose concern is not limited to the big
business interests who have as their No. 1 aim the preservation of the economic
status quo.
New England must have new jobs. New jobs will be created only through the
establishment of new industries.
In order to obtain job-producing industries, New England must be made more
attractive to industrialists through the reduction of power rates which are now
the highest in the United States ; through the reduction of transportation costs
which are so high as to prohibit effective New England competition for national
markets; through enactment of a Federal disaster insurance program which will
assure prospective industrial residents of protection against heavy financial
losses from floods, hurricanes, and other disasters; through rapid expansion of
the region's natural resources; through bold multipurpose development of its
river systems to provide for flood control, production of low-cost hydroelectric
power, control over pollution, and expanded recreational facilities.
Undoubtedly the greatest single deterrent to industrial expansion in the region
is the exorbitant cost of power. This is the more regrettable in view of the fact
that it probably is the problem which, given an honest appraisal and a realistic,
unselfish approach, best lends itself to practical solution.
This solution lies in two fields which the powerful New England pivate utili
ties have chosen, for reasons of their own, to ignore. One of these fields is the
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production of more power at lower cost through the utilization of water re
sources ; the other field is production of electric power from atomic energy.
The shortsightedness of the utility giants is staggering. Their deliberate
action in denying New England the advantages of low-cost hydroelectric and
atomic power sources can be explained in only one way. They obviously consider
themselves better off as monopolists in a waning New England economy than
as sharers in a vital, expanding regional economy. Little comfort is afforded
by the realization that, in the long run, the utility interests are harming them
selves at the same time they are handicapping the rest of us.
Atomic energy represents a potential source of power which could prove the
golden key to New England's resurgence as a thriving economic entity.
The United States Government has invested well over ."?14 billion in atomic
energy, of which more than $8 billion has gone into the development of nonmilitary atomic energy installations and projects. The tragic fact is that New
England has been prevented from sharing in this rapidly expanding industry.
In the atomic field, New England lias been led down a blind alley. The Yankee
Atomic Power Co. was formed in September 1954 by the private utilities which
produce approximately 90 per cent of New England's electric power supply.
The form of ownership proposed for Yankee Atomic was barred by the Security
and Exchange Commission as a violation of the Holding Company Act. Its
backers have to date done nothing to put Yankee Atomic back into existence,
except to make a crass attempt to repeal the Holding Company Act as it relates
to atomic energy.
Whether by accident or by design, the collapse of Yankee Atomic has prevented
any other effort to bring part of the atomic energy industry into New England.
To the end, therefore, that the state of economic stagnation now threaten
ing New England may be checked, and in order that the region may be restored
to the position of economic leadership it once enjoyed, this convention
Resolves, That a forceful, farseeing, and imaginative program for the eco
nomic revival of New England be undertaken immediately through—■
(1) Reactivation of a regional planning and development committee along the
lines followed in formation of the committee of New England of the National
Planning Association in 1949.
The proposed planning and development committee must include representa
tives of all interests, so that it will not fall victim to the heavy hand of the
same financial interests which destroyed the energy and the creative urge which
characterized formation of its successor committee.
(2) Forging of a unity of spirit and purpose between the planning and de
velopment committee and the New England congressional delegation so that the
region will have a strong, united voice in making known its aspirations and
its needs in the Nation's Capital.
(3) Seizure of the opportunity presented—ironically, by the worst natural
disasters in New England's modern history—for construction of a system of
multipurpose dams which will protect life and property and, at the same time,
produce hydroelectric power.
It will not be feasible, of course, to erect multipurpose dams at all sites where
barriers must be built to prevent floods ; many of the dams will of necessity be of
the so-called dry type which will perform only one service, that of preventing
floods. But the construction of the maximum feasible number of multipurpose
dams must be undertaken, for revenues provided by the dual-purpose dams
probably will be essential to erection and maintenance of the dam system this
region must have to guard against further destruction by floods.
(4) Construction by the Federal Government of a joint publicly owned atomic
reactor for the New England States. This atomic plant would be operated in
conjunction with hydroelectric power stations constructed as part of the floodcontrol program.
(5) Education of the private utility interests on the fundamental economic
point that, while exploitation undoubtedly is financially rewarding on a shortterm basis, their own basic, long-term security is inextricably linked with that
of the region they share with their customers.
Driven home with sufficient force and clarity, this point could do much to en
hance New England's chances for economic redevelopment by bringing about the
elimination of the private-utility-erected roadblocks to production of electric
power through water resources and atomic energy.
(6) Revision of State tax structures so that they will raise the bulk of their
revenue from graduated income taxes, which place the heaviest burden on those
best able to pay. As a corollary, sales taxes in all forms should be drastically
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reduced or eliminated altogether, since they place the heaviest burden on those
least able to pay.
(7) Provision at the earliest possible date of low-cost insurance against losses
from disasters, both natural and manmade. New England's flood-vulnerable
areas cannot be made attractive to new industries until and unless such an insur
ance program is established as a vitally important supplement to a comprehen
sive flood-control program.
(8) Improvement of the lagging wage structure in New England by obtaining
legislation to raise the Federal minimum wage, now $1 an hour, to at least $1.25,
followed by enactment of legislation in the several New England States to make
the States' minimum wages equal to the Federal standard ; and be it further
Resolved; That this convention goes on record as dedicating the Connecticut
Industrial Union Council's skills, energies, and resources to an untiring, unceas
ing drive for regional betterment so that all New Englanders may once again be
able to pride themselves on being part of a regional community which offers for
ward-looking leadership in all fields—a community which offers ever-increasing
opportunities for economic security and a better way of life which can be realized
only through a buoyant, vital, expanding economy.

Senator Lehman. I have a statement from Congressman Bennett,
a letter and a telegram for the record.
(The material referred to follows:)
Statement of Charles E. Bennett, a Representative in Congress From the
State of Florida
Mr. Chairman, I appreciate this opportunity to testify on bills to establish
national-disaster insurance which are now pending before your committee. I am
particularly interested in these proposals from the standpoint of Florida's pecul
iar problems. S. 27(58 which is now before this committee is fair and equitable
in covering our Florida problems. Unfortunately, S. 2802 is not sufficiently
broad to cover our peculiar problems in Florida due, I am sure, to no intent upon
the parts of its sponsors to discriminate against the State which I represent.
As stated above, S. 2768, in providing national-disaster insurance, defines dis
asters broadly enough to cover property damage or loss resulting from beach
and shore erosion due to hurricanes, storms, and the like, disasters to which
Florida, with its long coastline, is vulnerable. If a feasible bill for nationaldisaster insurance can be worked out, and I think and hope it can, then I hope
that it will include broad language as S. 2768, covering Florida's problems.
S. 2862 would provide for disaster insurance on a much more limited basis
and would definitely exclude the possibility of obtaining insurance against loss
or damage to property resulting from beach erosion. I hope that if this bill is
reported favorably, it'may be first amended to remove the discrimination against
the State of which I am one of the Representatives.
For some time I have been cooperating with a large number of my colleagues
in the House in an effort to obtain a liberalization of beach erosion legislation
to make possible more and better preventive measures against beach floods. I
have been cooperating in particular with my distinguished colleague from New
Jersey, Mr Auchincloss. on his bill, H. R. 4470, which is now pending before the
House Public Works Committee. Enactment of that bill would help considerably
in preventing ocean floods along the shores of the United States. However, even
if that bill is enacted, it will be some time before the necessary beach erosion con
struction can be completed. In the meantime, there will be a continuing danger
from floods caused by occasional abnormal conditions of winds, waves, and tides
along the seacoast of the United States. The beaches of Duval County, which
is in the district which I represent, have recently been through two emergencies
arising out of heavv windstorms and the onslaught of resulting waves against
the high ground and seawalls. On these occasions, there was considerable eco
nomic loss. It is not certain that it would be possible to avert greater loss in
tut? future
I believe the authors of S 2862 were so concerned over protecting against
fresMvater flood, £t tbey forgot to include beach floods in their bill I do not
fhTr^ ti7;
•
intentional However. I submit that salt-water floods
think this exclusion was '"^'^J^ floVte, and that there is no reason
can damage just as much as Ivesh™„T" \ ' ,.np nl.orpoHOI1 which is con
for excluding the victims of salt-water floods from the protection wnicn is con
templated for fresh water flood victims.

r*
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Since these bills propose an insurance system, it is my understanding that
the more types of disasters which can be covered, the wider the risk will be
spread, and the less chance there will be of loss to the Government due to un
expected disasters of a particular kind. For this reason, it is my understanding
that enacting legislation broad enough to cover these peculiar Florida problems
will increase the stability and safety of the insurance given.
Thank you, Mr. Chairman, for permitting me to appear here today to testify
on these proposals,.
Springfield, Mass., February 24, 1956.
Chairman, Senate Subcommittee on Banking,
Senate Office Building,
Washington, D. C.
Urge comprehensive flood-protection measures which should include power
generation and navigation where feasible. Federal flood insurance will ulti
mately exceed cost of building adequate flood projects and offers no remedy
from future damage or protection of life. Recommend Federal grant or Federal
contributions to communities, firms, or individuals for purpose of rehabilitating
property damaged by floods.
Julius Meltzger,
Chairman, Connecticut Valley Development Association,
Third National Bank

Greater New London Chamber op Commerce,
New London^ Conn., February 17, 1956.
Hon. William A. Purtell,
Senate Office Building,
Washington, D. C.
Dear Senator Purtell : After careful study and consideration of various
proposals to provide insurance for persons to reimburse them for damage to
a loss of property as a result of floods, the board of directors of the Greater
New London Chamber of Commerce has reached the following opinions which
they are sure reflect the opinion of the entire business community.
We are certain no form or plan of Federal insurance or reinsurance attacks
the real problem of recurring flood damage and could very well be the beginning
of a new, costly bureau of the Federal Government and lull persons in areas
subject to floods into a state of complacency and inaction on the cure for this
problem—flood control.
We believe the paramount responsibility of the Federal Government is to
assist States and areas in planning and constructing adequate flood-control proj
ects and thereby eliminate flood damage or at least minimize this damage and
obviate any need for federally subsidized insurance or reinsurance programs.
If some form of Federal indemnity is adopted, we suggest there be incorporated
in the legislation means of encouraging or compelling adequate flood-control
measures by all States participating before Federal subsidy be granted.
Sincerely,
Carl C. Graves, President.
Senator Lehman. We have no other witnesses for today, so far as I
know. I am going to tentatively set a hearing for Monday afternoon
at 2 : 30, but I do want to make'it clear that it is tentative.
("Whereupon, at 3:50 p. m., the subcommittee was recessed, to re
convene at 2 :30 p. m. Monday, February 27, 1956.)

FEDERAL DISASTER INSURANCE
monday, february 27, 1956
United States Senate,
Committee on Banking and Currency,
Subcommittee on Securities,
Washington, D. G.
The subcommittee met, pursuant to call, in room 301, Senate Office
Building, at 2 : 45 p. m., Senator Herbert H. Lehman, chairman of
the subcommittee, presiding.
Present : Senators Lehman and Bush.
Senator Lehman. The hearing will come to order.
I have a statement from Senator Neuberger for the record.
(The statement referred to follows:)
Statement of Richard L. Neuberger a United States Senator From the State
or Oregon
Mr. Chairman and members of the committee, I greatly appreciate the oppor
tunity to comment on the proposed legislation to provide a measure of protection
against the material losses caused by floods and other natural disasters. This
is a matter of keen concern to me because twice within the last 3 months, areas of
my home State of Oregon have been stricken by disastrous storms which
brought floods, landslides, and other havoc wrought by natural disasters.
My interest in this legislation would be none the less if there were assurance
that the worst was over. But that is not the case. Reports of governmental
agencies such as the United States Weather Bureau and the Geological Survey
indicate that a continuing threat hovers over much of the Columbia River Basin,
portions of which are only now digging out from the floods of the recent past.
Reports that the water content of our region's snow-covered ranges is about
150 percent of average adds to the urgent need for action on this bill. I do not
mean to pose as a weather prophet or a forecaster of doom, but the recognizable
elements of potential flood conditions are apparent in many parts of the North
west. And these threats will continue to grow as the makeup of our watersheds
is changed by more intensive logging, and as inaction reigns as the administra
tion's chief contribution to new flood-control undertakings.
Although S. 3137 is referred to as a flood-insurance program, I am pleased
that the definition is broad enough to cover abnormally high tidal waves, hurri
canes, rainstorms, and deluges, and landslides caused by excessive moisture. As
members of the committee are aware, much of the flood area in Oregon is sur
rounded by precipitous hills and mountains. Landslides from water-logged soil
are often as much threat to lives and property as the rise of swirling flood
waters in the lower elevations.
The Christmas holiday season was late in coming to many parts of south
eastern Oregon. For some, it did not come at all. From the 22d of December
until after New Year's Day, rainstorms, floods, and slides created widespread
damage in the basins of the Willamette, Rogue, Umpqua, and Coquille Rivers
and other areas. Several lives were lost and the damage to both public and
private property was heavy. Total valuation of the loss even yet has not been
determined, although unofllcial estimates have ranged up to $14 million.
Statistics are useful in demonstrating the justification for needed flood-control
measures and in assessing the economics of a program of disaster indemnity.
Yet such statistics mean little to the individual family who has lost to the flood
its home and personal belongings which might represent the material wealth it
can show for a lifetime of hard work. Their loss is as tragic and, under present
conditions, as final whether the total losses run into the thousands or into the
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millions of dollars. The proposed insurance program is aimed at alleviating
these tragedies.
I have received scores of letters from constituents who suffered loss in the
recent floods. It is a tribute to their courage and patience that the tone of
their letters is not a despairing one. They reflect a desire to work and rebuild
and replace the losses, but surely their painstaking efforts and desire to advance
their lot should not continue to be clouded by the specter of irrecoverable losses
in the future. I urge the favorable consideration of S. 3137 as a means of pro
viding a necessary disaster insurance program this year.
I would like to append to my remarks a consolidated flood and storm report
for December 1955 and January 1956, which was prepared by the Oregon State
Civil Defense Agency. This report details the dollar losses involved in the yearend floods in Oregon, but does not cover the most recent damage. The Corps of
Engineers also is preparing a report on flood damage in the various areas, along
with recommendations for remedial works to control the waters. It is apparent
that the Corps' report will require action by other congressional committees,
not only to repair the damage to flood prevention works already in existence but
to provide additional control faciilties.
Consolidated Flood and Storm Report for December 1955 and January 1956
Prepared by Oregon State Civil Defense Agency, Salem, Oreg.
This report is a consolidation of flood and storm damage reports received
from cities and counties included in the disaster area by Presidential procla
mation of December 29, 1955. The counties with totals are as follows :
Disaster Counties
Benton
Clackamas
Clatsop
Columbia
Coos
Carry
Douglas
Jackson
Josephine
Lane
Lincoln
Linn
Marion
Multnomah
Polk
Portland
Washington

$36, 030. 00
347, 013. 39
106, 000. 00
204, 100. 00
1, 601, 138. 25
40, 000. 00
444, 186. 50
934, 270. 00
781, 765. 00
290, 500, 00
80,050.00
64, 695. 00
44, 990. 00
185, 000. 00
857, 650. 05
476, 568. 00
563, 255. 00

Grand Total
7,057,211. 19
An estimated damage, just reported, of $48,400 to roads in Yamhill County is
not included in the above totals.
Flood and storm damage
Private schools

Churches

Motels
County

Number with major damage

Number

Amount

Xumbor Amount

Xtimber

Amount

i

M.T'lll
0
0
0

0
0
$1,200
0

3
1
30

0
$70,000
2.S30
Ml OH

0
0
0
0
0

0
0
0
0
0

12
4
19
25
1

!.:'.( in
2.000
10,000
15.000

1,700

1,200

1

Doughs.

damfi^e.
Hindi-.

Josephine.
Pnllt
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Flood and storm damage—Continued
Private homes

Num
ber
Number destroyed
and estimated
amount ofdamage.

Amount

18 $192, 000
1
6,000
20
80,000
15
90,000
2
15,500
0
3
10.000
5
30,000

Bfi»t.8t

Num
ber
11

5

423, 500
Number with major
damage and esti
mated amount of
damage.

11
9
25
81
60
17
10
20

Number with minor
damage and esti
mated amount of
damage.

1,112
128
83
118
65
23
90
135
27

126,000
28,800
6,250
20,000
348,000
52, 650
50,000
60,000

470,945
Value of household
and personal effects
lost or damaged.
i

Total damage- - .

8,000
2,082
40,500
3,000
20. 000
73, 582

$14,000
0
0
0
0
8,000
0
0

1

11,500
0
0
0
0
0
0
0

2

11,500
6
12
39
30

62

Public build
ings (city and
county)

Amount N™" Amount Num
ber

22,000
71

691,700
149, 100
41,075
64.600
17, 000
130, 000
47,000
1,2.50
13, 500
7,420

™>ic schools

750
1,325
28.000
9,000
0
0
0
0
11,200
50, 275

0
0
0
0
0
3,000
0
0

0
0
0
0
0
0
0
0

3,000

0

10,000
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0

10,000
I
1
1

.......

Amount

100
200
0
500
0
0
0
0
0
800

Coos.
Douglas.
Jackson.
Josephine.
Portland.
Polk.
Multnomah.
Clatsop.

Coos.
Clackamas.
Douglas.
Jackson.
Josephine.
Portland.
Clatsop.
Multnomah.

0
5

1

3.450
0
0
0
2,500
0
0
0
0

Coos.
Douglas.
Clackamas.
Jackson.
Josephine.
Lane.
Marion.
Portland.
Polk.

5,950

Douglas.
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Flood, and storm damage—Continued
Private utilities

Industrial facilities

Small businesses
County

Number

Amount

1

$300
0

Number

Amount
0
0

Number
1
2

Amount

$800
42,500

Douglas.
Josephine.

damage.
300

damago

and

esti1
2
2
2

0
0
600
38,600
25, 580
32,500

II

1
1
3

97,280
damage

and

csti-

2
5
2
1
1

0
7,000
5,000
2,000
10, 055
0
363
0

2

6

0
2, .500. 00
0
0
0
0
49, 000. 00
0

282
400

22,000
2,800
0
0
0
0

Douglas.

Polk.

24,800
8
11
31
1
17

5,725
16,000
21, 175
0
0
5,000
0
4,450

Clackamas.
Douglas.
Washington.
Josephine.
Polk.

52. 350

51, 500. 00
0
36
5
152
10s!
30

540
Yaluc of equipment
damaged,

43,300
3
1

106, 194.62

24, 418
420

0
$8,000.00
0
0
35,000.00
63, 194. 62

Josephine.
Polk.

2, 575
0
0
0
0
0

51,000.00
0, 000. 00
1 , 200 00
0
0
7,319.00

1)
$2,000
0
260. .500
2,000
100

2, 575

65, 519. 00

264,600

0
0
0
0
0
0

4, 500. 00
0
0
0
32, 000. 00
9, 12S. 00

1.200
2,400
2.600
3,000
0
850

0

15, IC-i.OO

10,050

Josephine.
Polk.

Polk.

v&n
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Flood and ttorm damage—Continued
Temporary
repair
to reads,
culverts,
streets,
etc.

Labor cost for regular em
ployees.

Total damage
Labor cost for other than
regular employees.

Total damage.
Cost of materials used or to
be used.

Involved
in m\ lit|
life mid

Pubite
m nines

Clearing
slides

Bridges

1 '.Mllll v

propert)

$6,852.00
1.026.39
1,000.00
39, 180. 00
28,400.00
10, 000. 00
34, 559. 00
75, 000. 00
12, 000. 00
100, 000. 00
31,050.00
1,410.00
30,000.00
50,000.00
10,000.00
5, 200. 00

$2,282. (XI
326. 15
5, 000. (X)
11. 508. (XI
8. 500. IX)
6, (XXI. 00
5, (XXI. (X)
25, (XX). 00
0

$10. 475. 1X1

♦,083. 25

0

0

use m

7, 000. (XI
3. 600. (X)
10, 000. (XI
15,000.00
0
8, nixi. (X)

HI. (XX). 1*1
4, 100. (XI
35, 7711. 75
.'..(XXI. (XI
■III, (XXI, (XI
0
II
II
II
1,81X1.1X1
5.IXXI.IXI
4, 465. (XI
18,800.00
12, Inn i»i

0
(I
II
$3, 95'J. (X)
0
1,300 00
12, 700 ixi
1100.00
0
0
0
0
i.'i, lUin.ixi
77, MXI, IXI
l,6IKI IXI

435, 677. 39

135, 116. 15

161,302.00

II 1.0',' IXI

0
5, 854. (HI
317. 00
400. on
1,675.00
0

26,852 (XI
0
1,350.00
0
(1
(1

H
6, mm (Xi
MM. (XI
0
0
600, ixi

0
874.
2, KIM
4ixi
I/Xl
0

IXI
IXI
no
IXI

Ifttl IXI
(XXI IXI

8.240.0(1

28, 202 (X)

7. 800, IXI

4, 674 IXI

7541 'Xi

12,0.'i-'i
6, 025.
5, 000.
58. 770.
27,671
10, (Ml
10. 554.
25,000
0
68, ,'/Xl
J, 140
30. («i
7', '**.
7. '//)

1*1
50
00
IX)
20
(#1
00
(Hi
(/I
00
(/l
00
00

<>

30, mxi. on

4, 178
6,898
5, (XXI.
57, 540.
5, (XXl
10. (XXI.
4, WX).
35,000
0
0
( 'X/i
20. 000
26, 161
0
0

on
15
(XI
(XI
(XI
(X)
(XI
'X)

00
00
00

2IXI (XI
0
B, 1 50
8, MX)
0
177
0
II
1 IS, r/Xl
0
0
0

00
(XI
00

IX;

0
0
0
0
2 y/-i
0
2, 720
'•**>
100
0
li
0

0
0

i yliinilila

IIXI.IXI

(1
0
0
0
0
1, llll IXI

II
II
8,000 ixi
0

0
II

17. W// '/«
/ Wl •/,

'■

1 mil

IJffl 'Xl

0
0
0
ll

0

' iilllinl.1,1
C.,.,0
'
Kl ix
llir Irwill
I'ici lililim
' l,,i i'.n

10 i,o, i,
' 1 .' 1' l.,l«y,|,
' tllllliltlHt

0
0
0
0
0
0

1, 16*) II,

•', '//, '/,

UN V

1 ',,|ii"l.v
Jaeionii.
I|,.!|l|lllllltl
1 ,11111'
l.llll ,,|||
Mm 1,, ii
M ii I1 1
.ill
I'l ,1k
IV, Hull. 1
Wool
II

4,41X1 4(1

II

HO

Ci.i.i.,
1

IIXI IXI

II

1*1
«i
IX)

Hi>lll,,|.
1 in. kiunnn,
. l:.l ,,|,

'II,1, ■!,

1 ./ kVtlt
Itrt*i4iitt*.
(flO*.
VInfM.
UtftUitftmh.

;■■..,

(-•/»• f»/W

■

u

■

T *-;■ li.T-is

». 0*.S 76

*>, '**> w<

1 «'. '/«

'
Cost of Kjmpawi:
or to t* r«Wrf.

2 '//
Yl

V

Wi

- ■

■1

■

1

w

TMril
Cwttttrpazmmr. iiummW.

TtteL

V

.

C<« *£ mummoni'

■ II 11
-■v vr »
\
zm v\
Wl

4»-

• '■''"'-

'

* *W

■

II.

'•

■ 1 ■„
',

■

w

v **,

** ^>w

, WfV

V

, vw

\
\
'.

i
.«vi
; VI*

-V
\

4
1

■V
1
'.
':

V.

V

V

* ^1H

X

1
1

I
1

1

.6/1
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1
1

»

>
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t

"

\
\

1

*■**
r'rVYfil*
*"v"»nh'»i«t
* ,«!,.,inrrAn

'-VW.
,"-v**ri>1ln*.

1202

FEDERAL DISASTER INSURANCE
FARMS
Value of
livestock
lost

County

Value of
equipment
destroyed

$30,000
0

Coos
Clackamas.
Douglas
Jackson
Josephine...

Value of
damage to
fences

$40,000
1,500
4,700
0
1,000

480

0
$2,000
2,018
40,000
4,000
0
2,500
0
0
1,210.11

38,760

Value of
damage to
crops

8,000
2, (XXI
0
7,800

0
0
$18, 152
70,400
1,000
250
22,500
0
0
5,800

$210. ono
40,000
11,540
41,000
25,000
O
130.00(1

51,728.11

86, 000

117,302

475. 540

Dollar value
due to
erosion

Dollar value
to farm
roads

Dollar value
of damage
to homes

Dollar value
to farm
buildings
other than
homes

$50, (XX). 00
12.000.1X1
62, 246 50
139, 130. 00
25, (XX). (X)
30, 000. (X)
1,000.00
14, 400. (X)
100, (XX). (XI
10, (XX). (XI
375, 0(X). (X)

0
$18,000
26, 725
36, (XX)
60,000
0
0
50,000
0
0
33, 000

$20, 000
28,000
40, 400
0
5, (100
0
0
0
136, 000
3, 500
18.500

$250, 000
18.000
17,400
0
5,000
0
0
0
110.000
5.000
44,000

818,776.50

223, 725

251, ton

449,400

1,265

5,000
2,000
45
0
0

I.nin

Washington
Marion
Lincoln
Polk

I)

Total.

County

Value of
equipment
damaged

Polk
Total

il

o
6,000
12,000

Dollar value
to irrigation

$22, 000
19,930
49,865
0
2,000
15,000
6,000
114, 795

PEOPLE

County

Jackson.
Washington

Polk
Total

Indi
viduals

Fami
lies

Injured

Hospi
Dead Evacu
talized
ated

650
2,750
212
1,853
12,000
0
15
3, 539
2,322
10
140

165
583
68
524
4,000
0
3
268
504
3
35

0
0
0
10
0
0
0
2
0
0
0

0
0
0
1
0
0
0
2
2
0
2

0
2
0
0
0
0
0
5
7
0
0

23, 491

6,153

12

7

14

420
410
212

(')
300
11
15
229
349
3
35
1,984

In shel
ters

With
friends

0
185
64

0
220
138

Food
cost

9
4
22
90
0
8

300
2
11
507
257
3
27

0
0
$400
375
0
140.00
10.00
55.00
740.00
200.00
502.32

382

1,465

2, 422. 32

(')
(')

0)

Trans
porta
tion
cost
0
0
$18
0
0
0
0
451
100
300
O
860

i Unknown.
Note.—The State of Oregon highway system suffered an estimated $685,400 damage to Federal aid
supported highways.

Senator Lehman. We are hearing this atfernoon the commissioner
of insurance of the State of North Carolina, the superintendent of in
surance of the State of New York, and the director of State adminis
tration, State of Eliode Island. I know all of you gentlemen have
engagements, with close schedules to leave for home.
1 understand Mr. Owen, however, has the closest schedule. I am
not sure whether that is correct or not, but I have been so informed.
Therefore I am going to ask Mr. Owen to testify first.
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STATEMENT OF GOV. DENNIS J. ROBERTS, STATE OF RHODE ISLAND,
PRESENTED BY H. CLINTON OWEN, JR., DIRECTOR OF STATE
ADMINISTRATION
Mr. Owen. Senator, as you know, I am reading this into the record
for the Governor, who was out of the State, but it was prepared for his
delivery.
Senator Lehman. You have a prepared statement on behalf of the
Governor ?
Mr. Owen. Yes.
I am H. Clinton Owen, Jr., director of State administration of the
State of Rhode Island, reading the statement of Gov. Dennis J. Rob
erts into the record as follows :
Since my appearance before the Senate Committee on Banking and
Currency in Providence last November 10 (see p. 584, pt. 1), this
committee has done much good work in reexamining and rethinking
the problems involved in a program of Federal flood and disaster
insurance. I can assure you that these efforts have not been wasted,
for the threat of floods and similar natural disasters is real, and the
need for adequate, practical answers to the appalling devastation so
caused is urgent. This is true not only for Rhode Island and New
England, but for the rest of the Nation as well—a fact which has been
driven home by the recent destructive floods on the west coast.
In particular, the redraft of Senator Herbert H. Lehman's bill,
S. 3137, endorsed by Senators Theodore Francis Green and John O.
Pastore, of Rhode Island, shows the beginnings of a realistic and prac
tical approach. There are three points about this bill which deserve
special commendation.
First, there is the provision creating a Federal Flood Insurance
Administration, with a Commissioner who would have the authority
to establish general operating policies. This would permit prompt
and effective action in an area where prompt and effective action is
needed.
The second point is that State participation is not required. Fed
eral responsibility for flood control has long since been acknowledged.
To compel the States to share equally with the Federal Government
the costs of flood insurance" would penalize the States for the failure
of the Federal Government to meet its existing responsibilities for
preventive flood control. In fact, one of the reasons why flood and
disaster insurance is so urgently needed now is to bridge the time
lapse until adequate Federal flood-control measures can be put into
effect. Moreover, substantial State participation over and above
established premiums for State-insured property would tend to defeat
the purpose of flood insurance, since it would have the effect of reimposing on the hardest hit areas an additional portion of a burden
which is already too heavy. Where floods cause major devastation
only the Federal Government is in a position to spread the burden
to a degree which will be readily supportable, and the nature and
national scope of the problem clearly dictates Federal responsibility.
The third commendable feature of the revised Lehman Dill is that
it does not allow the technical aspects of ratemaking to obstruct ac
complishment of its purpose. The primary consideration is to provide
69096—56—pt. 2
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insurance for those who need it at rates they can afford. In this re
spect S. 3137 is properly designed to meet the genuine human needs
resulting from catastrophic losses. On the other hand, I cannot sup
port provisions which would establish relatively high rates, and
permit the Administrator to decline risks at his discretion, such as are
contained in S. 2862, the administration bill. The effect of these pro
visions would guarantee that many of those who need protection most
would be denied it in practice. In fact, the administration program,
with its limiting features, appears to be an evasion of any real and
present answer to a very real and present need.
For an effective disaster-insurance program, it appears to me that
the arbitrary dollar limits to liability provided in all the proposed
bills are open to question.
The particular limits set for liability in individual cases are, per
haps, reasonable enough on the average, but some degree of flexibility
might be considered according to the number of people directly
affected. In the case of residential property, there could be somewhat
higher limits where more than one family is involved. For commer
cial and industrial property, the number of employees could be a factor
in determining the upper limit. As I said in my statement in Novem
ber, when a major industry is devastated, it is not merely a question
of the owner's loss. The jobs and livelihood of hundreds or even
thousands of workers are at stake. Adequate compensation would
assure more rapid and complete rehabilitation.
Low limits to the total Federal liability appear even more undesir
able. I do not pretend to know how many individuals and business
firms would choose to take advantage of an established program.
However, it is self-evident that if flood insurance is to do its job, the
broader the coverage the better. The broader the coverage, the more
complete will be the effective protection from flood damage. It also
appears obvious that, for any given rate schedule, the broader the
coverage the more revenue will be available to meet losses as they
occur. The reason for limits to total Federal liability are clear enougli.
They are designed to protect the Federal Government from sudden
heavy drains on its resources. However, in the case of floods or other
major natural disasters, we are confronted with the loss as a fact—
the only question remaining is who shall bear the burden. Is it reason
able to expect devastated communities, States, or even regions to sup
port a loss so large that the Government of the United States cannot
afford to underwrite it? It should be remembered that a substantial
fraction of any indemnities paid under a flood-insurance program—
up to roughly 50 percent in the case of major corporations—would be
recovered by the Federal Government in the form of income taxes.
In determining the guiding principles for a system of Federal
disaster or flood insurance, we must keep our eyes firmly on our ob
jective. That objective must lie to make available adequate compen
sation at reasonable costs or premium rates to all those subject to the
risks of flood or other major natural disasters, and to do it as soon
as possible.
I wish to thank this committee for the opportunity to state my
views. I wish, also, on behalf of the people of Rhode Island, to express
deep appreciation to Senator Lehman and each member of this com
mittee for the thorough and painstaking study which you have made
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of this vital question. If a Federal flood and disaster insurance
program is adopted, it will be largely due to the splendid work of
the committee.
Thank you very much.
Senator Lehman. I understand that what you have read is the
Governor's statement. Is that right ?
Mr. Owen. It is, sir.
Senator Lehman. I do not know whether you want us to ask you
questions.
Mr. Owen. I would rather you did not, sir. He asked me to come
and put this in the record for him, and I would rather leave it that
way.
Senator Lehman. But I will ask you one question, because I know
you have had a lot of experience in State government. Do you think all
of the States would come in on a plan that required them to pay part of
the cost of the insurance ? In other words, in the first place it would
entail a considerable statewide obligation. In the second place, would
it not in your opinion require considerable changes to conform our
law to the constitutions of the 48 States, or for the 48 States to con
form their constitutions to our law ?
Mr. Owen. I am afraid it would be difficult, but I think many States
would find it difficult to share in such a program. I know the State
of Rhode Island in particular has budgetary problems such that it
would be very difficult for it to share.
Senator Lehman. Senator Bush, Mr. Owen is the director of State
administration for the State of Rhode Island. He read a statement
of the Governor of Rhode Island. I have not asked him any ques
tions except that one because he is not speaking for himself, but merely
reading a statement for the Governor. I do not know whether you
wish to ask him any questions.
Senator Bttsh. No, sir ; I have no questions.
Senator Lehman. Thank you very much, Mr. Owen.
Which one of you two gentlemen is in the greatest hurry ? I will
let you toss a coin, if you wish.
Mr. Holz. I understand Mr. Gold is going to spend a little time
in Washington and I am going to catch a 5 o'clock plane back.
Senator Lehman. I will say, Mr. Gold, that I spent quite a little
time in North Carolina. We are glad to hear you again, Mr. Holz.
STATEMENT OF GOV. W. AVEEELL HARRIMAN, STATE OF NEW
YORK, PRESENTED BY LEFFERT HOLZ, SUPERINTENDENT OF
INSURANCE, STATE OF NEW YORK
Mr. Holz. Mr. Chairman and Senator Bush, the statement I am
about to read is the statement of Governor Harriman, who, because
of the pressure of State business, is compelled to remain in Albany.
Last November I had the honor to appear before your committee
(see p. 260, pt. 1) to state the desperate need for a nationwide system
to protect our citizens against the disastrous financial losses resulting
from floods such as those which had recently inundated large areas
of central and southeastern New York. I said then that a system of
Federal insurance was the only practical solution and I am gratified
that as a result of your investigations you, Senator John F. Kennedy,

■ --^5CZ.

. /St.
y <sS,

1
1

2y •wwpw' ^*

-_ :• l

'/ WW) «.

*
*

*

/ //.

C5.l*t'J2 _

'//,»
Hiimtmi

il.lllmu/
iMilnl

■Htm

iiiIiui/

.mil
'
iilnniiiit

U
'il

vn.VH.rn

it
7,000

a
;m
a

0
2. MO. SO
0
0
0
0
48,000.00
0

24,418

.11,«J0. oo

',,'///
% (ft)

w.irn

I 'In! iUiiiiiiiii
I 111 I Mill
l lll|llllHHl

17

Coos.
16.000 OadkjaMC,
21,175 li ndM.
0 Jackson.
0 Washington.
5,000 | Josephine.
0 Portland.
4, 450 Polk.
52, 350

a

II I

Portland.
Clackamas.
Josephine.
Coos.
Douplas.
Polk.

:»;

100

6
152
HIS
30

v

>

i iit|lll|i
il , ,1

H

1

ij .

n
n
n
n
o

0
0

.'
,1

0
(I
.'. Ml) IH>

0
$2,000
0
260. 500
2, 000
100

(v\. Mil IXI

264.600

», W (XI
0
0
0

1.200
2.400
2.A00
M0

&\ iW (V

«

.M, nun oo
i'.. ooo on
1,300 (XI

- . fCS .i.

Portland.
Clackamas.
Douglas.
Coos.
Josephine.
Polk.

Clackamas.
Coos.
Doodas.
Jo

:; :■.:..

-J

\m

FEJ>BKAL DISASTER INSVB&NCS
Flood and utorm, d<*m*g&—CuntiBltml
Temporary
repair
to reads.
culverts.
streets.
etc.
|

Labor ecst fcr regular emploJW*.

g. 500. on
5,000.00
s.000.00
25,000.00
II

Total damage

4 24«.:m

*•&.'*

', m it
•*.—n it

S.F *■
f. on n
i :* n
; » (i
*
it

ITll !*•-

r,*W. <*43tlttlMM*-<

»r (
nrowr.

...
f
<»>

<i
rt
O

i

».»w w '

9
(mi.90

i.awt l»l '

W. 7on !<■
IMI Hi

1, Ml on

135,111 15

III HM III

4 Hli tn

n
1,350 (10
1)
'1
1

a an no
«.
T
T
3T
'
f.

. .'*
4M
*ft
-4«
MA
rt>

*i
-.
*
A
*
A

■ rts «
;:

ff

«

IW

A

n
li
(1
II

*

(i

A, vm no
vm i«i
n
n

»/< «i

Wl '10

' *li Hi
«WI III
It

; w> 'io

i Kit V.

K

'1

>

1

! * *
(Mil
A

\l .. I ...

MuU«..winU
• iltmiil
\\ a.l,l.,»(..ii

/ t, 'J,
>(• ,....,,

1
.

•'.! > •■ •«
' « ,.
,'

1

4. 'A

l.luv Ut

Min III <l ■"-Imtit-M
■

... 1

.,

'
' , ■

t <y. *
*

l-uuy

wii Hi
(• .,.,i,.
ii
I ..> ....
II
I 1 ■ ,4
II
»l......

I,

4 v:

^\.luu»W
(,;...,

(MAW J' lUU>
0
Im-V- h
(l
1 1 ...fUW-

1*1. *n no

25, W» 00

Koutuu.
^WUuu*.

II

«,»on nn

5,200.00

J2.VSL »

9
U5ti. W

0
0
9
0

M.non mi
77. mi no

a, non. on
lu Km <>i
15, (Ml. Ill
A

0

Cost of material* med or a>
be used.

4, MCi 1» ,
10, HMO UP '
4, IKI no
SS.7TU 75
5, IMI. no
40, IMI 110
0
A
II
(1
1. mm 00
5, (Ml l«l

4, 4imi w
In, win no
11. ion no

1.410.00

317. no
4m.nn
I, its. n«

MO.4TS.00 '

II
li
1, ltd HI
II
0
fl. IMI III
(1

7,(111.00

so. oon. on
so.noo.no
in. non. no

i
0
5, fVS4.no

^«

uiuiNHiy

:

28. «o. on

435, 677. 39

■M*

VuMh)
UtlhtHM

1

I2.2W.09
336.1s
5. (Ml. 00
11. SIX 00

loo. oon. on
31. oso.nn

Labor cost for other than
regular employees.

tuvuKod
(.'harm*
»ikte»

BrkKcs

tS.8S2.00
1.026.39
1. 000. 00
39. WO. 00
10,000.00
34,569.00
75, 000. 00
12. 000. no

Total damage

1

-

h

•

*l -

» '

.•#%><•
£ n* n

'< /
'

.. t .

4

1206

FEDERAL DISASTER INSURANCE

and 10 other distinguished Senators have now submitted to Congress
a specific proposal for the establishment of a Federal flood-insurance
program.
I believe that your proposed Federal Flood Insurance Act is a
soundly conceived program for dealing with a recurrent national
catastrophe that has undermined the security and welfare of millions
of our people. I regret that the pressure of legislative business here in
Albany makes it impossible for me to appear before your committee a
second- time to urge its adoption in person.
The hurricane floods of August 1955 caused estimated direct dam
ages of $454 million in the Northeastern States alone. The United
States Corps of Engineers has estimated the direct and indirect
damages at $1,600 million. Two months later the same area was
struck again and suffered direct damages amounting to $38,570,000.
The disasters in my own and neighboring States were repeated in the
South and Far West.
For practical purposes it can be said that not one single dollar of
these damages was covered by insurance. The losses to businessmen,
howeowners, farmers, and local communities were total losses. The
testimony presented before your committee has made it clear that
the nature of flood-damage risk makes it impossible for private
insurance companies to issue flood insurance. Unless and until the
Federal Government acts, nothing can or will be done.
If such disaster took place only in isolated areas and on rare occa
sions it would be feasible to do nothing. But this is not the case;
floods of the kind that hit New York in October take place year after
year, in one part of the United States or another. The Corps of
Engineers has estimated the average flood damage in the United
States over the past quarter century to be $466 million per year.
Indications are that this figure has been rising and will continue to
rise as natural drainage areas are covered with roads and buildings,
and as low-lying lands are used for industrial, commercial, and resi
dential purposes. On the other hand, it can be reduced by vigorous
flood-control measures. It is urgent that we have an immediate in
crease in the intensity and pace of our efforts at flood prevention.
In our own State of New York it was striking to note that in the
west-central area of the State where there have been many floodcontrol projects there were practically no floods, whereas in the south
eastern section of the State, where there were many and devastating
floods, there have been practically no flood-control projects.
On November 1. along with Chairman Jerry W. Black, of the New
York State Flood Control Commission. I wrote to you. Senator Leh
man, and to Senator Ives and Congressman Buckley, asking your
intervention to bring about a review by the United States Corps of
Engineers of previous findings concerning the feasibility of floodcontrol projects on certain sections of the Hudson, Delaware, and
Rama|K> River watersheds and on certain streams in Westchester
County, in light of the disastrous floods of August and October. I
am indeed grateful to you for having made this possible. Public
hearings are now being held by the New York district engineer—I
was able to attend one m Albany on February 24—and I confidently
expect that a number of new flood-control projects will be recom
mended in light of the changed conditions which these hearings have
revealed.
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However, no amount of flood-control projects will completely elimi
nate floods such as those brought on by Hurricane Diana, and there will
always be areas for which flood-control projects are not economically
feasible, but in which individual businessmen, farmers, homeowners,
and local communities suffer serious damage. For this reason there
can be no question about the need of some form of flood insurance
which will be available to businesses, homeowners, and local govern
ment.
In my testimony last November I stated that I would favor any
reasonable steps, including tax concessions, which the Federal Govern
ment might take to make it feasible for private insurance companies
to provide adequate flood insurance at reasonable rates. But inas
much as private insurance companies have not been able to do this in
the past and are not likely to be able to do it in the future, I urged
that we proceed directly with a Federal program.
I further stated that in our view any system of national flood insur
ance should be based on five principles :
First, it must as nearly as possible be nationwide ;
Second, rates must be varied so as to discourage construction
in exposed areas ;
Third, rates must be low enough to make insurance available
to small property owners who need it most ;
Fourth, the experience and facilities of private insurance com
panies should be enlisted as much as possible ; and
Fifth, the Federal Government should not offer any type of
insurance which is already available from private companies and
should be always ready to withdraw from the flood-insurance field
if private companies find it possible to enter it on practical
terms.
I am gratified that each of these five principles has been incorpo
rated in the bill introduced by yourself, Senator Kennedy, et al. I
was particularly pleased by the statement that the premium rates
established for Federal flood insurance "shall be consistent with the
aim of offering insurance and reinsurance at rates reasonable enough
to make available to those who need it, at rates they can afford, the
protection intended to be provided * * *."
It is of equal importance to my mind that you have proposed a
truly national program to meet a truly national emergency. It is
essential to the success of such a program that its coverage extend
to as many areas as possible and that it be available to any individual
homeowner or businessman who needs and Avants it. This is the essence
of the insurance principle: the risk of loss must be spread over as
wide an area and among as many people as possible. Any program
which would extend coverage only to property located in States which
first negotiated an agreement with the Federal Government would in
fact withhold coverage from citizens of those States which have not
negotiated such an agreement. This could not but impair the effective
ness of the program ; it is possible that it would destroy it.
Putting flood insurance on a national basis will put it on a practica
ble basis. It is this principle which has been the basis of vast and
successful Federal insurance programs in such fields as mortgage
insurance, bank deposit insurance, and old-age and survivors' in
surance.
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The whole need for a nationwide Federal program derives from the
fact that actuarial rates for a limited private program so far have
Eroved prohibitive. But by setting premium rates below what would
e the acturaial rates for a limited program, it is possible for the
Federal Government to bring enough persons into a national program
to narrow or even close the gap between the two rates.
I wish to congratulate you and your distinguished colleagues on
having come forth with a challenging proposal to achieve this most
important aim.
Senator Lehman. Thank you very much indeed, Mr. Holz. Sena
tor Bush, any question?
Senator Bush. No questions.
Senator Lehman. I want to express my appreciation and the appre
ciation of the members of the committee for your coming down here
and testifying again on this very important matter. Give my compli
ments to Governor Harriman.
Mr. Holz. I shall be very happy to do so and I am happy to have
the privilege of appearing before you.
Senator Lehman. My attention has been drawn to the fact that we
have received a letter from Mr. George A. Bisson, chairman of the
flood and hurricane committee of the NAIC which explains why it has
not been possible as yet to make a report to the committee.
(The letter referred to follows:)
State of Rhode Island and Providence Plantations,
Department of Business Regulation,
Insurance Section,
Providence, February 2^, 1956.
Hon. Herbert H. Lehman,
Chairman, Subcommittee on Securities, United States Senate,
Committee on Banking and Currency,
Washington, D. C.
Dear Senator Lehman : This will acknowledge your letter of February 18,
which I received on February 23.
On February 16 Mr. Ambrose B. Kelly, general counsel for the Factory Mutual
Insurance Group, sent me a statement of the Factory Mutual position that he
intended to present to the Senate Banking and Currency Committee on February
17. Mr. Kelly advised me that their engineering and technical committees are
still studying the problem and also that they probably would have a definite
conclusion to report to us at our March meeting with reference to the practicabil
ity of insuring against flood loss. On the same day, I talked with Mr. Newell R.
Johnson, general manager of the American Mutual Alliance, who advised me
that a meeting of his group would be held the first week in March, at which time
he believes a report in finalized form would be voted upon by the entire member
ship and then made available to me forthwith.
Therefore, I have issued a call for the Flood and Hurricane Committee of the
National Association of Insurance Commissioners to meet at the National Board
of Fire Underwriters room, 85 John Street, New York City, at 10 o'clock on
Tuesday morning, March 13, 1956. At that time it is our intention to exchange
views on this subject with all segments of the industry that have been studying
this problem and then give to your committee the results of our findings.
I am sure I speak for all members of the committee when I express disappoint
ment at not being able to submit our report at an earlier date.
Sincerely yours,
George A. Bisson,
Chairman, Flood and Hurricane Committee, NAIC.

Mr. Hqlz. Yes, sir.
Senator Lehman. Could you tell me what the situation is now ?
Mr. Holz. We are having a committee meeeting on March 13 in New
York City. I know of no reason why we should not conclude our de
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liberations prior to or at that meeting, and I have every confidence we
"will have a report within a very short time afterward. The time will
depend merely on the physical transcription of the report. It seems
to me we ought to have all of our conclusions by that time.
I want to apologize on behalf of the committee for our inability to
get the report here. You may recall when I testified before the com
mittee in Goshen I had every hope and confidence we could have our
report in so that the Congress would have the benefit of whatever reso
lutions we had adopted prior to this period. We really tried to get it
out but were unable to do so. I think I can guarantee now we will have
it by the end of March or at the latest the early part of April.
Senator Lehman. Thank you very much indeed. We are going to
count on that because time is of the essence.
Mr. Holz. I realize that and I want to sav further
Senator Lehman. We want to get the bill out of committee and then
will have to have it debated on the floor. I understand the statement
that you made is the statement of the Governor.
Mr. Holz. Yes, sir. Of Governor Harriman.
Senator Lehman. Have you had a chance of studying the two bills?
Mr. Holz. Yes, sir ; I have. But I should not like to make any pub
lic announcement, since I think it would be indelicate, being vice chair
man of the NAIC, to express an opinion before we come to any conclu
sion. But I might say, speaking as an individual, many of the objec
tions I had to the original bill as proposed seem to have been met by this
new bill. I believe and feel confident it certainly lays the basis for
legislation which should be adopted. But I am speaking solely as an
individual and not in any capacity as vice chairman of the committee.
Senator Lehman. I can understand that. When you refer to the
bill, I assume you refer to S. 3137 ?
Mr. Holz. Yes, sir, Senator. That is the bill I am referring to.
Senator Bush. Did you study the bill S. 2862?
Mr. Holz. Is that the bill I referred to as the Bush bill ?
Senator Bush. Yes.
Mr. Holz. Yes. I studied that.
Senator Busti. Did you have any comment about that ?
Mr. Holz. Again I am making these comments as an individual
and not as a member of the committee. My chief objection to that bill
lies in two factors. One, I think the provision covering State partici
pation, is one that would deprive a good many persons who are really
in need of insurance, from obtaining it. I think it places an obligation
on the States which might act us a detriment to the individual residents
of the State. Another provision of the bill that I seem to think requiras some further study and possible revision is the requirement
that the premiums be based upon the actuarial figures. I do not think
you can make any flood insurance attractive if the premiums are going
to be based on actual experience. I think it would be prohibitive.
Under your bill, Senator, it seems to me a provision is contained in
the bill which would make it mandatory to have the premiums predi
cated on the actual need for paying the losses.
Senator Bush. Of course, both bills contemplate an appraisal of
the insurance based on an actuarial basis.
Mr. Holz. That is true, but the bill to which I referred first does
not make it mandatory that the premiums be predicated on the actual
losses. Some discretion is vested in the Commissioner to charge pre
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miums which would be attractive even though they be less than the
amount required to pay the losses. I think it is an essential ingredient
in any bill.
Senator Bush. Of course, under S. 2862 about half the expense of
the premium is borne by the Government. It is subsidized to that
extent.
Mr. Holz. Even so. Even so the premium might be too high. We
have found from our experience in studying this subject that no com
pany, no matter how anxious they have been to develop flood insur
ance, has been able to write it on a premium basis which would begin
to cover the loss. That is due to the fact that the losses are catastrophic.
We never have a loss in flood insurance confined to a particular area.
It covers a very large area, and every loss is a catastrophe. There is
no way you can include in a premium a loading for catastrophic occur
rences because, as I say, every flood is a catastrophe.
In view of that situation I think the necessity of finding rates ade
quate to pay for losses would be an impediment which might defeat
the whole program.
It is very true all of this is in the nature of an experiment, I do not
know what a year or two from now would develop, should any legisla
tion be enacted. It is possible within a year or two a modification of
any plan would be required, and I am sure it would, but it seems to me
at the very outset there should be a very liberal attitude toward per
mitting this insurance to be created in order that those who require
it may obtain it. Then after a year or two, if revisions are necessary,
obviously the modus operandi is always available for that purpose.
Senator Bush. I think you are right about that. Both bills suggest
a very liberal approach to the matter. I do not think there is any
question about the difference of philosophy, as far as that is concerned.
But what disturbs me about Senator Lehman's bill is the difficulty
in finding out what this language means, when they say :
* * * With the aim of offering insurance and reinsurance at rates reasonable
enough to make available to those who need it, at rates they can afford, the
protection intended to be provided by this Act.
That is the stumbling block in this. I do not know how to interpret it.
Mr. Honz. I do not think it was my pleasure to have you present at
the time I testified at Goshen. Senator Bush, but I said then and I will
say again : Nothing I know of is quite as difficult to determine as ratemaking. I have characterized ratemaking for insurance as the greatest
legal bookmaking I know. It does not make any difference to me what
the nature of the risk is. There is an element of speculation in it that
you cannot avoid.
I am sure what you say is correct, but to that extent some risk must
be taken by the agencies" that the Government is going to create, and
if it is staffed properly, as I am sure it will be, there is no doubt in my
mind the Commissioner will probably determine a rate which would
represent his best judgment, and probably a sound judgment, at which
to start.
I might also point out in the bill which you referred to as Senator
Tollman's hill, there is provision for an advisory group of insurance
men to consult with the Commissioner. It seems to me, working in
concert, they ought to come out with some sort of a rate which would
be sufficient for the original purposes and yet be attractive enough to
permit those who need insurance to get it.
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Senator Lehman. I think you did not understand my explanation,
Senator, in view of the fact that you picture the rate to be made as one
that would be made to the individual. There was discussion removing
that problem, I thought.
Senator Bush. I simply observed, Senator, that the bill is wide open
to that interpretation the way it is written.
Senator Lehman. I told you that I have no objection to clarifying
the language so that there will be no doubt as to my opinion of the
purposes of the bill.
Again I want to thank you very much, Mr. Holz.
Mr. Holz. Thank you for taking me out of order. I appreciate it
very much.
Senator Lehman. Now, Mr. Gold, we will be very glad to hear you
testify here, as I was in Raleigh.
STATEMENT OF GOV. LUTHER H. HODGES, OF THE STATE OF
NORTH CAROLINA; AND CHARLES F. GOLD, COMMISSIONER OF
INSURANCE OF THE STATE OF NORTH CAROLINA
Mr. Gold. Mr. Chairman and members of the committee, first I
would like to express the regrets of Governor Hodges that he could
not be here at your hearing today. We are glad to appear again. (See
pp. 319 and 331, pt. 1.) We have a statement in which both of us
concur, and with your permission I shall read it.
The undersigned, speaking officially, as the Governor and Commis
sioner of Insurance of North Carolina, take this opportunity to ex
press themselves in support of the principle of Federal disaster in
surance if the private insurance industry is unable promptly to pro
vide adequate coverage. The undersigned also go on record as against
any attempt to allocate to the individual States the burden of sharing
in premium costs.
In support of these positions, we point out that North Carolina,
during 1954 and 1955, suffered losses from hurricanes amounting to
over $300 million, $269 million of which was loss to private property.
Most of these losses resulted from high tides and inundation by water.
Of the total loss, less than 10 percent was covered by insurance, and
this was mainly for wind damage. Water damage was not covered.
Since this period of storms, some insurance companies operating in
North Carolina have canceled or failed to renew policies containing
windstorm coverage. The people of North Carolina are thus left with
out any opportunity or means of protecting themselves because the
companies are not making available complete natural disaster
coverage.
In some fashion or another the people of the States containing areas
subject to natural disasters must receive protection. It is imperative
that they do if the economy of these areas is to survive.
In support of our position against States sharing in premium costs,
we would like to point out that the Federal Government receives
approximately 75 percent of the total tax dollar in the United States.
In North Carolina, because of the concentrated manufacture of cigar
ettes in this State, the Federal Government takes approximately 80
percent of the total tax dollar. It should be pointed out that indi
vidual States are in no position to raise their taxes to meet disaster
losses because the result would be that such States would be placed
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in an unfavorable competitive position with other States which did not
do so. This would in turn mean that the economy of the States in
which taxes were raised would further suffer because of this unfavor
able competitive position and thus their people would be even less
able to absorb losses resulting from disasters.
Natural disasters do not follow State lines. Where insurance cov
erage would not be available through participation of States, the Fed
eral Government would, in all likelihood, give disaster aid. Indi
rectly this would penalize those States that participated in the pro
gram. It would be far better to treat all the citizens of the United
States alike.
In short, we believe that natural disasters are a national problem
and that they can be properly dealt with only through a policy which
results in uniformity to all citizens of all States.
Senator Lehman. Thank you very much, Mr. Commissioner. Do
you not think, in addition to the arguments you have advanced against
the provision in the bill that requires the States sharing in the premium
cost—and these arguments you have advanced are very convincing
to me and parallel to a very great extent my own thinking—but in
addition to that is it not a fact that in States that did not or were not
willing to join in participating in the sharing of the premium costs,
that the citizens of that State or those States would be prevented from
taking out any insurance whatsoever ?
Mr. Gold. Yes, sir. I think it would restrict the market. I might
say this too : The definitions of flood—I think I am correct in this—
in all of the bills that have been introduced include all natural dis
asters such as the term "inundation by water." It includes not only
floods, in other words, but water damage and also includes landslides
and I believe snowstorms, air pollution and other things. Maybe I am
mistaken in that but I believe Senator Lehman's bill covered air pollu
tion.
Senator Lehman. We cover it to this extent. We cover immediate
flood damage from flood waters. We do, however, direct the Admin
istrator who will administer this act to make a study and report back
with regard to the practicability or advisability of including addi
tional natural disasters. It is not mandatory in this bill but it cer
tainly is a declaration that we wish further studies to be made in the
expectation that it may very well be that others will be included under
this coverage.
Mr. Gold. Then if they were included it would provide a greater
market and you would get an insurance spread as they call it.
Senator Lehman. It would, but some of those natural disasters, of
course, are covered by the insurance. Senator Bush, have you any
questions ?
Senator Bush. No. I think the Senator is right. It covers most
any kind of water damage that can be caused by flood but not wind
damage.
Mr. Gold. Of course, insurance against wind damage is provided
by the private insurance industry.
Senator Bush. Yes.
Mr. Gold. As I understand it, and fortunately from my own stand
point, I do not think anyone wants the Federal Government to offer
insurance that private industry is making available.
Senator Bush. That is right.
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Senator Lehman. The unfortunate thing is that insurance com
panies are unwilling or unable to write this insurance. I am sure they
are acting in what they consider to be the sound interests of the policy
holders whom they represent. But the fact remains that the poor fel
low who has a home, or factory, cannot possibly get any insurance
under present circumstances.
Mr. Gold. That is true, sir.
Senator Lehman. He cannot get it even if he pays a prohibitive
price for it. The only company that I know of that has been writing
any amount of it has been Lloyd's of London and their premiums are
way up in the sky. It voids the possibility of it being taken out.
Are there any further questions ?
Senator Bush. No, sir.
Senator Lehman. Thank you very much, Mr. Commissioner, and
please give my compliments to the Governor.
Mr. Gold. Thank you.
Senator Lehman. Thank you for coming.
Mr. Edelstein. There is a telegram here from Governor Ribicoff.
Senator Lehman. I have a telegram here from the Governor of
Connecticut which I will read into the record.
Hon. Hebbebt H. Lehman,
United States Senate, Washington, D. C:
My schedule is so overcommitted that it is impossible for me to come to Wash
ington. I thought I made my position very clear before your committee when it
was in Hartford. It is my hope that flood insurance will become a reality during
this session of Congress. Because of the nationwide nature of disaster, this
should be a Federal matter and the States should not be required to make a
contribution.
Abe Ribicoff,
Governor of Connecticut.

I also have a letter dated February 20, 1956, from the National
Association of Insurance Agents. I will put the whole letter in the
record at this point, without objection.
(The letter referred to follows :)
National Association of Insurance Agents,
Arkansas City, Kans., February 20, 1956.
Senator Herbert Lehman,
Chairman, Subcommittee on Security, Banking and Currency Committee,
United States Senate, Washington, D. C.
Dear Mr. Chairman : This statement is presented on behalf of the National
Association of Insurance Agents, a voluntary, nonprofit organization of over
32,000 member agencies, engaged in the production and servicing of property
amd casualty insurance in every section of the United States and its Territories.
This association is composed of affiliated associations in the 48 States, Hawaii,
Puerto Rico, Alaska, and the District of Columbia, and approximately 1,200 local
associations of insurance agents throughout the country.
• The members and officers of this association, because of their operations at
the local community level, are acutely aware of the suffering and misery caused
by the recent floods throughout the various sections of the United States.
From time immemorial this association has resisted the entrance of Govern
ment into fields which impinge on the rightful activities of private business.
While we would like at this time to reiterate our historic position in this
regard, we nevertheless realize that you are attempting to solve a problem of
unusual perplexity, difficulty, and urgency.
Our underwriters, the private insurance companies, after lengthy study have
concluded that the writing of specific flood insurance is not commercially feasible.
Largely because of this, the Congress is considering certain plans and proposals
to establish a plan of indemnity to provide the citizens of the United States
with some relief in the event they suffer damage from catastrophic floods.
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While this association of producers regrets the apparent need for the Govern
ment to consider entering this field, we wish to state that in the event Congress
adopts a program of flood indemnification, we will be pledged to full cooperation,
as we did in the war damage insurance program.
Sincerely,
Kenneth Ross,
President.
Senator Lehman. I will just read the last paragraph now :
While this association of producers regrets the apparent need for the Govern
ment to consider entering this field, we wish to state that in the event Congress
adopts a program of flood indemnification, we will be pledged to full cooperation,
as we did in the war damage insurance program.
I have a letter here addressed to Senator Kuchel from Mr. Ken G.
Whitaker of the Tennessee Valley Public Power Association. Senator
Kuchel asked us to place this in the record. Without objection it will
be made a part of the record at this point.
(The letter referred to follows :)
Tennessee Valley Public Powee Association,
Chattanooga, Tenn., January 25, 1956.
Hon. Thomas H. Kuchel,
United States Senator,
Senate Office Building,
Washington, D. 0.
Dear Senator Kuchel : Due to an enforced absence from the office, I have just
seen your speech in the Congressional Record of Thursday, January 5, concern
ing flood disasters in California and in New England.
I just wanted you to know that I am in complete and wholehearted sympathy
with the recommendations you made in your speech to the Senate. The problem
of flood control should not be allowed to become involved in a dispute between
public and private power. Tragic consequences of a major flood make it seem
almost callous to hold up on the building of proper flood control facilities until
we determine just how the energy is going to be disposed of.
I had not previously heard of the suggestion about the disaster insurance.
This sounds like a very worthwhile idea. The Tennessee Valley Public Power
Association will be more than glad to help in obtaining these worthy objectives.
Sincerely yours,
Ken G. Whitakeii,
Information Committee.
Senator Lehman. I have a statement from Governor Meyner, of
New Jersey, which I will ask Mr. McKenna to read into the record.
Mr. McKenna. The statement reads as follows :
Statement of Bobert B. Meyner, Governor of New Jersey
As Governor of the State of New Jersey, I wish to express to the
Senate Committee on Banking and Currency the interest of the State
of New Jersey in Federal flood-insurance legislation.
I have stressed the urgent need for providing flood insurance at
reasonable premiums. The floods of last year have again highlighted
this serious hiatus in the insurance picture. Thousands of people have
suffered tragic losses of property for which there lias been no possi
bility of recovery. In many cases, homes were lost upon which mort
gages must still be paid. Private insurance companies apparently
cannot work out a plan to indemnify citizens against flood losses. I
believe that it is imperative that the Federal Government devise ap
propriate means to do so.
It is a mark of our social development that we have devised means
of indemnifying the individual against most losses that he may incur
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in his lifetime. Losses sustained by floodwater remain one of the few
major risks for which insurance is unavailable. The fact that this
is a unique form of risk does not mitigate the harshness of the prob
lems facing the residents of our river valleys.
When the Delaware River and its tributaries overflowed their banks
last August in the wake of Hurricane Diane, many homes in New
Jersey were destroyed or substantially damaged and a large number
of small businesses, which represented the life work and savings of
the owners, were wiped out. Our neighboring States have suffered
even greater losses as a result of that hurricane and to that extent
New Jersey was fortunate as compared to other States such as Penn
sylvania and Connecticut. Nonetheless, New Jersey has an important
interest in having flood-disaster insurance made available.
Traditionally, private underwriters have been skeptical of flood
insurance, pointing out that it could not be placed on a self-sustaining
basis without charging prohibitive rates. This view was summed up
in the following passage of a report sponsored by the Insurance
Executives Association after the devastating flood of 1951 on the
Kansas and Missouri Rivers:
"Because of the virtual certainty of loss, its catastrophic nature,
and the impossibility of making this line of insurance self-supporting
due to the refusal of the public to purchase such insurance at the rates
which would have to be charged to pay annual losses, companies could
not prudently engage in this field of underwriting."
In my comments on the issue, I have expressed the conviction that
if private companies are unable to justify the writing of flood insur
ance as practicable from the standpoint of their own operations, the
Federal Government has an obligation to fill this gap in our insurance
system. According to all present indications, it is highly unlikely
that private underwriters will be able to provide this form of in
demnity in the foreseeable future. Thus, it appears to me that the
case for Federal action becomes axiomatic.
I have read and studied S. 3137, H. R. 9074, and H. R. 7979. Al
though the bills may be subject to modifications, I strongly favor the
general approach of these measures. One of the important merits of
the proposed legislation is that it leaves the way open for private
underwriters to participate in further insurance. The measures are
designed to make certain that the availability of such coverage will
not be taken as an invitation to build up exposed areas. The develop
ment of flood plains of rivers and streams must be discouraged if we
are to prevent widespread flood damage, and it is of the highest im
portance that the administrator of any flood-insurance program be
empowered to charge differential rates according to the location of
the property.
As to the actuarial soundness of the proposals, I have no basis for
any final conclusions with respect to the probable long-term results
in making flood indemnities available at reasonable premiums. The
provision that rates shall be based insofar as practicable upon the
risks involved and administrative costs appears entirely sensible.
Rates certainly should be high enough to avoid staggering losses for
the Federal Treasury but, on the other hand, they should not be so
high as to discourage the purchase of flood insurance and to deprive
the plan of any real meaning for the average citizen who desires
coverage.
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The essential question is whether the Federal Government can per
mit the continuation of a situation wherein a larjje number of families
have no way of safeguarding themselves against heavy financial losses,
if not financial ruin. Losses sustained in such disasters must, in the
final analysis, be borne by society at large through either charitable
contributions or expenditures by governmental units at the municipal,
county, State, and Federal levels. In addition, the community as a
whole suffers the loss of facilities and employment opportunities which
may not be replaced because of the cost involved.
It would be a mistake to regard flood insurance as an alternative
to effective flood-control works. Recent experience has demonstrated
the necessity for more vigorous measures to harness our rivers and
streams. Flood insurance remains nonetheless essential, however,
because as a practical matter, it is manifestly impossible to install
flood-control works that would eliminate any possibility of damageThus, on behalf of the people of Xew Jersey, I strongly and respect
fully urge the Committee on Banking and Currency to recommend a
Federal program of flood indemnities along the lines indicated. I
also must express the hope that Congress will act on this matter as
quickly as possible, making it possible for residents of our river valleys
to insure their homes and other investments before the occurrence of
another series of flood disasters.
^The staff was requested to obtain more information on personal
property "floater" policies for inclusion in the record:)
Inland Makine rsnanntrms Association.
-Yew Tork SS, -V. T„ March 9, 1$56.
Mr. John F. Netihe.
Associate Seeretara, American Insurance Association.
Aetc York 38. S. T.
Peak Mb. Xevhjlk: We appreciate your courtesy in sendins us a copy of the
letter addressed to yon on March S by Mr. William F. MvKenna. counsel. Com
mittee on Banking and Currency of the United States Senate. We are pleased to
giTe you the following information and riews with respect to the several ques
tions put by Mr. McKenna.
We believe it is reasonable to assume from lb* ^vneral conceit of Mr.
McKenna's inquiry that it refers primarily to personal lines of insurance as
distinguished from persor.al proferty insured for commercial enterprises. Our
comments are predicated upon that assumption.
1. Is there any minimum amount of coTerase which is required?
Generally speaking, no. unless one takes into consideration the fact that some
of the policies are subject to minimum precitu-^is wt.vh blu&i he e>. nsi-iered
subKan:iil. As a:: exaa:;-ie. the miaim-iai precrlam for the so-.'sljed persoca!
property floater Tartes from $30 for a $£> or $T*> dedrxvlNe r.. M.-y ».> as much
as *1A> for full coverage in four of the fire couati-?s of Xew T>rt City. Theae
are 1-year minisrams and wocji be subject to the cwsfoBary term m> for 3-year
policies.
2. W^i: ded-i.'CiMe. if any. allies'

■■
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Various forms of floaters covering personal property are written with or
without deductibles. Jewelry and furs, as an example, are seldom subject to a
deductible although deductible coverage may be purchased at reduced rates.
On the other hand, in 1954, the last year for which figures are available, out
of just slightly over $50 million in premiums for personal property floater
policies per se $43,700,000 applied to deductible policies and only $6,300,000 to
policies written without a deductible. The vast bulk of the deductible business
was written subject to a deductible of $25 per loss, although for that form
$15 and $50 deductible policies are also written. It should be noted also that
while the deductible would apply to flood losses, it would not necessarily apply
to all other perils.
3. Are separate policies available for this type of coverage apart from riders to
fire or other insurance policies?
If this question means to ask whether or not insurance may be purchased on
personal property specifically covering the risk of flood, we believe the answer is
no. On the other hand, inland marine policies including the risk of flood as one
of the perils encompassed within their "all risk" provisions are of course written
entirely separate and apart from fire insurance policies per se or other policies.
4. How selective do the companies tend to be in writing coverage of this risk,
that is, would it be generally available to residents of known flood areas?
This question is in the realm of individual company underwriting policy.
However, we know of no uniform or generally applicable rules.
5. What is the premium range for this type of coverage on a national basis?
Rates for inland marine floater policies covering on personal property of the
kind in question vary widely depending upon botli the nature of the coverage and
the class of property insured. To illustrate, cameras are insured against "all
risks" and without a deductible at rates of $1.30 per $100 for the first $5,000 of
insurance, $1.10 per $100 for the next $10,000 and $0.90 per $100 on the excess of
$15,000. The premium for a personal property floater on the other hand in most
cases would be calculated at the applicable fire rate applied to the entire amount
of insurance plus a loading of $1.20 per $100 on the first $5,000, $0.65 on the next
$5,000, $0.30 on the next $10,000, and $0.10 on amounts in excess of $20,000. The
rates vary by territory and, in some cases, a specific premium is added for
windstorm and hail coverage.
6. Is information available as to the extent to which this insurance is pur
chased, such as, for instance, the amount of premiums collected per year?
The following premium figures are taken from the statistical report compiled
by the Inland Marine Insurance Bureau for the year 1954 as the statistical agent
of the several States :
Bicycle floater
$69,499 Personal property floater :
Full coverage
$6, 377, 167
Cameras
2, 300, 473
Deductible coverage
43, 749, 805
Fine arts
1, 824, 692
scheduled
Golfers equipment floaters.
141, 128 Miscellaneous
property
236, 991
Musical instruments
1,007,145
319, 809
Personal effects
2, 617, 932 Silverware floaters
265, 105
Personal furs
13, 944, 771 Stamp and coin collectionsTourist baggage floaters
265, 101
Personal jewelry :
173, 022
Full coverage
38, 446, 384 Wedding presents floaters-.
$50 deductible
553, 967
Perhaps the best sample of this type of all-risk coverage is the personal property
floater. We enclose a specimen copy thereof.
If we can be of any further assistance to you, please let us know.
Yours very truly,
H. L. Wayne,
General Manager.
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INLAND MARINI

IM 2227k
<Ed. 11-531

PPF 124>

PERSONAL PROPERTY FLOATER
Attached to and forming part of Policy

Number

issued to
by
located (city end itote)
1.

2.
3.

7.

ot its Agency
Date
PROPERTY COVERED
Personal property Owned, used or worn by the person in whose nam* this policy is issued and members of the Assured'*
fomily of the some household, while in all situations, except as hereinafter provided
PERILS INSURED
Atl risks of loss of or damage to property covered except as hereinafter provided.
AMOUNTS OF INSURANCE
Insurance attoches only with respect to those items in this paragraph for which on amount is shown and only for such amount.
■TIM
AMOUNT
(a)
$
On unscheduled personal property, except as hereinafter provided.
(b)
$
On personal jewelry, watches, furs, fine arts and other property as per schedules
attached hereto. Each item considered separately insured.
(c)
$
On unscheduled personal jewelry, watches and furs, in addition to the amount
of $250.00 provided in oorogroph S tb), agoinstsflV and lightning only.
TOTAL $
A\\
(See other side for Paragraphs 4, 5 and 6)
/A \ ^ \
DECLARATIONS OF THE ASSUR*"j\ \^S \ \\ \
The following are the approximate values of the unscheduled personal prapye^tyv other fban\ewrffry, wajcne\cy* furs, as estimated
by the Assured, at the time of issuance of this policy:
-» \
^A V \ \ \-*^\ \^
\ \ \ \ ^ \\ \ \
lot which the toiiowiBf eeeew—i
\ \ \ V
\\ \ \ j^Tiiv«tv« perianal proparty •»*y "\ \ \ \ vs.
\\ \ *^ **diy tfteeted thro*fho<*t rM
s*.\ \\
\\ 3 *-cmfcN
-\C^"»
■* '")■—■' -th-r
j*
If C\S
\\ \\\
\ V^y**"
rhai>pHixtpalMil»>»«ca.)
(0) Silverware ond pewter
- *T- f- \- \ - ^\ \ "\ \***
J "
(b) Linens (including dining room on<r^5Sto)yV\ \\\\ V^ " W^

t$
(*

1
'

(c) Clothing trwn's, women's, childrerVs)C\-\ \ e** - \ -J
" \0"^
(d) Rugs (including floor coyeriogs\an)t droparies \ A^*\
j- P*
- $

l*
($

*
'

(e) Books .... IT -Q^ X \

-

V^ ^(&-

■

■ %

(f) Musical instruments (inclu>««»ft^h»s)\ -\ - ^& ....
(g) Television sets, radios, recorcV«jJdyels aWa rtriMpV*
(h) Paintings, etchings, pictures ood~ojHer obiM>s of art (i)

China and glosswore (including bric-a-brac)

...

$
S
$

<*

)

($
($
($

"
J
i

-

$

(S

l

(j) Cameras and photographic equipment ----.
.
(k) Golf, hunting, fishing ond other sports and hobby equipment
(1) Refrigerators, washing machines, stoves, electrical applionces and other

$
S

($
(S

»

S

1$

'

kitchen equipment
(m) Bedding (including blankets, comforters, covers, pillows, mottresses,
and springs}
.-...----.-.
(n) Furniture (Including tables, choirs, sofas, desks, beds, chests, lamps,
mirror*, clocks)
(o) Alt other personal property (including wines, liquors, foodstuff, garden
and lawn tools ond equipment, trunks, traveling bags, children's playthings,
miscellaneous articles in basement ond attic) and professional equipment,
if any, covered under paragraph 6(b)

S

($

'

$

($

1

S

IS

l

TOTAL
S
(S
'
NOTE: If the total value ordinarily situated throughout the year at residences other than the principal residence exceeds
ten per cent of the amount of the insurance granted under Item (o> Paragraph 3, such excess value >s not insured hereunder
unless specifically endorsed hereon.
THE PROVISIONS PRINTED ON THE RACK OF THIS FORM ARE HEREBY REFERRED TO AND MADE A PART HEREOF.
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EXTENSIONS
(g) Subject otherwise to all of the conditions of this policy. Item <ol Paragraph 3, includes, ot the sole option of the Assured,
personal property of Others while on the premises of the residences of the Assured, and personal property of servants while
they are actually engaged in the service of the Assured ond while in the physical custody of such servonts outside such
residences;
lb) The Company wiH also pay:
I 1 ) the actual loss of or damage (except by fire) to property of the Assured not specifically excluded by this policy
caused by theft or attempt thereat; or by vandalism or malicious mischief to the interior of the residences of the
Assured;
12' actual loss of or damage to improvements, alterations or additions made by the Assured to buildings occupied as
residences by but not owned by the Assured caused by fire, lightning, windstorm, cyclone, tornado, hail, explosion,
riot, riot attending a strike, smoke, damage by vehicles or aircraft, but as respects such loss or damage the liability of
the Company is limited to 10% of the amount of insurance under item (a) paragraph 3;
Id Automatic Reinstatement of Loiiei—Unscheduled Property. Any loss payment hereunder shall not reduce the amount of
insurance under items (a) and Icl of paragraph 3;
but in no event shall the Company's combined liability for loss or damage covered under this paragraph 4 and for insurance
attaching under Item (a) Paragraph 3. exceed jfclfc amount of insurance shown in Item (a) Paragraph 3
IMITATIONS
situoted throughout the year at residences other than the principal resi(o) As respects unscheduled personal pre
excess of ten per cent of the amount of insuronce set forth in Item
dence of the Assured, the Componyfs
(a) Poragraph 3.
a^ndt ohd furs, the Company shall not be liable for more than $250.00
(b) As respects any one loss of unscheduled",
j J^n^fnich event the Company's liability for such loss is limited to the
unless the loss is covered under Item (c) Paj
amount stated therein.
^
^^
(c) As respects any one loss of money including numismotioftfoD«rt\ the Company shall not be liable for more than $100.00. As
respects any one loss of notes, securities^stamps inc^Hrngr£ni\giie!ic property, accounts, bills, deeds, evidences of .debt, letters
of credit, possports, documents ond rorlroaflnand other t>eke)s>. the Compony shall not be liable for more than $500.00.

•V \ f^clusiq
This policy does not insure
*Q
(o) onimols; automobiles, motorcycles, oircroft, bdj^s or otp
lefes (except bicycles, tricycles, boby corriages, invalid
"ien removed therefrom ond actually on the
choirs and similar conveniences), or their equidjnent i
premises of residences of the Assured, property ofjenyV,.
<b) unscheduled property pertaining to O business, profsssiom
rsons whose property is insured hereunder,
excepting professional books, instruments ond other pfrofes:
I by the Assured while actually within the
residences of the Assured;
1J- »
(c* agamst breakage of eye glosses, glassware, statuory, rrfejhlc
ns ond similar fragile articles (jewelry,
watches, bronies, cameras and photographic lenses excepted), ^1
theft or attempt thereat, vandalism or
malicious mischief, or by fire, lightning, windstorm, earth\Joak£|
allmg aircraft, rioters, strikers, collapse
of building, accident to conveyonce or other similar casual ty.^or
against marring or scratching
of any property not specifically scheduled herein;
-<j
(d) against mechanicol breakdown; against loss or damage to eleet^
electricity other than lightning
unless fire ensues ond then only for loss or damage by such ensuino fire;^
(e) against wear ond tear; against loss or damage caused by dampnes*5Qf o
s of temperature unless such
loss or damage is directly caused by rain, snow, sleet, hail, bursting ofTJjpes
deterioration, moth, vermin
ond inherent vice; against damage to property (watches, jewelry ond fut$.e
or actually resulting from
any work thereon in the course of any rcfinishing, renovoting or repair"
(fj property on exhibition at fairgrounds or on the premises of any national
tion unless such premises ore
specifically herein described;
me of peace or wor, including action
lg) against loss or damage caused by or resulting from: (I) hostil<
in hindering, combating or defending agoinst on actual, impending or expected attack, la) by ony government or sovereign
power (de jure or de facto), or by any authority maintaining or using military, noval or air forces; or (b) by military,
navol or air forces; or (c) by on agent of ony such government, power, authority or forces; (2) any weapon of wor em
ploying atomic fission or radioactive force whether in time of peace or war; (3) insurrection, rebellion, revolution, civil
war, usurped power, or action taken by governmental authority in hindering, combating or defending against such an
occurrence, seizure or destruction under quarantine or customs regulations, confiscation by order of any government or
public authority, or risks of contraband or illegal transportation or trade.
7.

DECLARATIONS OF THE ASSURED iU» Face)

Unless otherwise endorsed hereon, no other insuronce against the risks hereby insured is permitted on the property covered
hereunder except as to property described -under Paragraphs 4(a) and (b), 5(b) and (c), 6(a) and (b). If ot the time of loss
or damage, there is ony other valid and collectible insurance which would attach on the property described in Paragraphs 4(a)
and 0>), 5(b) and (cJ, 6(a) and (b) had this policy not been effected, then this insurance shall apply only os excess insurance
over oil such other insurance ond in no event as contributing insurance.
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*l,t>ulnlana.—The Louisiana Insurance Commissioner has ruled that, effective
December .'U, lOfiS, Paragraph 5 (c) of the Personal Property Floater is not
properly within the scope of the Personal Property Floater and therefore is not
an Inland Marine coverage. Personal Property Floater Forms used in Louisiana
must be amended accordingly. It is suggested that forms be overprinted to
delete Paragraph 5 (c).
MlMiouri.—The TIHIJ does not operate in the State of Missouri. In order to
write the Personal Property Floater in Missouri a special basic policy designated
"Missouri Personal Property Floater Policy" and the Personal Property Floater
Form must be Hied independently by each company with the Insurance Depart
ment. Companies should refer to Missouri Departmental Orders Nos. 23 and 61
for detailed Instructions concerning Missouri filings.
♦H'iiirf mid hail coverage on radio and TV antennae.—The PPF rules provide
that wind and hall coverage on outdoor radio and television antennae is to be
excluded on policies covering In states in which such property is excluded under
Extended Coverage Endorsements, but such coverage may be granted at the
wind and hall rates for antennae applying in the applicable state. In a few
states antennae are considered to be a part of the dwelling structure and a
tluduetlhle applies. Following is pertinent information for each state.
State* in which radio and TV antennae arc excluded in the E. C. endorsement
ANNl'Al. KATKS PER $100 TO INCLUDE
ANTENNAE

Delaware :
Wooden Towers
Steel Towers
Illinois
liuttann
low*
Kansas
Louisiana
Minnesota
New York :
Full Oov*r»»?
*30 Dedurtthl*
Minimum Preui

ANNUAL KATES PER * 100 TO INCLUDE
ANTENNAE

Ohio
Oklahoma
Pennsylvania :
Wooden Towers
Steel Towers
South Carolina :
Inland
Seacoast
South Dakota
Texas :
5.00
Inland
3.00
Seacoast
T.50 Wisconsin

f4. 98
5. 78

$1.50
. 50
4.98
5. 02
4. 38
5.92
4. 02
5.02

L 50
.50
LOO
3.20
4.98
4.35
5.31
5. 00

Jffwft-* in •rAtrn mntrnnae «m» con*H<Te4 to oe pertontl property in the open or
pnrt of the Itfxilinf md wb/rc* to d«d«<-fibfr
$50 Deductible
100 Deductible
50 Deductible

AtatatuaKlorid*. .
tieorsia..

{tt*tv» ««• trbtcA rwd»o «*d TT mntmrnte mre not ercMed in the E. C. endorsement
Ariion*
Arkansas
0*'.;fo«ua
Cvvvv*\k»
D v* C.

•t 13. W

Michisan
Mlsstssiw*
Missouri
XLctaoa
N«'C> casta
N*ravt*
N>« Hastpishir*
N*w J*cs*y
N*« 3i*iiw
Ncci Car- ;.-.*•
NV«ii Dakuca
TtlfcS frtlh-nt Xvtte Hi-tnn:

Oregon
Rhode Island
Tsajwsse*
c:*h
Vermont
Yiripria
W*sftj.=$nm
W«k Tir^inin
WjvcLuac

FEDERAL DISASTER INSURANCE

1221

Rates
Unscheduled property.—The basic rate for the amounts of insurance as pro
vided for under paragraph 3, item (a) of the form, is the annual fire rate which
is legal for use by the insurer, i. e., the annual contents rate for the primary resi
dence location, as promulgated by the fire insurance rating bureau of which the
insurer is a member or subscriber, or as calculated according to the filed rates
or schedules if the insuror makes its own fire rate filings.
In the event that flat rates are published without any allowance for coinsur
ance, such rates are to be used. Where the rates of the respective fire rating
organization provide an 80 percent coinsurance rate, such 80 percent coinsurance
rate shall be used. Where the rates provide for less than 80 percent coinsurance
with no credit for higher coinsurance, such lower coinsurance rate shall be used.
In the event that fire rates are published subject to a "Three-fourths Value
Clause," the basic fire rate to be used shall be the rate which would be applicable
to a fire policy with the "Three-fourths Value Clause" waived.
To such basic fire rates are added territorial loadings in accordance with the
schedules below :
Territorial classification
State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
ConnecticutDelaware
District of Columbia
Florida
Georgia
Hawaiian Islands
Idaho
Illinois
Indiana.
Iowa..
•Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
Nee Hampshire
New Jersey
New Mexico..
New York

North Carolina
North Dakota..
Ohio

Area covered
Jefferson County.-.
Balance of State
Entire Territory
Entire State
Entire State
Los Angeles County
Balance of State
Denver County
Balance of State
Entire State
Entire State
Entire District..
Broward, Hillsborough, Dade, Palm Beach, Duval, and
Pinella Counties.
Balance of State
DeKalb and Fulton Counties
Balance of State
Entire.
Entire State
Cook and Lake Counties
Balance of State
Lake and Marion Counties
Balance of State
Polk County
Balance of State
Entire State
Campbell and Kenton Counties
Jefferson County
Balance of State
Jefferson, Orleans, and Plaquomines ParishesBalance of State
Entire State
Baltimore City and County
Balance of State
Entire State
Wayne County
Balance of State
Entire State
Entire State
T. I. R. B. does NOT operate in Missouri
Entire State
Douglas County
Balance of State
Entire State
Entire State
Entire State
.-.
Entire State
Kings County
Bronx County
Queens County
New York County..
Balance of State
Entire State
Entire State
Cuyahoga, Mahoning, and Summit CountiesFranklin, Hamilton, and Lucas Counties
Balance of Stale

Territory

vr
VII
V
V
V
II
IV
in

v
V
V
IV
VI
VIII
VI
VIII
V
V
I
V
III
V
IV
V
V
IV
III
V
VI
VIII
V
IV
V
V
III
V
V
VIII
V
II
V

V
V
V
V
XXI
XXII

xxiii
XXIV
v
VIII
v
III
IV
V
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Territorial classification—Continued

Oklahoma
Oregon

Territory

Area covered

State

Entire State
Multnomah County
Balance of State..
Entire State
Entire State
Entire State
Seepage PPF-11
See page PPF-11....
See special Texas Manual
Salt Lake County...
Balance of State
Entire State
•Chesterfield, Henrico, Norfolk, Washington Counties, Nor
folk City, Portsmouth City, and Richmond City.
Balance of State ...
King and Spokane Counties
Balance of State
Entire State
See page PPF-11
Entire State

...

Pennsylvania- Rhode Island..
South Carolina
South Takota.
Tennessee
Texas
Utah..
Vermont
Virginia
Washington
West Virginia..
Wisconsin
Wyoming

IV
IV
V
V
V
VIII

III
V
V
IX
VIII
IV
V
V

Territorial loadings
1st $5,000

Next $5,000

Next $10,000

Next $30,000

Excess of $50,000

Territory

I
II
Ill
IV
V ..
VI
VII...
VIII...
IX..
X .
XXI
XXII
XXIII.
XXIV .

1 year

3 years

1 year

3 years

1 year

3 years

1 year

3 years

1 year

1.4S
1.40
1.35
1.3(1
1.20
1.35
1.25
1.15
1.30
1.40
1.85
1.80
1.75
1.70

3.625
3.50
3.375
3.25
3.00
3.375
3.125
2.875
3.25
3.50
4.025
4.50
4.375
4.25

0.85
.75
.70
.70
.65
.70
.65
.60
.65
.75
1.10
1.00
.95
.95

2. 125
1.875
1.75
1.75
1.625
1.75
1.625
1.50
1.625
1.875
2.75
2.50
2.375
2.375

0.45
.30
.30
.30
.25
.30
.30
.25
.30
.45
.60
.45
.45
.45

1.125
.75
.75
.75
.625
.75
.75
.625
.75
1.125
1.50
1.125
1.125
1.125

0.15
.10
.10
.10
.10
.10
.10
.10
.10
.15
.25
.18
.18
.18

0.375
.25
.25
.25
.25
.25
.25
.25
.25
.375
.625
.45
.45
.45

0.10
.10
.10
.10
.10
.10
.10
.10
.10
.10
.18
.18
.18
.18

3 years
0.25
.2*
.25
.25
.25
.25
.25
.25
.25
.25
.45
.45
.45
.45

Note.—Territories VI, VII, VIII, IX, and X are not loaded for windstorms and hail. Therefore, the
premium is to include a charge for windstorm and tvnl at the contents Extended Coverage rate or at the
contents 80 percent coinsurance Extended Coverage rate (il applicable) or at the contents 80 percent coinsur
ance Windstorm rate (if applicable) , whichever is less, applied to the full policy amount applying to resi
dences in such territory. Where the windstorm and hail tariff provides rates for risks written subject
to a franchise or deductible and such rates are used, the Personal Property Floater policy must be made
subject to such franchise or deductible with respect to the risks of windstorm and hail; otherwise rates for
full coverage must be used.

Minimum Premiums fob Unscheduled Portion
(See special rules applicable in certain states)
The minimum premium for coverage under Item (a) Paragraph 3, on an annual
and a three year policy shall be as follows :
One Year
Full Coverage
$15 Deductible Form
$25 Deductible Form
$50 Deductible Form
$25 Partial Limitation Form

tao.00
44.00
2a oo
50. 00

Three
Years
$150.00
112.50
75.00
50.00
125.00

The prescribed annual minimum shall be obtained for policies issued for a
period of less than one year. The minimum premium shall not necessarily be
exacted as an earned premium in the event of cancelation.
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* Scheduled property
Articles may be scheduled under the Personal Property Floater if such schedul
ing is permitted or required on specific policies under the jurisdiction of the
TIRB. The rules and rates applying to such specific policies must be used. The
specific forms for each class of scheduled property may be used, or the Personal
Articles Schedule Endorsement which appears in the All Classes Section of this
Manual may be used in scheduling articles. However, the minimum premiums
for such specific policies shall NOT apply. Premiums for such scheduled prop
erty are to be added to the minimum premium for the unscheduled portion of the
policy.
Extensions of coverage
(For endorsement forms see Standard Endorsement Section.)
Additional All Risks Coverage on Unscheduled Gems, Precious and Semi
precious Stones, Jewelry, Watches, and Furs.—Policies may be endorsed to pro
vide additional all risks coverage on gems, precious and semiprecious stones, jew
elry, watches, and furs in addition to the .$2."iO provided in Paragraph 3, Item (a)
(I) of the form, but the additional coverage may not exceed $750. Additional
premium on the amount of additional coverage should be charged at the rate of
S2.50 per $100 for one year or at the rate of $0.25 per $100 for three years. The
premium for this extension of coverage shall be added to the minimum premium
for the unscheduled portion of the policy.
Additional Burglary and Holdup Coverage on Unscheduled Gems, Precious
and Semiprecious Stones, Jewelry, Watches, and Furs.—Policies may be endorsed
to provide coverage on unscheduled gems, precious and semiprecious stones,
jewelry, watches, and furs in addition to the $250 provided in Paragraph 3, Item
(a) (I) against the risks of holdup and burglary of residences of the Insured.
Additional premium on the amount of additional coverage should be charged at
the rate of 70<J per $100, for one year, or $1.75 per $100 for three years. The
premium for this extension of coverage shall be added to the minimum premium
for the unscheduled portion of the policy.
Additional Earthquake Coverage on Unscheduled Gems, Precious and Semi
precious Stones, Jewelry, Watches, and Furs.— (In the States of Washington,
Oregon, California, Montana, Idaho, Nevada, and Arizona.) Policies may be
endorsed to provide earthquake coverage on unscheduled gems, precious and
semiprecious stones, jewelry, watches, and furs. Additional premium for such
coverage shall be charged at the rate of 20 cents per $100 for one year, or 40 cents
per $100 for three years. The premium for this extension of coverage shall be
added to the minimum premium for the unscheduled portion of the policy.
Additional Money Coverage.—The policy may be extended to include money
including numismatic property above the $100 included in the basic form for
an increased amount, but not exceeding $400 additional at a rate of $2.70 per
JjilOO for one year, or $6.75 for three years. The premium for this extension of
coverage shall be added to the minimum premium for the unscheduled portion
of the policy.
Additional Coverage on Securities.—It shall be permissible to extend the policy
to include securities, etc., for an increased amount, but not exceeding $500, addi
tional, subject to a rate of $1.80 per $1C0 for one year, or $4.50 for three years,
but the premium for this extension of coverage shall be added to the minimum
premium for the unscheduled portion of the policy.
Additional Coverage at Secondary Location.—It shall be permissible to extend
the policy to cover in excess of the 10 percent secondary location coverage. The
additional coverage at secondary location shall be calculated by applying to the
additional amount granted at each specific location the difference in the con
tents fire rate (and windstorm rate where required) applying to the principal
residence and that applying to the specific secondary location (s). If, however,
the fire contents rate (and windstorm rate where required) at the specific sec
ondary location is lower than that applying to the principal residence, return
premium shall be allowed at the difference in such rates applied to the additional
amount of coverage granted at the specific' secondary location.
Deductibles and partial limitation forms
< For endorsement forms see Standard Endorsement Section. )
The credit for the deductible and partial limitation clauses shall not be applied
to additional premiums for extensions of Sections I, II, and III, of Item (a).
Paragraph 3 of the basic Personal Property Floater form.
note.—The $50.00 Deductible Form is not filed in all states. See Variations
by States.
•4.1.55 TIRB Inland Marine Manual.
69096—56—pt. 2
22
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$15.00 deductible form
On policies issued subject to $15.00 deductible clause applicable to unscheduled
property a credit of 20 percent of the premium charged for the blanket portion,
Item (a), Paragraph 3 of the policy (but not less than $10,00 nor more than
$25.00 on annual policies and not less than $30.00 nor more than $75.00 on policies
written for a period of three years) may be allowed.
$25.00 deductible form
On policies issued subject to $25.00 deductible clause applicable to unscheduled
property a credit of 30 percent of the premium charged for the blanket portion,
Item (a), Paragraph 3 of the policy (but not less than $15.00 nor more than
$40.00 on annual policies, and not less than $45.00 nor more than $120.00 on policies
written for a period of three years) may be allowed.
$50.00 deductible form
On policies issued subject to $50.00 deductible clause applicable to unscheduled
property a credit of 45 percent of the premium charged for the blanket portion
Item (a), Paragraph 3 of the policy (but not less than $20.00 nor more than
$50.00 on annual policies, and not less than $60.00 nor more than $150.00 on
policies written for a period of three years) may be allowed.
$25.00 partial limitation clause
On policies issued subject to the $25.00 partial limitation clause applicable
to unscheduled property a credit of 15 percent of the premium charged for the
blanket portion, Item (a), Paragraph 3 of the policy (but not less than $7.50
nor more than $20.00 on annual policies and not less than $22.50 nor more than
$00.00 on policies written for a period of three years) may be allowed.
In arriving at the foregoing credits there shall first be deducted from the full
premium charged for the blanket portion of the policy such credits for existing
insurance as may be granted under these rules.
Credit for existing insurance
It is not necessary to cancel existing other insurance policies such as fire,
windstorm, residence burglary, etc. By special endorsement they may be allowed
to remain in force to expiration. Return premium for specific insurance shall
be the unearned premium on such insurance calculated pro rata of the premium
paid for such specific insurance to expiration of the Personal Property Floater
policy or expiration of such existing specific insurance, whichever may first
occur, but in no event shall credit for existing fire insurance (or in territories
six to ten inclusive, for existing windstorm insurance) be permitted on the basis
of a higher fire rate or higher windstorm rate than that used in calculating the
premium for the Personal Property Floater Policy. As each policy expires, the
coverage is picked up and assumed by the Personal Property Floater Policy.
The premium for this policy shall not be less than the minimum premium here
tofore stated, irrespective of any credits for other insurance.
Either the entire insurance must be carried on the Personnl Property Floater
or existing policies must be scheduled in the special endorsement. Other insur
ance is permitted only under these conditions.
It is permissible to write other specific insurance on the property on a continu
ous basis, provided Item (a) of Paragraph 3 of the Personal Property Floater
covers to 80 percent of the total value of the property insured thereunder, and the
other insurance is scheduled on the Personal Property Floater.
Inasmuch as the TIRB form gives fire and extended coverage on unscheduled
gems, precious and semiprecious stones, jewelry, watches, and furs, while other
Personal Pro]>ert.v Floaters do not, it is important that no TIRB Personnl Prop
erty Floater be written on property covered by any other Personal Property
Floater.
•When credit has been given for the existence of other insurance either the
Other Insurance Endorsement Form TIRB-OIa (10.53) or Form TIRB-OIb
(10.53) appearing in the All Classes Section of this manual shall be used.
TEEM BULE

Policies may be issued to cover for a period of three years. The premium for
a term policy shall be the three-year term fire premium plus the three-year
loading shown in the table of Territorial Loadings. In territories where the
•6.1.54 TIRB Inland Marine Manual.
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loading does not include the tornado rate, the three-year tornado rate shall also
be added. Scheduled jewelry, furs, fine arts, and such other scheduled items may
be included for the three-year term at the rates applying to such specifically
scheduled items if they were insured independently.
Wind and Hail Coverage on Outdoor Radio and Television Antennae
Wind and hail coverage on outdoor radio and television antennae is to be
excluded on policies covering in states in which such property is excluded under
Extended Coverage endorsements. Wind and hail coverage on outdoor radio
and television antennae may be granted at the wind and hail rates for antennae
coverage applying in the applicable state. When such coverage is excluded or
granted, the Outdoor Radio and Television Antennae Endorsement, Form TIRBRTA (6-54) appearing in the All Classes Section of this manual shall be used.
(This rule does not apply in Alabama, Florida and Georgia. See paragraph
below. )
Alabama, Florida and Georgia.—In these states wind and hail coverage on
outdoor radio and television antennae is automatically provided under the
Personal Property Floater Policy but the coverage is subject to the following
deductibles :
Alabama
$ 50. 00 deductible.
Florida
100.00 deductible.
Georgia
50. 00 deductible.
The Windstorm and Hail Deductible Clause (Antennae and Towers Only),
Form TIRB-WHD (2-56) appearing in the All Classes Section of this manual
should be attached to all Personal Property Floater policies applying in Alabama,
Florida and Georgia.
Underwriting Rules
1. Form.—The provisions of the basic Scheduled Property Floater policy are
a part of this coverage.
2. Personal property as used in the policy is intended to include fixtures in
stalled by the Insured for dwelling purposes in premises leased or occupied by the
Insured which premises are not owned by any person or persons whose property
is covered under the policy.
3. Residence is defined as the main residence and such outbuildings as are part
and parcel of the activities of the main residence. Buildings which may be
adjacent to the main residence, but which in themselves constitute a residence
■which may from time to time be occupied by other than the named Insured shall
be construed to be separate residences.
4. Other named insured.—It is not permissible to issue a policy naming as the
Insured, persons not related residing together.
5. Members of insured's family residing together.—It is permissible to exclude
from coverage the property belonging to, or used, or worn by any named person
other than the Insured, but no credit or reduction in rate may be given for such
deletion or exclusions.
6. Exclusion 6(a)—may be deleted without credit or charge.
7. Cancellation.—When a Personal Property Floater is canceled at the request
of the Insured, the earned premium shall be computed at the customary Short
Kate, regardless of whether a fire, fire and extended coverage, or fire and burglary
coverage are rewritten in the same company or an affiliated company.
8. Fur depreciation endorsement.—When this endorsement is used a reduction
in premium must be allowed corresponding to the reduction in coverage. Where
the percentage of depreciation is the same for both the second and third years,
this may be done easily by reducing the premium by the percentage of deprecia
tion. (See TIRB Form-050-5 (2^3) Standard Endorsement Section.)
9 Furnished dtcelling and apartment endorsement.—Where the Insured is
renting furniture or equipment as part of furnished living quarters, the Optional
Furnished Dwelling and Apartment Endorsement (TIRB Form 050-28) may be
used
desired
^10 ifRate
verification slips.—The use of rate verification slips is not required
in any state. However, the responsibility for using the correct rate rests with
the Insurer. Several insurance departments have expressed the opinion that use
of rate verification slips is an excellent method of making certain of the correct
rate.
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Note.—The following definition of Burglary may be added to either of the
above clauses :
Burglary as used in this endorsement means the felonious abstraction of the
insured property from within a building or room by any person or persons making
felonious entry therein by actual force and violence of which there shall be
visible marks made upon the exterior of such premises at the place of such entry
by tools, explosives, electricity or chemicals.
When this clause is incorporated in either of these endorsements the forms
shall be known as TIRB-050-la and 2a (3-46) .
VABIATIONS BT STATES

*Territoriea vi to x, inclusive. (Except Florida)
Windstorm and Hail Deductible Endorsements—The following endosements
are required to be attached to policies which provide coverage at specified loca
tions in Territories VI to X inclusive and when the windstorm and hail tariff rate
subject to a deductible is used in calculation of the premium for the policy : (See
Florida Special Rules for Endorsements to be used there.)
Where Secondary Locations in Territories VI to X are to be covered for more
than the 10 percent automatic coverage provided under clause 4 (a) of the policy,
the following clause shall be added to the secondary location endorsement :
Florida.—Exclusion of Windstorm, etc. : Members may eliminate windstorm,
etc., coverage on unscheduled property in any principal or secondary residence
located in Florida, and waive the prescribed Florida Windstorm rate charge
applicable thereto, provided the following endorsement is attached to the policy :
"In consideration of the premium for which this policy is written, and not
withstanding anything contained herein to the contrary, it is agreed that this
policy does not cover loss of or damage to unscheduled personal property covered
hereunder, caused by or resulting from windstorm, cyclone, tornado, rain, high
water or tidal wave, while such property is in any residence owned or furnished
by the Insured in the State of Florida.
All other terms and conditions of the policy remain unchanged. Form TIRB050-29.
No credit for any existing insurance covering on property in Florida may be
allowed for any of the perils excluded by the foregoing endorsement.
Deductible of Windstorm, etc. : Where the tornado tariff provides rates for
risks written subject to a franchise or deductible and such rates are used, the
Personal Property Floater policy must be made subject to such franchise or de
ductible with respect to the risks of windstorm and tornado; otherwise
rates for full coverage must be used. In Florida the windstorm endorsement
deductibles are as follows :
(a) Where Principal Residence is in Florida :
"In consideration of the premium at which this policy is written, it is under
stood and agreed that each claim for loss or damage caused by windstorm,
cyclone or tornado to unscheduled personal property covered hereunder while
such property is in any residence(s) owned or furnished by the insured in the
State of Florida, shall be adjusted separately and from the amount of each such
adjusted claim or the applicable limit of liability, whichever is less, the sum of
$
shall be deducted, but in no event shall this company be liable for a
greater proportion of any such loss by windstorm, cyclone or tornado than the
total amount of insurance under item 3 (a) bears to 80% of the value of un
scheduled property covered hereunder. All other terms and conditions of the
policy remain unchanged." Form TIRB-050-20 (8-44).
(b) Where Principal Residence is Outside Florida: Where secondary loca
tions in Florida are to be covered for more than the 10% automatic coverage
provided under Clause 4 of the policy, the following clause should be added to
the secondary location endorsement shown on page PPF-7.
•1.1.61

TIRB Inland Marine Manual.
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"In consideration of the premium at which this policy is written, it is un
derstood and agreed that each claim for loss or damage caused by windstorm,
cyclone or tornado, to unscheduled property covered hereunder ordinarily situ
ated throughout the year in residences listed in this endorsement located in the
State of Florida, shall be adjusted separately and from the amount of each such
adjusted claim or the applicable limit of liability which ever is less, the sum of
$
shall be deducted, but in no event shall the Company be liable for a greater
proportion of any such loss by windstorm, cyclone or tornado than the total
amount of insurance provided by this endorsement bears to 80% of the value of
unscheduled property ordinarily situated throughout the year at the said resi
dence. All other terms and conditions of the policy remain unchanged." Form
TIRB-050-21 (3-45).
*Ohio.—In the State of Ohio the following Annual Premium Payment Endorse
ment must be used in lieu of the one appearing in the All Classes Section of
this manual :
In consideration of the rates at which this policy is written, it is understood
and agreed that the premium is payable as follows :
$
at the inception of the policy;
$
at the first anniversary;
$
at the second anniversary.
The total premium under this policy includes $
premium for fire insurance,
which amount shall be deemed paid by payment of the first installment as pro
vided above. Form TIRB-050-13 (6-54).
Kansas.—Renewal Certificates may NOT be used in connection with the Per
sonal Property Floater in Kansas. The Minimum Premiums as shown on
page PPF-3 are not to be used in Kansas ; the following are substituted therefor :
Knnsas minimum premiums
One year
$50.00
35.00
25.00
20.00
40.00

Full Coverage
$15.00 Deductible.
$25.00 Deductible.
$50.00 Deductible
$25.00 Partial Limitation

Three years
$125,011
87.50
62.50
50.00
100.01)

Tfeic York City.—The minimum premiums as shown on page PPF-3 are not to
be used in Queens, Bronx, Kings, and New York counties of New York State:
the following are substituted therefor :
New York City minimum premiums
One Year
Full Coverage..
$15.00 Deductible—
$25.00 Deductible
$50.00 Deductible
$25.00 Partial Limitation
•6.1.54

TIRB Inland Marine Manual.

$120. 00

oo.oo
75.00
50.00
10(1 Kl

Three Years
$300,011
225.011
187.5(1
125.00
250.00
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South Dakota.—The following rules and rates are effective In South Dakota :
Loadings— Unscheduled property—Entire State
Three Years
First $5,000
Next $5,000
Next $10,000
Excess of $20,000.

$2.15
1.45
.56
.23

MINIMUM PREMIUMS

Full Coverage
—
$15.00 Deductible
$25.00 Deductible
$25.00 Partial Limitation.

$100. 00
70.00
50.00
80.00

Note.—The $50.00 Deductible form is NOT filed iu South Dakota.
Dakota may be considered Territory XI.

For classification purposes. South

Tennessee.—The following rules and rates are effective in Tennessee :
Loadings—Unscheduled property—Entire State
Three Years
First $5,000
Next $5,000
Next $10,000
Excess of $20,000..

$2.95
1.75
.75
.25

MINIMUM PREMIUMS

Full Coverage
$15.00 Deductible
$25:00 Deductible
$50 Deductible
$25.00 Partial Limitation.

$50.00
35.00
25.00
20.00
40.00

$125.00
87.50
62.50
50.00
100.00

Note.—For classification purposes, Tennessee may be considered Territory XVII.

Wisconsin.—The following rules and rates are effective in Wisconsin :
Loadings—Unscheduled property—Entire State
One year

Three years

First $5,000
Next $5,000
Next $10,000
Excess of $20,000..

$2.15
1.45
. 56
.23

MINIMUM PREMIUMS
$50.00
35.00
25.00
40. 00

Full Coverage
$15.00 Deductible
$25.00 Deductible
$25 Partial Limitation.
Note.—For classification purposes, Wisconsin may be considered Territory XI.
orm is NOT filed in Wisconsin.

f

-,*"

Ti

$100. 00
70.00
50.00
80.00

The $50.00 Deductible

r
,
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* PERSONAL PROPERTY FLOATER
Attached to and forming part of Policy No.
of the
issued to
Insurance Company
at its
Agency. Dated
1.

19

PBOPERTT COVEEED

Personal property owned, used or worn by the persons in whose name this policy
is issued, hereinafter called the Insured, and members of the Insured's family
of the same household, while in all situations, except as hereinafter provided.
2.

PERILS INSURED

All risks of loss of or damage to property covered except as hereinafter provided.
3.

AMOUNTS OP INSURANCE

Insurance attaches only with respect to those items in this paragraph for which
an amount is shown and only for such amount in any one loss.
Item
Amount
(a) $
On unscheduled personal property, except as hereinafter
provided, including but not exceeding :
( I ) $250 on gems, precious and seiui-precious stones, jewelry, watches
and furs; but with respect to such property of the Insured and
members of the Insured's family of the same household this limita
tion shall not apply to loss or damage caused by fire, lightning,
windstorm, cyclone, tornado, hail, explosion, riot, riot attending
a strike, smoke or damage by vehicles or aircraft;
(II) $500 on notes, securities, stamps including philatelic property,
accounts, bills, deeds, evidences of debt, letters of credit, pass
ports, documents, railroad and other tickets;
(III) $100 on money including numismatic property.
(b) $
On scheduled personal jewelry, watches, furs, fine arts
and other property as per schedules attached hereto.
Each item shall be considered separately insured and for
not exceeding the amount shown on the schedule.
Total
$
4. With respect to unscheduled personal property ordinarily situated through
out the year at residences other than the principal residence of the Insured,
the Company shall not be liable in excess of ten per cent of the amount of
insurance set forth in Item (a) Paragraph 3.
5.

EXTENSIONS

Subject otherwise to all of the conditions of this policy, Item (a) Paragraph 3
includes :
(a) At the sole option of the Insured, personal property of others while on
the premises of the residences of the Insured and personal property of
servants while they are actually engaged in the service of the Insured
and while in the physical custody of such servants outside such resi
dences ;
(b) The actual loss of or damage (except by fire) to the residences owned
and occupied by the Insured caused by theft or attempt thereat ; or by
vandalism or malicious michief to the interior of the residences of the
Insured.
•(c) Actual loss of or damage to improvements, alterations or additions made
by the Insured to buildings occupied as residences by but not owned by
the Insured caused by fire, lightning, windstorm, cyclone, tornado, hail,
explosion, riot, riot attending a strike, smoke, damage by vehicles or
aircraft, but as respects such loss or damage the liability of the Com
pany is limited to 10% of the amount of insurance under Item (a)
Paragraph 3.
* In no event shall the Company's combined liability for loss or damage covered
under this Paragraph 5 and for insurance attaching under Item (a) of
Paragraph 3 exceed the amount of insurance shown in Item (a) of Para
graph 3.
•6.1.54 TIRB Inland Marine Manual.
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EXCLUSIONS

This policy does not insure
(a) Unscheduled property ordinarily situated throughout the year In states
where this form of policy is prohibited by law or by State Administrative
regulation ;
(b) Animals; automobiles, trailers, motorcycles, aircraft, boats or other
conveyances (except bicycles, tricycles, baby carriages, Invalid chairs
and similar conveniences) or their equipment or furnishings except
when removed therefrom and actually on the premises of residences
of the Insured.
(c) Property of any Government or subdivision thereof;
(d) Unscheduled property pertaining to a business, profession or occupation
of the persons whose property is insured hereunder, excepting profes
sional books, instruments and other professional equipment owned by
the Insured while actually within the residences of the Insured ;
(e) Against breakage of eye glasses, glassware, statuary, marbles, bric-abrac, procelains and similar fragile articles (jewelry, watches, bronzes,
cameras and photographic lenses excepted) unless occasioned by theft
attempt thereat, vandalism or malicious mischief, or by Are, lightning,
windstorm, earthquate, flood, explosion, aircraft, riot, strike, collapse of
building, water damage and accident to conveyance, nor unless likewise
occasioned, against marring or scratching of any unscheduled property ;
(f ) Against mechanical breakdown ; against loss or damage to electrical
apparatus caused by electricity other than lightning unless Are ensues
and then only for loss or damage by such ensuing fire ;
(g) Against wear and tear ; against loss or damage caused by dampness of
atmosphere or extremes of temperature unless such loss or damage is
directly caused by rain, snow, sleet, hall, bursting of pipes or apparatus ;
against deterioration, moth, vermin and inherent vice ; against damage
to property (watches, jewelry and furs excepted) occasioned by or
actually resulting from any work thereon In the course of any reflnishing,
renovating or repairing process ;
(h) Property on exhibition at Fairgrounds or on the premises of any Na
tional or International Exposition unless such premises are specifically
described herein;
* (i) Against loss or damage caused by or resulting from : (1) hostile or war
like action In time of peace or war, including action In hindering, combat
ing or defending against an actual, impending or expected attack, (A) by
any government or sovereign power (de jure or de facto), or by any au
thority maintaining or using military, naval or air forces ; or ( B ) by mili
tary, naval or air forces; or (C) by an agent of any such government,
power, authority or forces; (2) any weapon of war employing atomic
fission or radioactive force whether in time of peace or war; (3) insur
rection, rebellion, revolution, civil war, usurped power, or action taken
by governmental authority in hindering, combating or defending against
such an occurrence, seizure or destruction under quarantine or customs
regulations, confiscation by order of any government or public authority,
or risks of contraband or illegal transportation of trade.
ATT. OTHER TERMS AND CONDITIONS OF THE POLICY REMAIN UNCHANGED

TIRB-050 (6.54)

Agent

Senator Lehman. That, I think, concludes the hearing this after
noon. We have no further hearings scheduled at the moment. That
does not mean, however, that we may not have further hearings if the
necessity should arise in the opinion of the members of the committee.
Thank you very much.
(Whereupon, at 3 :20 p. m., the subcommittee recessed subject to the
call of the Chair.)
•6.1.54
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(The following were received for the record :)
Buckstone Farm,
Washington Crossing, Pa., March 3, 1956.
Hon. J. William Fulbright,
Senate Office Building,
Washington, D. C.
Deab Senator: We here are hopeful that you, one of our most intelligent states
men, will support the flood and disaster insurance bills.
Respectfully,
Sol Feinstoxe.
New York, N. Y., March 5, 1950.
Senator J. William Fulbright,
Chairman Senate Bunking and Currency Committee,
Senate Office Building, Washington, D. C:
Urge support of flood and disaster insurance bill. People cannot be expected
to bear loss from storm and hurricane damage without Federal insurance cover
age.
Mrs. S. Selsam,
Fire Island, N. Y.
Ocean Bay Park Dune Committee.
Islip, March 1, 1956.
Senator .1. William Fulbright,
Washington, D. C.
Dear Sir : We wish to support the flood and disaster insurance bill for Fire
Island, Long Island.
Consider this very necessary.
Yours truly,
Helen O. Dickekson,
Arthur Dickerson,
Arthur G. Dickerson.
Phyllis G. Dickersox,
Property owners on Fair Ifarbor.
Fire Island, and Islip, Long Island.

Kew Gardens, Long Island, N. Y.
March I,, 1056.
Senator J. William Fulbright,
Chairman, Senate Hanking and Currency Committee,
Senate Office Building, Washington, D. C.
Dear Sir : As a property owner on an ocean-front community on Fire Island.
Long Island, and have been drastically affected by the recent erosion, I urgently
request you to support the flood and disaster insurance bills.
Thank you for an effort you may expend in this direction.
Very truly yours,
(Signed) Louise B. Poppe.
(Typed) Mrs. John W. Poppe.

Hempstead, N. Y., March 5, 1956
Senator J. William Fulbright,
Chairman, Senate Banking and Currency Committee
Senate Office Building, Washington, D. C.
Dear Senator Fulbright: As a homeowner on Fire Island, I would like to
strongly urge your support of flood and disaster legislation in Congress.
Very truly yours,
Robert R. Lemkin.
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Faib Habbob Pbopebty Owners Association,
Fair Harbor, Fire Island, N. Y., March 4, 1956.
Senator J. William Fulbbioht,
Senate Building, Washington, D. C.
Deab Senatob Fulbbioht : We are in great need of help in securing passage
of flood and disaster legislation. Something must be done on a Federal basis
to help us with our problem. It is growing more and more serious.
On behalf of our entire association membership, I urge you to actively support
H. R. 4470.
Yours truly,
Alfred C. Hall. President.
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