
 

April 10, 2013 

 

Dear Chairmen Camp and Baucus and Ranking Members Levin and Hatch: 

 

The undersigned members of the Coalition and others are writing to express our concern about a 

proposal within the Obama Administration’s FY 2014 Budget which would deny a tax deduction for certain 

reinsurance premiums paid to foreign-based affiliates by domestic insurers. At a time when the 

Administration is encouraging foreign direct investment to support the Northeast in rebuilding after 

Hurricane Sandy, it is unthinkable that the President would propose a tax on foreign affiliate reinsurance 

which would only serve to limit US insurance capacity and drive up the cost of insurance, a major threat to 

homeowners and small businesses, particularly those in disaster-prone states.  

 

The President’s budget proposal closely resembles legislation (HR 3157 and S 1693) introduced by Rep. 

Richard Neal (D-MA) and Sen. Robert Menendez (D-NJ) in the 112th Congress that an analysis shows 

would drastically raise insurance rates across the country. In an economic impact study of the Neal-

Menendez bill, the Brattle group, a leading economic consulting firm, found that the proposed tax would 

reduce the net supply of reinsurance in the US by 20 percent, forcing Americans consumers to pay a total 

of $11 to $13 billion a year more for the same coverage they currently have. Further, because of the 

design of the proposed tax, it would significantly disrupt insurance markets, yet fail to raise much 

revenue. 

 

Consumer advocates, state officials, risk specialists, insurance industry experts, trade negotiators and 

many others strongly oppose the Administration’s budget proposal as well as any similar to legislation. 

Before any regulatory or legislative decisions can be made about the future of reinsurance in the United 

States, decision-makers must consider the outpouring of opposition against this proposal from those who 

will suffer most of the consequences. 

 

The Proposal Ignores the Facts 

Global reinsurance is essential for American consumers and businesses whether they face earthquakes in 

California, hurricanes on the Gulf Coast, tornados in Midwest or need to protect businesses from 

terrorism in New York and other major metropolitan centers. The ability to pool US hurricane and 

earthquake risks with the risks for typhoons in Japan or earthquakes in Latin America means US coverage 

costs less than it would without reinsurance. 

 

The role of reinsurance was most recently exemplified in the Northeast United States in October of last 

year. Estimated losses from Hurricane Sandy currently stand at over $19 billion but may reach $25 billion. 

Regardless of the final totals, international insurance companies are expected to cover nearly 50 percent 

of losses, estimated today at more than $9 billion and potentially reaching an estimated $12billion. In 

addition, Congress acted in early January to increase the borrowing authority of the National Flood 
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Insurance Program (NFIP) by $9.7 billion so that it could effectively respond to the impact of Hurricane 

Sandy. Taxing global insurance companies would hinder the NFIP effort’s to implement some of the deficit 

reduction provisions of the 2012 reauthorization.  

 

Record heat also wreaked havoc across America in 2012. In its year-end crop report, the US Department 

of Agriculture (USDA) detailed heavy losses caused by the worst drought in 50 years. Corn farmers, for 

example, produced less than three-fourths of the corn the USDA anticipated when planting was done in 

the spring. In response, preliminary data from insurance and reinsurance investor analyst reports at the 

close of harvest in November 2012 estimate that 85 percent of privately insured crop losses (an estimated 

$1.2 billion) will be paid by international reinsurers. 

 

Hurricane Sandy and the 2012 drought underscore the important role that international reinsurers play in 

times of crisis. Global reinsurers are financially strong and have substantial capacity to support US 

insurance companies as they review their portfolios in light of claims. Efforts to create a punitive tax 

regime on international carriers simply ignore this year’s disastrous weather. And predications for the 

future don’t hold much promise. A 2012 report by the catastrophe risk management firm Karen Clark & 

Co., based on an analysis of more than a century of hurricanes, warns that the United States can 

anticipate insured losses of at least an average of $10 billion from a hurricane every four years. Simply 

put, the less insurance capacity we have to battle these storms, the higher the costs will be for US 

consumers.  

 

US Consumers Will Be Left With the Bill 

A robust insurance market open to as many competitors as possible is essential to consumers. This is 

particularly understood by those who live in the states with the greatest exposure to natural disasters, 

which have experienced crises of insurance availability and affordability, and those who buy certain 

classes of commercial insurance that have historically suffered from contractions in availability of 

coverage.  

 

For example, in 2005, Hurricane Katrina caused total losses of $125 billion. Insured losses amounted to 

$62.2 billion, with foreign insurers and reinsurers paying more than 60 percent. Similarly, in the aftermath 

of the 2001 terrorist attacks on New York, international insurance and reinsurance firms paid 64 percent 

of the estimated $27 billion in US payouts for the claims. In both these cases and as reinforced by 

Hurricane Sandy and the 2012 drought, the worst in over 50 years, domestic private insurance and 

reinsurance markets just don’t have enough capacity to meet the demand for catastrophe coverage. 

 

In a state like Florida which is most vulnerable to natural disaster, Brattle estimates that with the 

proposed reinsurance tax consumers could see their insurance bills increased by more than $817 million. 

The price of Commercial Multi-Peril Insurance would soar by 12.6 percent to $264 million a year in added 

costs for Florida businesses, and the price of Homeowners Multi-Peril insurance would go up by 4.2 

percent, resulting in $266 million a year in added costs for Florida families. 

 

For these reasons, insurance regulators from Florida, Georgia, Louisiana, Mississippi, North Carolina, 

South Carolina and the Florida Insurance Consumer Advocate have gone on the record opposing this 

proposed tax. Furthermore, the Louisiana, Florida, and Texas legislatures have all passed resolutions 

condemning a tax on reinsurance. 
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The Global Impact 

In 2011, the largest catastrophic losses occurred outside the US. In a dramatic test of market 

performance, more than 60 percent of the losses in Australia, Japan and Thailand were largely paid for by 

reinsurers. Even with record-setting losses, large amounts of reinsurance were available in 2012 because 

the business model is resilient because it can rely on global pooling of losses to achieve diversification.  

This budget proposal would disallow a deduction for certain reinsurance premiums paid by a US insurer to 

an international affiliate. In effect, this is designed to punish international insurers by imposing additional 

taxes on their US operations. It essentially imposes an isolationist tariff on international insurance 

companies conducting business in the US, ultimately denying them a key risk management tool everyone 

else uses.  They would have to either replace affiliate reinsurance with non-affiliate reinsurance or raise 

more capital. This would force the industry as a whole to reduce the size and scope of their US offerings 

to fit with their existing subsidiary capital bases. Above all, it would make reinsurance more expensive, 

leaving the companies and consumers that depend on reinsurance the most without affordable insurance.  

 

Moreover, this punitive tax change on international insurers would foreclose their use of a business 

model that US insurers will continue to widely use. In fact, today in Brazil, the same US insurers that 

promote this tax are seeking to overturn  a similar regulation which restricts the use of affiliated 

reinsurance between their Brazilian subsidiaries and their US parents – essentially dramatically limiting 

their operations in that country.  
 

The Proposal Violates Longstanding US Tax and Trade Policy 

The Obama budget proposal violates longstanding US tax policy that calls for the application of an arms-

length standard for related party, cross border dealings. In the insurance business, related party 

transactions are well documented; they are subject to approvals by state insurance regulators. Abundant 

comparative market regulatory information is available to enforce the so-called transfer pricing rules. The 

IRS has authority to enforce these laws as they relate to reinsurance transactions. The changes proposed 

are contrary to decades of US tax and trade policy and inconsistent with existing U.S. tax treaty 

obligations.  They could spur retaliatory actions by other countries and ultimately damage relationships 

with important U.S. trading partners.   

 

Additionally, this tariff would violate World Trade Organization (WTO) commitments. While one of the 

basic principles of the WTO is that a country cannot treat a foreign company worse than it treats its own 

companies, these proposals clearly single out foreign reinsurers for treatment worse than U.S. reinsurers.  

Specifically, they subject foreign reinsurers – but not US reinsurers – to an arbitrary test to limit the tax 

deductibility of reinsurance premiums paid to them by their US-based affiliates. Just as foreign countries 

cannot protect their insurance markets for their domestic insurance companies and treat US companies 

unfairly, the US cannot protect the US market for domestic insurance companies and treat foreign 

companies unfairly.  This is why the European Union and countries like the United Kingdom, Switzerland 

and Germany have complained that this tax would violate WTO commitments and tax treaties. 

 

Congress Should Make the US More Competitive, Not Punish Consumers 

As lawmakers continue to fight for aid to help rebuild from Hurricane Sandy and support farmers 

devastated by the drought, the US needs a robust insurance market that is open to as many competitors 

as possible and encourages foreign direct investment. We urge you to oppose this proposal that is 

supported by a small group of self-interested US insurance companies. These proposals are isolationist 

measures aimed at benefiting some competitors in the market at the expense of others.  The US certainly 

doesn’t need a perfect storm of higher taxes, a less competitive marketplace and increased insurance 

costs. Ultimately, consumers and small businesses from the heartland to the coast and everywhere in 

between will suffer if this change is approved. 
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Sincerely, 

 
Florida Consumer Action Network (FCAN)  
Consumer Federation of the Southeast  
Risk and Insurance Management Society (RIMS)  
Organization for International Investment (OFII) 
Competitive Enterprise Institute (CEI)  
Americans for Tax Reform  
Associated Industries of Florida  
Florida Chamber of Commerce  
Dublin (Ireland) International Insurance and                          

Management Association (DIMA) 
Insurance Europe  
National Risk Retention Association (NRRA)  
National Taxpayers Union  
Munich Reinsurance America  
ACE Group 

Captive Insurance Council of the District of Columbia  
Captive Insurance Companies Association (CICA) 

Coalition for Competitive Insurance Rates  

Florida Insurance Council  
R Street Institute  
Association of Bermuda Insurers and Reinsurers   
Montana Captive Insurance Association  
Vermont Captive Insurance Association  
XL America  
Arch Capital Group Ltd.  
Argo Group  
Zurich  
Allianz of America  
International Underwriting Association of London Ltd.  

 

 

 

 
 


