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WASHINGTON, DC 20510

December 23, 2025

Mr. Peter Akwaboah

Acting Chief Executive Officer
Fannie Mae

1100 15th Street NW
Washington, DC 20005

Mr. Kenny M. Smith
Chief Executive Officer
Freddie Mac

8200 Jones Branch Drive
McLean, VA 22102

Dear Mr. Akwaboah and Mr. Smith:

We write to renew and expand an earlier request! from one of the undersigned for information
and answers relating to Fannie Mae and Freddie Mac’s risk management controls for backing
mortgages when the underlying asset is insured by a Demotech-rated insurer.

As climate disasters such as hurricanes, wildfires, and other extreme weather events, continue to
intensify in strength and frequency, and related losses balloon, studies have found that mortgage
lenders are increasingly offloading mortgages with higher climate-related and insurer
counterparty risks onto Fannie Mae and Freddie Mac (collectively, “the Enterprises”).? Despite
these risks, the Enterprises continue to purchase mortgages with property insurance coverage
from Demotech-rated insurers, which have been found to have higher rates of insolvency despite
high Demotech ratings. As increasing climate-related risks drive widespread insurer instability,
premium spikes, and homeowners’ insurance policy non-renewals, the Enterprises’ approval of a
lightly-regulated ratings firm with a checkered record poses systemic financial risk to the
housing market—and, ultimately, to American taxpayers.® We urge you to carefully assess the
reliability of Demotech’s insurer ratings as it relates to the mortgages the Enterprises will back,
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and to strengthen your oversight of insurer counterparty risk before the Enterprises once again
find themselves backstopping a volatile private market with disastrous potential consequences.*

Demotech’s deep involvement in the Florida insurance market—and its repeated methodological
shortcomings—raise profound governance and reliability concerns. Since the 1990s, Demotech
has served as the primary, and often only, rating provider for dozens of domestic Florida
insurance carriers. These firms often lack the capital, claims history, or national footprint
required to receive ratings from traditional ratings agencies like AM Best, S&P Global, or Kroll
Bond Rating Agency (KBRA).” Demotech filled a gap by offering its Financial Stability Ratings
(FSRs) based on forward-looking business models and reinsurance plans, rather than on
demonstrated financial resilience.® In 1989, Fannie Mae became the first Enterprise to accept
Demotech’s “A” rating as sufficient for federally-backed mortgage eligibility, and Freddie Mac
followed in 1990.7 At the time, this policy may have served a legitimate purpose—providing
potential homeowners access to federally-backed mortgages as major ratings agencies were
avoiding smaller, newly capitalized insurers in the Florida market. But more than three decades
later, a series of troubling decisions has called the legitimacy of Demotech’s ratings into
question, but there is no indication that either Enterprise has revisited whether Demotech’s
methodology meets modern risk standards, let alone raised the minimum threshold purchasing
Demotech-backed mortgages or required a dual rating.®

This lack of reevaluation is particularly striking given a 2023 study conducted by researchers at
Columbia Business School, Harvard Business School, and the Federal Reserve Board that found
that Demotech-rated insurers in Florida significantly underperformed their peers across every
observable metric of financial and operational strength. According to that analysis, although
99.7 percent of Demotech’s ratings are “A” or higher—the Enterprise-required Demotech rating
for insurers—nearly 20 percent of Demotech-rated Florida insurers became insolvent between
2009 and 2022 while carrying an “A” rating. By contrast, none of the insurers rated by
traditional agencies like AM Best or KBRA failed during the same period.® Following the
paper’s publication, the Senate Budget Committee held a hearing on troubles in Florida’s
insurance, mortgage, and property markets.!” One of the authors of the paper confirmed at the
hearing that, “if you look at the number of exams of the Demotech rated insurers|,] that by the
way have a 20 percent insolvency rate relative to zero percent for traditional insurers, they get
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examined at the same rate as the traditional insurers . . . , which is not something that you would
expect.”!! She added that she and her fellow authors’ “analysis shows that many [Demotech-
rated insurers] actually would not be eligible under the methodologies of other rating agencies,
implying that in many cases these ratings are inflated, and that the [Enterprises’] insurer
requirements are miscalibrated.”!?

More recently, the Wall Street Journal published an investigation into Demotech’s troubled
ratings history nationwide. The Journal’s investigation found that “one in 10 insurers
nationwide that Demotech rated A as of Dec[ember] 31, 2014, defaulted—meaning they were put
into liquidation or had other solvency-related actions taken by regulators—by the end of last
year.” Of the 15 property and casualty insurers that collapsed in Florida and Louisiana from 2021
through 2023, “[a]ll but one had been rated A by Demotech within a year of its insolvency.”!?
The Journal also reported that Demotech was slower to issue downgrades to failing insurers than
its peer ratings agencies, finding that “[s]ince 2017—the first year for which Demotech publishes
historic ratings online—17 home insurers it rated have gone under, leaving behind at least $1.7
billion in unpaid claims.” The Journal’s analysis also found that Demotech-rated insurers “were
30 times as likely to become insolvent as those graded by its main rivals.”'* This staggering
failure rate shows that Demotech’s rating criteria offer little real-world protection to
homeowners, lenders, or the mortgage market.

Demotech’s ballooning woes and dominant market share in Florida are so significant that even
industry groups have raised alarm. In 2022, the Florida Association of Insurance Agents (FAIA)
warned that “after 25 years, Demotech virtually holds a monopoly on issuing financial strength
ratings to Florida domestic carriers while being largely unknown/unnecessary in other parts of
the country.”!> Since then, however, Demotech has broadened its national presence—now rating
insurers that collect one-third of home insurance premiums in Louisiana and close to a quarter in
Rhode Island, South Carolina, and Texas.!® The CEO of FAIA was recently quoted as saying
that “Demotech’s late-stage downgrades have ‘absolutely made a lot of people in Florida’s
insurance market question what does this [rating] really mean?’”!’

Given this evidence, it is troubling that neither Enterprise seems to have revisited the allowance
of a minimum Demotech financial stability rating of “A.”!'® In fact, there is no indication that
Fannie Mae or Freddie Mac has ever reevaluated whether Demotech’s methodology meets
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modern risk standards, let alone raised the minimum threshold or required a dual rating. '
Continued reliance on Demotech’s frequently inaccurate financial strength ratings leaves the
Enterprises and taxpayers vulnerable to systemic shocks. A climate-fueled insurance collapse in
a state like Florida could ripple through mortgage-backed securities, trigger defaults, and
destabilize the market, threatening a repeat collapse of the Enterprises such as what we saw in

2008.

Given the importance of insurer financial strength ratings and climate risk management to the
stability of the housing market and the U.S. economy more generally, we request that you
provide answers to the following questions no later than January 13, 2026.

1.

When did your enterprise last conduct a review—either internally or through an
independent third-party auditor—of its property insurer rating requirements, including
Demotech’s methodology, ratings thresholds, other relevant metrics, and—ultimately—
eligibility status?

Has your enterprise conducted a comparative performance evaluation of insurers rated by
Demotech compared to all other insurance rating organizations currently approved under
your respective selling guides? If yes, please list all such evaluations dating from 2008
through the present and provide copies of those evaluations.

Between 2008 and the present, has your enterprise engaged in discussions about whether
to raise the minimum acceptable ratings, including raising the minimum Demotech rating
above an “A” or to require dual ratings for insurers rated by Demotech? If yes, please
indicate when those discussions took place and provide all documentation reflecting
those discussions.

In a late 2024 meeting with Senate Budget Committee staff, Fannie Mae staff disputed
that lenders offload riskier loans, such as those backed by companies like Demotech
and/or those in higher risk areas, onto the Enterprises, stating there is “no material risk.”
Please provide any insurer counterparty risk analyses conducted by Fannie Mae? What is
Freddie Mac’s position as to whether lenders offload such riskier loans onto the
Enterprises and, if so, whether there is a “material risk” in doing so?

Respectively, how mortgages do the Enterprises back that rely solely on Demotech-rated
insurers? What is the total unpaid principal balance and geographic concentration of such
loans?

Does your organization maintain contingency plans for a large-scale failure of Demotech-
rated insurers in hurricane- or wildfire-exposed regions?

In light of the U.S. Department of the Treasury’s Federal Insurance Office report titled
Analyses of U.S. Homeowners Insurance Markets, 2018-2022: Climate-Related Risks and
Other Factors (January 16, 2025), and the Columbia-Harvard-FRB study, what steps are
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you taking to independently verify insurer solvency and ratings reliability in light of
rising climate-related risks?

Sincerely,
Sheldon Whitehouse Ron Wyden Elizabeth Warren
United States Senator United States Senator United States Senator
Ranking Member Ranking Member Ranking Member
Committee on Environment Committee on Finance Committee on Banking,

and Public Works Housing, and Urban Affairs



