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Florida’s Reedy Creek Improvement District
Could private government help fix

Florida’s property insurance system?

By Arin Greenwood

Executive Summary

Walt Disney World sits on of 25,000 acres in Central Florida governed and managed by an essentially “private”
government—the Reedy Creek Improvement District (RCID). RCID levies taxes on its residents, devises and
enforces building codes, handles waste management and fire protection, issues bonds to finance infrastructure
projects, and performs many other functions ordinarily performed by local governments.

RCID and Disney have been remarkably successful at avoiding insured losses. Even during the state’s
notorious and financially ruinous 2004 hurricane season, Disney suffered only $50,000 worth of damage. RCID’s
administrator and others chalk at least part of this resilience to RCID being Disney’s private government.

Florida’s property insurance problems are many, deep, and well documented. Its market is filled mostly
by small insurers based in the state, the majority of which have lost money in recent years after considerable
storm payouts. Rates are kept artificially low, which has driven large insurers out of state. Another important
factor that has driven many large insurers out of the market is the presence of Citizens Property Insurance
Corporation—known as Citizens—a government agency that competes directly with private insurers for
many policies. It has sold more than 1 million policies, is the state’s largest insurer overall, its rates are kept
artificially low, and any Florida resident who receives a rate quote 15 percent higher than the Citizens rate is
eligible to purchase a Citizens policy.

In addition to undercutting private sector competitors by offering below-market rates, this state insurer
is an outright liability for the state’s resiliency against the major tropical storms to which it is exposed. It
effectively subsidizes development in fragile wetlands and other natural storm buffers. In the event of a major
storm—a possibility that is always imminent—Citizens could end up owing as much as $21 billion in claims, of
which it will likely have less than $13 billion to pay. Florida’s Hurricane Catastrophe Fund, which is also state-
run, is the largest reinsurer in Florida. A recent conservative estimate places its shortfall at just over $7 billion,
though most would put the shortfall closer to $20 billion.

A major storm could throw Florida into a state of financial crisis. And proposals to correct this crisis
are yet unavailing. While small in scale in relation to the state’s insurance and storm mitigation needs, could
Disney’s model of private government provide some ideas on at least one way of reducing Florida’s massive
insurance exposure by creating hardier properties?

As Florida’s legislators look for politically feasible ways to save wetlands, save money, and keep
Florida’s Citizens Property Insurance Corporation and Catastrophe Fund solvent, Disney’s Reedy Creek

Improvement District offers a compelling—though not uncontroversial—example of how private government
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can help reduce taxpayers’ burden in paying for storm mitigation, while giving flexibility and control to private
landowners.

In trying to find a mix of politically feasible solutions to Citizens’ excessive liability and lack of
competition in Florida’s property insurance market, the legislature should consider the case of RCID—
specifically whether encouraging the creation of other private government bodies in Florida might have similar
success in building resistance to storms. Such increased resilience would lessen Floridians’ exposure to the

physical damage and financial losses that storms cause.
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Introduction

Walt Disney World sits on of 25,000 acres in Central Florida governed
and managed by an essentially “private” government—the Reedy Creek
Improvement District (RCID). RCID levies taxes on its residents,
devises and enforces building codes, handles waste management and fire
protection, issues bonds to finance infrastructure projects, and performs
many other functions ordinarily performed by local governments.'

RCID and Disney have been remarkably successful at avoiding
insured losses. Even during the state’s notorious and financially ruinous
2004 hurricane season, Disney suffered only $50,000 worth of damage.
RCID’s administrator and others chalk at least part of this resilience to
RCID being Disney’s private government.

Florida’s property insurance problems are many, deep, and well
documented. Its market is filled mostly by small insurers based in the state,
the majority of which have lost money in recent years after considerable
storm payouts.” Rates are kept artificially low (subject to approval by the
insurance commissioner), which has driven large insurers out of state.
Another important factor that has driven many large insurers out of the
market is the presence of Citizens Property Insurance Corporation known
as Citizens—a government agency that competes directly with private
insurers for many policies. It has sold more than 1 million policies, is
the state’s largest insurer overall, its rates are kept artificially low, and
any Florida resident who receives a rate quote 15 percent higher than the
Citizens rate is eligible to purchase a Citizens policy.?

The Florida legislature has tried to shrink Citizens, for good
reason. In addition to undercutting private sector competitors by offering
below-market rates, this state insurer is an outright liability for the state’s
resiliency against the major tropical storms to which it is exposed. It
effectively subsidizes development in fragile wetlands and other natural
storm buffers.* In the event of a major storm—a possibility that is always
imminent>—Citizens could end up owing as much as $21 billion in claims,
of which it will likely have less than $13 billion to pay.® (And a large
portion of that would come from the Hurricane Catastrophe fund which,
itself faces problems.) Florida’s Hurricane Catastrophe Fund—known
as the Cat Fund—is also state-run, and is the largest reinsurer in Florida.
Estimates vary as to how much the Cat Fund would have to pay out in the
event of a large storm, but a recent conservative estimate places the Cat
Fund’s shortfall at just over $7 billion, though most would put the shortfall
closer to $20 billion.”

Florida's property
insurance problems
are many, deep, and

well documented.
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What people usually
do not think of when
they think of Disney
World is what makes
those other, public
parts possible and
comprises the largest
part of Disney's
25,000 acres.

A major storm could throw Florida into a state of financial crisis.®
And proposals to correct this crisis are yet unavailing. While small in
scale in relation to the state’s insurance and storm mitigation needs, could
Disney’s model of private government provide some ideas on at least
one way of reducing Florida’s massive insurance exposure by creating

hardier properties?

Private Government as Government

Walt Disney World sits on a 25,000-acre swath of land. This massive area
of land, which was once swamp and cow pasture, is now home to four
theme parks—the Magic Kingdom, EPCOT Center, MGM Studios,

and Animal Kingdom—two water parks, 22 resorts, five golf courses,
hundreds of restaurants, live theaters—Cirque de Soleil and House of Blues—
a 24-screen movie theater, gaming arcades, a pony farm, dozens of shops,
and many other businesses that people associate with Walt Disney World.

What people usually do not think of when they think of Disney
World is what makes those other, public parts possible and comprises the
largest part of Disney’s 25,000 acres. This is, after all, one of the country’s
largest single-site employers, with 60,000-odd employees’® (known as
“cast members”)—there are some 200,000-300,000 people within Disney
World’s boundaries at any given time'®!'—and it takes a lot of behind-the-
scenes work to keep that going. It also takes a fire department, utilities,
engineering services, building code enforcement personnel, ground
workers, and many other services that any other small city would require,
and then some.

For example, Disney grows its own bananas for the Animal
Kingdom’s gorillas to ensure that they do not eat fruit grown with
pesticides. The banana grove is next door to a nursery where potted plants
are grown and complex plant sculptures—trees in the shapes of animals
and Disney characters—are created. Then there are solid waste treatment
and power generation facilities. There are also the natural elements of
the property, which most visitors never see, such as the enormous and
untouched Bay Lake in the northern part of the property, expansive wetlands,
and 58 miles of canals that keep water from turning the property back into
the swamp it was 40 years ago.'"”

When Walt Disney decided to build Disney World in Florida, he
wanted to avoid certain problems he had experienced with Disneyland in
California.!® Disney felt that California’s Disneyland was insufficiently

autonomous in ways that hindered its expansion and growth. He believed
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that his California property was not big enough, and that had allowed what
he considered undesirable businesses—low-rent types and competitors—to
move in on the outskirts of Disneyland.!'*

In Florida, Disney bought up 25,000 acres of central Florida
swampland and cow pasture, carved out from two adjoining districts,
Orange and Osceola counties. This swathe would be enough not only for
the parks and other attractions Disney already had in mind, but also for
future expansion and to create a physical buffer from the outside world.

Disney also wanted administrative buffers from the outside world.
To build the Magic Kingdom, he knew he would need reliable power and
other services, as well as certain freedoms that other developers did not
have—such as freedom from ordinary building and zoning codes both
to ensure that he could build the unusual sorts of structures he wanted to
build without running afoul of state and municipal codes, and to ensure
that services would be provided in the manner he believed suitable for his
expansive vision for Walt Disney World.

Florida already allowed for the creation of special districts—an
arrangement that allows private parties to create units of local government
to take on limited powers or to perform services that are normally held
or performed by municipal and county governments.'’ These forms of
government have existed in Florida for almost 200 years—they were used
to finance and create roadways, and as Florida needed more development,
more and more special districts were created.!®!” Most special districts are
specialized. They take on specific functions like mosquito control or road
building, while leaving to general local and state governments all other
governmental duties and powers.

“When Disney came, the Orange County government was not
ready to deal with Disney as an entity,” says RCID District Administrator
Ray Maxwell. “Twenty-five thousand acres, and located way out here,
and there wasn’t a house anywhere on it—it was wetlands, it was lakes,
it was old citrus lands. And Disney bought it up at $250 an acre under
assumed names. So basically Disney said, ‘Hey, we’ve got to have some
governmental help in doing some things, and there’s nobody sophisticated
to know what kind of buildings we’re going to build and all that sort of
thing.””

Disney’s 25,000 acres were originally deemed a special drainage
district in May 1966."® It was called the Reedy Creek Drainage District,
and its purpose was to drain and reclaim the swampy, wet acres and create

a drainage infrastructure that would allow for building and development

Florida already
allowed for the creation
of special districts—
an arrangement that
allows private parties
to create units of local
government to take

on limited powers or
to perform services
that are normally

held or performed by
municipal and county

governments.
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Central Florida,
where Walt Disney
World in Orlando is
located, is not the
most hurricane-prone
part of Florida, but

it is far from immune

from hurricanes.

on those lands. The district was authorized to issue tax-exempt bonds to
finance these projects. In 1967, the Florida legislature expanded Reedy
Creek’s powers, and the Reedy Creek Drainage District became the Reedy
Creek Improvement District. The Florida Supreme Court ratified the
creation of RCID in 1968."

The State of Florida granted to RCID powers that look more
like those exercised by a general government, including the powers to
control mosquitoes, provide for the reclamation, drainage, and irrigation
of land, and to establish flood, water, and erosion control. RCID was
also authorized to create and enforce building and safety codes, to own,
operate, and maintain power plants, and to own, operate, and maintain
waste collection and disposal systems, just for a start.?’ It was also given
the power to generate nuclear energy (but has not used this power)*' and
was granted the power of eminent domain, which it has used sparingly.

To perform these traditionally governmental duties, RCID has a
panoply of government offices and operations.* It has divisions dedicated
to finance, emergency services, environmental services, building and
safety, information technology, and planning and engineering. RCID has
a zoning board that meets occasionally, on an “as needed” basis.*

RCID is also bound by Florida’s “Government in the Sunshine”
rules, which ensure public access to government records, documents, and
meetings.?

Ray Maxwell says that in being the Disney property’s private
government, RCID has developed a close relationship with the Disney
Company. He says that this close relationship allows RCID and Disney
to work together smoothly with knowledge of each others’ processes and
priorities—and thereby ensures that there are not other constituents making
demands on RCID’s resources. It also allows RCID to ensure that the

theme parks are safe—including safe from hurricanes.

How Private Government Helps Keep Disney World

Safe from Hurricanes

Central Florida, where Walt Disney World in Orlando is located, is not
the most hurricane-prone part of Florida, but it is far from immune from
hurricanes. Disney World, which opened in 1970, was built to withstand
winds in excess of 100 miles per hour. It went more than 30 years without
being put to the test. Then came the summer of 2004, when, in the span

of a little over a month, central Florida was hit by three major hurricanes:
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Charley, a Category 4, hit Florida on August 13; Francis a Category 2, on
September 5; and Ivan, a Category 3, on September 15.
Ray Maxwell says that he remembers being in the sunny Bahamas
watching TV news coverage of Hurricane Charley.?® He wondered what he
would come home to at his own central Florida house, and at Walt Disney Wa lt Disn ey Wor ld_
World, where he would be largely responsible for figuring out how to
repair any hurricane damage. Maxwell could have come home an enormous
to a disaster. prop erly—suﬁere d

There are a handful of major ways in which property is harmed
during and after hurricanes—surge, water, wind, and disruption of utility OI’lly $ 5 0’ 000 worth
systems are the main ones—and central Florida suffered from all of them 0 f dama ge fl"O m the
in 2004.?” Flooding was rampant, roofs were ripped off of homes, and
power lines went down. Hurricane Charley caused one and a half million ﬁl" st hurricane and
residents to lose power?*—many for more than a week.? Area schools and not much more fl"O m
shops closed, farms lost crops and animals, tourists and conventioneers
cancelled bookings, and flooding reached record levels, which led to l‘]’l@f oll OWll’lg two.
record insurance claims. Insurers were so besieged with hurricane-related
claims that at least one insurance company—American Superior Insurance
Company—went into receivership.*® For central Florida—and throughout
the state—these hurricanes were, quite literally, a series of unmitigated
disasters.
Maxwell’s own lakeside house—close to but not in RCID—
suffered $78,000 worth of damage from Charley, the first hurricane,
including damage to the roof and a decimated boat house. However, Walt
Disney World—an enormous property—suffered only $50,000 worth of
damage from the first hurricane—some downed foliage, and some shingles
ripped off a couple of buildings which had been scheduled for renovation,
anyway— and not much more from the following two. Disney’s power
never went out. The streets were opened within a few hours after the rains
stopped. Most of Disney’s parks reopened within a day.?!
How did Disney escape the 2004 hurricanes so lightly? Ray
Maxwell says that a number of factors contributed to Disney’s low
hurricane damage—all structures are built to code, for example, and
anything that could fly in the wind is tied down before the winds pick up.
Well-planned on-site wetlands protection (which helps to absorb flood
waters) and advanced drainage systems also contribute to this successful
damage mitigation.*

Maxwell also attributes some of Disney’s lack of damage to
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When Disney wants
to build a new
attraction or a new
structure, RCID s
manager of building
safety and inspectors

participate in the

process from the start.

the fact that Disney resides within its largely “private” government—a
government that was created to perform a great but not unlimited number
of governmental functions for one large taxpayer with a long-term interest
in a large parcel of land. This private government helps Disney fare well
against hurricanes in a number of ways.

One way is by developing codes and code inspection systems that
allow Disney to build superior structures. When Disney wants to build a
new attraction or a new structure, says Jerry Wooldridge, RCID’s manager
of building safety and inspectors participate in the process from the start.
They sit in on initial planning meetings so that they can alert Disney to
any potential code and safety problems and work with Disney to overcome
those problems.

This unity of action, says Wooldridge, helps account for better
structures that can withstand storms. “Most jurisdictions don’t see a plan
until it comes in for permitting,” he says. “For us, we have the ability for
having worked on it for three years before it comes in for permitting, so
we know what the issues are. We can turn things around quicker. And
we’ve ferreted out problems and catastrophes long before they come in
for permitting.”

Another way is by working with Disney—and with other
government agencies—to plan Disney’s development of a large, wetlands-
rich piece of land in a holistic way that minimizes flooding.

For instance, in the early 1990s, RCID helped Disney negotiate
three long-term permits with the Florida Department of Environmental
Regulation, the Army Corps of Engineers, and the South Florida Water
Management District—three agencies that regulate aspects of RCID. RCID
Manager of Planning and Engineering Kate Kolbo says that in the past, these
agencies had changed their regulations as Disney’s development plans
were in process. “They would start out planning with a piece of land they
thought they would be able to develop and by the time they got to the time
when they were ready to apply for permits to develop it the rules were all
different from when they had started planning,” she says. “And it was like,
wait, we’ve wasted all this time. And this was not working for us.”

The result—two years and $1 million endowed towards wetlands
mitigation later—was three separate permits that allowed RCID to
identify what would be developed in the future, what wetlands RCID and
Disney would be able to impact, what wetlands would be set aside as
conservation, and what would be set aside as mitigation for wetlands that

RCID and Disney would be able to impact. “Developments are always
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better and come up with the least amount of impact if you can come

up with a long range plan for how you’re going to do it,” says Kolbo.
“Working on conservation and development together allows for the
meeting of development needs—keeping developments dry—and also the
conservation needs. Drainage, water conservation, keeping developments
from flooding, and keeping wetlands healthy—it’s always been puzzling to
me why people think they should be so opposite of one another. You want
to build a hotel and you don’t want your parking lot flooded.”

Finally—and perhaps most critically—RCID, as Disney’s private
government, is able to protect Disney from hurricanes by taxing it at levels
that allow it to devote resources to hurricane protection, and by not having
to answer to other taxpayers—not like general governments. Maxwell says
that RCID has it “easier because of one land owner, one governmental
entity. More than one landowner would be hard. It would be difficult for
Orange County to do what we do. We’re closer, we understand.”

While this close relationship is also the source of criticism,* those
who work for RCID insist that RCID is still, importantly, a government,
not a branch of Disney. RCID Fire Chief Ray Colburn—who has been
with RCID for 30 years—says the separateness is real and essential if he
is going to make sure that Disney is compliant with the fire code. “I feel
separate [from Disney] and I make sure I continue to feel this way,” he
says. “Every once in a while I will admit that someone from Walt Disney
World thinks I work for them. [But] I can’t do the things I need to do
as fire official and feel like I work for the Walt Disney World. It would
compromise my ethics. I have two books on my desk—the Bible and

Government in the Sunshine.”**

Could This Work Somewhere With Permanent Residents—
and Should It?
If RCID is to provide a model by which Florida’s public insurance liability
could be lowered, then the model would have to be expanded to include
permanent residents, since the Citizens Property Insurance Corporation
and the Florida Hurricane Catastrophe Fund —and the proposed national
catastrophe reinsurance fund—do not insure commercial properties.
RCID for its part does not have permanent residents. The 40-some
residents of RCID’s two “cities” are all renters, who live in trailers; RCID
de-annexed Celebration—its “New Urbanist” residential/commercial
development—in the early 1990s.% Disney never intended to be in the

residential market for the long-term, says Maxwell; Disney does theme
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A tremendous amount
of RCID s and
Disney s mitigation
success is due to

the unity of interests
between these two
entities and the lack
of competing interests
vying for resources
and for policy

changes.

parks, not schools and hospitals. Moreover, under the applicable laws,
residents of Celebration would eventually have had voting rights, and
could have elected members of the Board of Supervisors.

A tremendous amount of RCID’s and Disney’s mitigation success
is due to the unity of interests between these two entities and the lack
of competing interests vying for resources and for policy changes. With
permanent residents would come the splintering of interests—permanent
residents want different things: one an exemption from land use regulations
which preserve the property’s wetlands, another for potholes on her street
to be repaired; another toward after-school programs; and so on This
splintering could partly be controlled in two ways. First, by limiting the
number of powers the private government takes on, since permanent
residents can only demand from their governments things those
governments are able to provide. Second, through contractual limitations
on residents’ rights, such as age limitations and property usage limitations
enacted and enforced by private some homeowners’ associations —along
with a lot of resolve.*

Would anyone want to live in a place with these many restrictions?
Perhaps so, says Rollins College urban politics professor Richard
Foglesong, author of Married to the Mouse, a book that takes a critical
look at Disney’s relationship with the State of Florida. Foglesong notes
that—for better or worse—big, planned developments are on the rise.
Traditional cities—with their fragmentation and competing interests and
lack of centralized planning—are messy and chaotic. More and more,
people who want to avoid mess and chaos are choosing to live in centrally
planned developments, says Foglesong—an observation borne out by the
explosive growth of homeowners associations in the last fifty-odd years.
“The Disney model works better,” says Foglesong. “Increasingly, the
places where people meet and interact are places like Disney World. But
it’s not the American way.”’

But even if the numbers are still fuzzy on how many people want
to live and interact in places like Disney World, special districts—private
governments—have become an American way of governing as their
use has expanded. And while there are those who believe that special
districts—and RCID in particular—may represent a legal but unseemly
power grab by a large corporation,®® there are checks on these private
governments. These checks were explored by the Florida legislature
in December 2004, in response to Comcast’s attempt to buy Disney,

including the property in Florida. The Florida legislature assigned its

10
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Office of Program Policy Analysis & Government Accountability
(OPPAGA) to look into what would happen if someone new were to buy
Disney. OPPAGA found that there were enough constraints on any owner
of Disney that it would more or less have to continue to act well. As
detailed in the report:

Specifically, the Legislature was concerned that while

key stakeholders report that the Walt Disney World Co.

has been a good corporate citizen, a new owner may not

take adequate steps to ensure that the district continues to

meet its public purpose of promoting recreation-oriented

projects, economic development, and tourism within

district boundaries.?

OPPAGA determined that RCID is subject to many federal and state
regulations that would help ensure that it continues to meet its public

purpose, regardless of primary landownership. This oversight, in addition

to agreements between RCID and local governments that have land within

its jurisdiction, should discourage any departure from purposes for which
Disney and the state established the district.

It is, of course, an open question if any other developers would
want the powers that RCID has—they would need sufficient incentives
to take on these responsibilities. For Disney, the incentives were clear. As
noted earlier, Walt Disney believed that he could not create his Florida
project without these controls. Others may need different incentives to

take on the powers and responsibilities of a body like RCID.

It is also an open question if an RCID-like private government could

govern and mitigate as successfully with private residents. And concerns
that exist about RCID as it is—about longevity, about transparency, about
the ability of the developer to continue funding the district, and about
the district’s ability to provide services to the taxpayers—are perhaps
even more acute when talking about newer developments in Florida, or
about developments that are not governed by experienced administrators,
managers, or engineers.

As Florida’s legislators look for politically feasible ways to
save wetlands, save Citizens, and save money, Disney’s Reedy Creek
Improvement District offers a compelling—though not uncontroversial—
model worth trying elsewhere. If the experiment does not work, the

private government can always be dissolved. Maxwell says that Disney

Special districts—
private governments—
have become an
American way of
governing as their use

has expanded.

Greenwood.: Florida’s Reedy Creek Improvement District

11



Disney s Reedy
Creek Improvement
District offers a
compelling—though
not uncontroversial—
example of how
private government
can help reduce
taxpayers’ burden

in paying for storm
mitigation, while
giving flexibility and
control to private

landowners.

has an important check on it in the knowledge that RCID exists at the
pleasure of the legislature. “The legislature giveth, the legislature can
taketh away,” he says. “If they do anything wrong, the legislature could
change the charter. Disney recognizes how valuable this entity is to
them. I mean, to have, if you will, their own government for all practical

purposes. But they also recognize that if they abuse it, they lose it.”

Conclusion

As Florida’s legislators look for politically feasible ways to save wetlands,
save money, and keep Florida’s Citizens Property Insurance Corporation
and Catastrophe Fund solvent, Disney’s Reedy Creek Improvement
District offers a compelling—though not uncontroversial—example of
how private government can help reduce taxpayers’ burden in paying

for storm mitigation, while giving flexibility and control to private
landowners. If the experiment does not work, the private government can
always be dissolved.

As Faulkner University law professor Chad D. Emerson writes,
“The Florida Legislature’s decision to create the District demonstrated
a willingness to engage in novel regulatory strategies in order to secure
the Disney project.” RCID was created to provide Walt Disney World
the maximum flexibility and autonomy in creating its theme parks and
developments. In order to preserve this autonomy, RCID has no permanent
residents. For this and other reasons RCID has been controversial.*’

But, as Emerson notes, RCID and Disney have brought Florida
considerable benefits, including increased wages and tourism revenue
and lower taxes.*! There is evidence, too, that RCID and Disney’s
environmental practices—innovative and largely possible because of the
governmental powers granted to RCID—have been successful.*

The Reedy Creek model could provide another benefit in the area
of insurance. Last year, Florida Governor Charlie Crist vetoed a bill (HB
1171) that would have allowed a handful of large private property insurers
to set deregulated rates. The proposal, known as the “State Farm bill,” was
designed to encourage large, financially solvent insurers to come and stay
in Florida. The bill’s supporters believed it to be an important step toward
reducing reliance on Citizens and making Florida’s property insurance
market more competitive. In the spring of 2010, Florida legislators
declared a similar bill dead after Crist, running for Senate, again made his

intention to veto it clear.
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In trying to find a mix of politically feasible solutions to Citizens’
excessive liability and lack of competition in Florida’s property insurance
market, the legislature should consider the case of Reedy Creek—
specifically whether encouraging the creation of other private government
bodies in Florida might have similar success in building resistance to
storms. Such increased resilience would lessen Floridians’ exposure to the

physical damage and financial losses that storms cause.
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