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1) ‘
2)
3)
4)
5)
SUMMARY ANALYSIS

The Florida Hurricane Catastrophe Fund (FHCF or fund) is a tax-exempt trust fund created in 1993 after
Hurricane Andrew as a form of mandatory reinsurance for residential property insurers. All insurers that write
residential property insurance in Florida are required to buy reimbursement coverage (reinsurance) on their
residential property exposure through the FHCF.

The FHCF is administered by the State Board of Administration (SBA) and is headed by a senior officer who
reports directly to the Executive Director of the SBA. The bill changes the oversight of the FHCF. It makes the
FHCF a division of the SBA reporting directly to the Governor and Cabinet, rather than to the SBA Executive
Director. Similarly, the FHCF will be headed by an executive director that reports directly to the Governor and
Cabinet rather than to the SBA Executive Director. Most of the functions that are currently carried out by the
SBA are transferred to control of the Division of the FHCF.

House Bill 1A (Ch. 2007-1, L.O.F.) enacted during the January 2007 Special Session allowed insurers to
purchase additional coverage from the FHCF above the maximum limits of the mandatory coverage. This
option is referred to as Temporary Increase in Coverage Limits (“TICL"), and is available only until May 31,
2010. The TICL options allow an insurer to purchase additional coverage for its share of up to $12 billion, in $1
billion increments, above the mandatory coverage limit.

The bill reduces the TICL additional coverage from $12 billion to $9 billion by eliminating the $10 billion, $11
billion, and $12 billion coverage options. Thus, a maximum of $9 billion in TICL coverage will be offered in
addition to the mandatory fund coverage. This reduces the Fund’s risk and exposure by $3 billion annually and
reduces the potential assessments Floridians would pay if the FHCF’'S maximum obligations were utilized to
reimburse hurricane insurance claims paid by insurance companies. The bill also sets the Fund'’s
reimbursement at 70 percent of the insurer’s losses. Under current law, insurance companies can choose the
percentage of losses they absorb (55, 25, or 10 percent) as the law allows the Fund to reimburse insurers 45,
75, or 90 percent of their losses. '

The bill does not change the deficit financing or assessment provisions for the FHCF. However, the bill sets
the interest owed for delinquent assessment payments by surplus lines agents and policyholders at 9 percent
per year, compounded annually and sets penalties for delinquent assessment payment at $500 per day.
Under current law, the interest on delinquent assessment payments by surplus lines agents and policyholders
is the interest income of the FHCF plus 5 percent.

This document does not refiect the intent or official position of the bill sponsor or House of Representatives.
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FULL ANALYSIS

I. SUBSTANTIVE ANALYSIS

A. HOUSE PRINCIPLES ANALYSIS:

Provide Limited Government: The bill reduces the exposure and risk the state has incurred through
the Florida Hurricane Catastrophe Fund.

Ensure Lower Taxes: By reducing the state’s risk in the FHCEF, this bill reduces the potential
assessments Floridians would pay if the FHCF's maximum obligations were utilized to reimburse
hurricane insurance claims paid by insurance companies.

Promote Personal Responsibility: Insurance companies that purchase 90 percent or 75 percent
FHCF coverage are required to retain more of the risk for part of the FHCF exposure than under current

law.

B. EFFECT OF PROPOSED CHANGES:

The Florida Hurricane Catastrophe Fund (FHCF)

The FHCF is a tax-exempt trust fund created in 1993 after Hurricane Andrew as a form of mandatory
reinsurance for residential property insurers (s. 215.555, F.S.). All insurers that write residential
property insurance in Florida are required to buy reimbursement coverage (reinsurance) on their
residential property exposure through the FHCF.

The FHCF is administered by the State Board of Administration (SBA)" and is headed by a senior
officer who reports directly to the Executive Director of the SBA. The bill changes the oversight of the
FHCF. It makes the FHCF a division of the SBA reporting directly to the Governor and Cabinet, rather
than to the SBA Executive Director. Similarly, the FHCF will be headed by an executive director that
reports directly to the Governor and Cabinet rather than to the SBA Executive Director. This proposed
organization is modeled on the current Division of Bond Finance, which is housed within the SBA, but
reports directly to the Governor and Cabinet. Most of the functions that are currently carried out by the
SBA are transferred to control of the Division of the FHCF.

The FHCF is a tax-exempt source of reimbursement to property insurers for a selected percentage

(45, 75, or 90 percent) of hurricane losses above the insurer’s retention (deductible). It provides
insurers an additional source of reinsurance that is significantly less expensive than what is available in
the private market; enabling insurers to generally write more residential property insurance in.the state
than would otherwise be written. The FHCF has historically provided reinsurance at a cost of about 20
to 33 percent of the cost of private reinsurance. Because of the low cost of coverage from the FHCF,
the fund acts to lower residential property insurance premiums for consumers. The FHCF must charge
insurers the “actuarially indicated” premium for the coverage provided, based on hurricane loss
projection models found acceptable by the Florida Commission on Hurricane Loss Projection
Methodology. '

Insurers must first pay hurricane losses up to their “retention” for each hurricane, similar to a deductible,
before being reimbursed by the FHCF coverage. In 2005, legislation addressed multiple storm seasons

! Article IV, Section 4(e) of the Florida Constitution established the State Board of Administration as consisting of the Governor (as
Chair), the Chief Financial Officer, and the Attorney General who serve as the Board of Trustees for the SBA. Pursuant to s. 19-
3.016, F.A.C., the Board of Trustees selects an Executive Director of the SBA, who serves as the chief administrative officer of the
SBA. The Board of Trustees delegates authority to the Executive Director to manage the financial affairs of the SBA.

STORAGE NAME: pcb01.JEC.doc PAGE: 2
DATE: 2/20/2008 :



by providing that the retention is reduced to one-third of the regular retention for a third hurricane and
each additional hurricane. The full retention is applied to the two hurricanes causing the greatest losses
to the insurer. The fund’s retention is adjusted annually based on the FHCF’s exposure. For the 2007
hurricane season the retention is approximately $6.1 billion for all insurers combined. A retention is
calculated for each insurer based on its share of fund premiums.

For the 2007 hurricane season the FHCF will pay a maximum of $15.85 billion for mandatory coverage.
This amount may be adjusted annually based on the percentage growth in fund exposure, but cannot
exceed the dollar growth in the cash balance of the fund. The maximum coverage amount for each
insurer is based on that insurer’s share of the total premiums paid to the fund.

Temporary Increase in Coverage Limits

House Bill 1A enacted during the January 2007 Special Session allowed insurers to purchase
additional coverage from the FHCF above the maximum limits of the mandatory coverage.” This option
is referred to as Temporary Increase in Coverage Limits (“TICL”), and is available only for the 2007,
2008, and 2009 contract years (until May 31, 2010). The TICL options allow an insurer to purchase
additional coverage for its share of up to $12 billion, in $1 billion increments, above the mandatory
coverage limit (i.e., increasing maximum limits from $15.85 billion to $27.85 billion in 2007). The law
authorized the SBA to further increase the limits by an additional $4 billion, but the SBA did not approve
this increase for 2007.

The bill reduces the TICL additional coverage from $12 billion to $9 billion by eliminating the $10 billion,
$11 billion, and $12 billion coverage options. Thus, a maximum of $9 billion in TICL coverage will be
offered in addition to the mandatory fund coverage. This reduces the Fund’s risk and exposure by $3
billion annually and reduces the potential assessments Floridians would pay if the FHCF’'S maximum
obligations were utilized to reimburse hurricane insurance claims paid by insurance companies. The
bill also sets the Fund’s reimbursement at 70 percent of the insurer’s losses. Under current law,
insurance companies can choose the percentage of losses they absorb (55, 25, or 10 percent) as the
law allows the Fund to reimburse insurers 45, 75, or 90 percent of their losses. The bill does not -
changes the expiration of the TICL coverage options and does not change the premium calculation for
TICL coverage

Insurers must pay a premium for the optional TICL coverage. The premium for the TICL options is
established by the SBA under the same method it uses for determining “actuarially indicated” premiums
for the mandatory FHCF coverage.® As historically applied by the SBA, the actuarially indicated
premium is the premium that is equal to the estimated average annual loss for the coverage purchased,
based on a weighted average of the four hurricane loss models approved by the Florida Commission
on Hurricane Loss Projection Methodology, plus the SBA’s costs of administration. For the TICL
coverage options, the premium is 2.2 percent of the coverage amount, for an insurer electing to buy its
full share of the $12 billion TICL limit. This 2.2 percent “rate-on-line” is much less expensive than the
premiums charged by private reinsurers, which range from about 10 to 20 percent for this level of
coverage. In 2007, insurers took nearly full advantage of the TICL options, purchasing about $11.43
billion of the $12 billion offered, in exchange for a total premium of $242 million.

Debt Financing and Assessments

If a hurricane occurs and the cash balance of the FHCF from premiums charged to insurance
companies for their FHCF coverage, plus investment income, is not sufficient to cover fund obligations,
the FHCF must borrow funds by issuing bonds. To finance the bonds, the SBA must impose
emergency assessments on all property and casualty insurance pohcnes (property, auto, liability, etc.),
including surplus lines insurance, but excluding workers’ compensation, accident and health, medical

2 5.215.555(17), F.S. (2007).
3 5.215.555(17)(f), F.S., which references s. 215.555(5), F.S.
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malpractice, and federal flood insurance. The assessments are collected as equal percentage
surcharges to each policyholder's premium for as many years as are necessary to retire the bonds, up
to 30 years. The law limits the amount of the assessments to 6 percent of premium annually to finance
FHCF losses arising from a single year (i.e., one year’s hurricanes), and to 10 percent of premium
annually in the aggregate to finance FHCF losses arising from all years. The assessment base for the
FHCF was approximately $35 billion for premiums written at year end 2006.

The hurricanes of 2004 and 2005 resulted in $8.45 billion in losses to the FHCF, requiring it to use its
entire $7.1 billion in cash reserves and to issue $1.35 billion in bonds for the shortfall. The bonds are
currently being financed by a 1 percent of premium assessment, which began January 1, 2007, and is
estimated to be levied for six years (through 2012).

The bill does not change the deficit financing or assessment provisions in current law. However, the bill
sets the interest owed for delinquent assessment payments by surplus lines agents and policyholders
at 9 percent per year, compounded annually and sets penalties for delinquent assessment payment at
$500 per day. Under current law, the interest on delinquent assessment payments by surplus lines
agents and policyholders is the interest income of the FHCF plus 5 percent. Setting the interest owed at
9 percent will create certainty for surplus lines agents and policyholders as to the amount of interest
due.

Current Financial Status of the FHCF

The Fiorida Hurricane Catastrophe Fund has potential reimbursement obligations to insurers of $27.85
billion for the 2007 hurricane season. This amount consists of:
o $15.85 billion of mandatory FHCF coverage, (subject to a growth factor each year);
e $11.43 billion of TICL coverage selected by insurers (of the optional $12 billion offered only for
2007, 2008, and 2009); and .
¢ $557 million selected by insurers eligible to purchase up to $10 million additional coverage
(offered only for 2007).

To fully meet the potential $27.85 billion obligation for 2007, the FHCF is relying on:
e $2.08 billion estimated year-end cash balance; ‘
¢ $6.3 billion in proceeds from pre-event notes that have already been issued (for short-term
liquidity needs);
e Up to $25.75 billion in bonds to be issued after a hurricane (which could be used to retire the
pre-event notes). '

The estimated $2.08 billion cash balance of the FHCF for 2007 is derived from reimbursement
premiums collected from insurers for the 2006 and 2007 contract years, for which no hurricane losses
have occurred. The year-end cash balance represents the non-debt, cash resources available to pay
potential 2007 claims. This balance includes the 2007 FHCF premiums of $1.3 billion, paid by insurers
in installments on August 1, October 1, and December 1. The pre-event notes provide additional
liquidity of $6.3 billion, which gives the FHCF immediate access to a total of $8.3 billion for paying
claims for the 2007 contract year.

If the maximum $25.75 billion of post-event bonds is required, an annual assessment of about 5
percent of premiums would be imposed for 30 years on most property and casualty insurance policies,
given current interest levels. In contrast, the bonding required to support the mandatory coverage
obligations of $15.85 billion would require an estimated 2.7 percent assessment over 30 years, and a
slightly higher assessment of 2.86 percent for 30 years for a subsequent season loss of the same
magnitude, both of which are within the assessment cap limits of the FHCF.

The probability of a full $27.85 billion loss (requiring a $25.75 billion bond issue) occurring in any given
year is relatively low and would require a hurricane resulting in about $36 billion of insured residential
hurricane losses. The probability of this occurring is estimated to be 1.6 percent, or stated differently, a
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hurricane that occurs about once every 65 years. By comparison, the probability of loss for the full
$15.85 billion mandatory coverage is estimated to be 3 percent, or once every 33 years. The
probability of any loss at all to the Fund is 13.33 percent, or once every 7.5 years.

Even if the FHCF is required to pay its full 2007 obligations, it will again be liable for its obligations in
2008 and each year thereafter. The mandatory coverage and TICL options in 2008 and 2009 are likely
to expose the FHCF to about $27-28 billion in additional obligations for a subsequent season, subject to
‘the limitations of the fund’s actual claims-paying (bonding) capacity.

The FHCF estimates its total multiple-years claims paying capacity, as follows:

e $27.83 billion initial season claims paying capacity, consisting of:
> $2.08 billion cash balance and
> $25.75 billion bond proceeds.
e $26.37 billion subsequent season claims paying capacity, consisting of:
> $1.16 billion cash balance, '
> $25.21 billion bond proceeds, and
> $1.25 billion in reimbursement premiums following the subsequent season.

o Total multiple years claims paying capacity = $55.45 billion.
Paying the total $55.45 billion over multiple seasons would require the maximum allowable 10 percent
of premium assessment for 30 years, which also accounts for the 1 percent assessment currently being
levied through 2012. The estimated $55.45 billion claims paying capacity is slightly below the maximum
obligations of the FHCF for both the initial and subsequent seasons. If the FHCF commits substantially
all of its assessment authority to fund bonds, it will thereafter be unable to provide additional
reinsurance.

C. SECTION DIRECTORY: _
Section 1: Amends s. 215.555 relating to the Florida Hurricane Catastrophe Fund.

Section 2: Amends s. 215.557 relating to the reports of insured values.
Section 3: Amends s. 215.5586 relating to the My Safe Florida Home Program.
Section 4: Amends s. 215.5595 relating to the Insurance Capital Build-up Incentive Program.

Section 5: Amends s. 627.0628 relating to the Florida Commission on Hurricane Loss Projection
Methodology.

Section 6: Provides an effective date of July 1, 2008.

ll. FISCAL ANALYSIS & ECONOMIC IMPACT STATEMENT
A. FISCAL IMPACT ON STATE GOVERNMENT:

1. Revenues:
See Fiscal Comments below.

2. Expenditures:

See Fiscal Comments below. The change in the oversight of the Florida Hurricane Catastrophe
Fund is not expected to have a fiscal impact on the FHCF or the State Board of Administration.
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B. FISCAL IMPACT ON LOCAL GOVERNMENTS:

1. Revenues:
None.

2. Expenditures:
None.

C. DIRECT ECONOMIC IMPACT ON PRIVATE SECTOR:

“The elimination of the top $3 billion of TICL coverage options and the institution of a 70 percent

reimbursement level for TICL coverage reduces the risk of loss to the FHCF and, therefore, the risk of
assessments to property and casualty insurance policyholders. However, it is also likely to cause rates
for residential property insurance to increase in the short-term because insurers will be required to pay
higher premiums for replacement coverage from private reinsurers. Representatives from the
Department of Financial Services, which supports the legislation, estimate that the premium increase
on residential policies would range from 1.5 percent to 2.0 percent, on average. The Office of
Insurance Regulation estimates that the premium increase on residential policies would range from 1.6
percent to 3.6 percent, on average.

The DFS representatives estimate that the reduction in risk of loss to the FHCF, due to the reduction in.
TICL coverage, would potentially save Floridians from paying $184 million in annual assessments, or a
total of $5.5 billion over a 30-year period. In terms of assessment percentages, reducing the $12 billion
TICL option to $9 billion (which would reduce the amount of bonds potentially required for one year’s
storms from about $26 billion to $23 billion) would reduce the annual assessment percentage from
about 4.77 percent to 4.2 percent for thirty years.

Changing the reimbursement under TICL to 70 percent of hurricane losses, rather than the 90 percent
option that most insurers select, further reduces the liability of the FHCF and potential assessments,
depending on the magnitude of losses. The state would still be liable for up to $9 billion of
reimbursement obligations under TICL, but greater total losses would be required to reach this limit due
to the change in the reimbursement percentage.

The $3 billion reduction in the amount of bonds that may be required to fund FHCF obligations
increases the ability of the FHCF to issue sufficient bonds to cover its maximum potential liability and to
reimburse insurers in a timely manner. This would lessen the need or desire for insurers to purchase
private reinsurance to cover the FHCF “credit risk” as estimated by certain insurance rating
organizations. This could have a favorable rate impact, depending on the extent to which OIR approves
rates that include such expense.

FISCAL COMMENTS:

The potential liability of the FHCF is reduced by $3 billion due to the reduction in the optional TICL
coverage by this amount. Changing the reimbursement to 70 percent of hurricane losses, rather than
the 90 percent option that most insurers select, further reduces the state’s obligation, depending on the
magnitude of losses. See Direct Economic Impact on Private Sector above. The reductions in coverage
will also reduce the premium collected by the FHCF for TICL coverage. The FHCF collected $242
million in additional premium for the entire TICL layer in 2007.

ill. COMMENTS

A. CONSTITUTIONAL ISSUES:

1. Applicability of Municipality/County Mandates Provision:
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None.

The mandates provision does not apply because this bill does not: require counties or municipalities to
spend funds or to take an action requiring the expenditure of funds; reduce the authority that
municipalities or counties have to raise revenues in the aggregate; or reduce the percentage of a state
tax shared with counties or municipalities.

2. Other:
None.

RULE-MAKING AUTHORITY:
None provided. "

DRAFTING ISSUES OR OTHER COMMENTS:

The July 1, 2008 effective date would need to be amended to June 1, 2008, or earlier, in order to make
the changes effective for the 2008 contract year of the FHCF, which begins on June 1 of each year.

STATEMENT OF THE SPONSOR
Not applicable as this is a proposed council bill.

IV. AMENDMENTS/COUNCIL SUBSTITUTE CHANGES
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FLORIDA H O U S E O F R EPRESENTATIVES

PCB JEC 08-01 ORIGINAL | 2008
1 A bill to be entitled
2 An act relating to the Florida Hurricane Catastrophe Fund;
3 amending s. 215.555, F.S.; revising legislative findings
4 and purpose; revising definitions; creating the Division
5 of the Florida Hurricane Catastrophe Fund within the State
6 Board of Administration; transferring the powers, duties,
7 and responsibilities of administration of the fund from
8 the State Board of Administration to the division;
91 regquiring the State Board of Administration to appoint a
10 director; revising provisions to conform; providing
11 penalties and interest for failing to collect and remit
12 certain assessments; increasing the membership of the
13 board of directors of the Florida Hurricane Catastrophe
14 Fund Finance Corporation; revising the methodology for
15 calculating TICL coverage multiples for purposes of
16 reducing an insurer's fund coverage limit; increasing the
17 percentage of reimbursement of an insurer's TICL coverage
18 under the TICL options addendum; amending ss. 215.557,
19 215.5586, and 215.5595, F.S.; revising provisions to
20 conform; amending s. 627.0628, F.S.; assigning the Florida
21 Commission on Hurricane Loss Projection Methodology to the
221 division; revising provisions to conform; amending ss.
23 215.559, 624.424, and 627.351, F.S.; correcting cross-
24 referenceé; providing an effective date.
25
26| Be It Enacted by the Legislature of the State of Florida:
27
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FLORIDA H O U S E O F R EPRESENTATIVES

PCB JEC 08-01 ORIGINAL 2008

28] Section 1. Section 215.555, Florida Statutes, is amended
291 to read:

30 215.555 Florida Hurricane Catastrophe Fund.--

31 (1) FINDINGS AND PURPOSE.--The Legislature finds and

32| declares as follows:

33 (a) There is a compelling state interest in maintaining a
34| wviable and orderly private sector market for property insurance
35| in this state. To the extent that the private sector is unable
36|, to maintain a viable and orderly market for property insurance
37| in this state, state actions to maintain such a viable and

38| orderly market are valid and necessary exercises of the police
391 power.

40 (b) As a result of unprecedented levels of catastrophic
41| insured losses in recent years, and especially as a result of
42| Hurricane Andrew, numerous insurers have determined that in

43 order to protect their solvency, it is necessary for them to

44] reduce their exposure to hurricane losses. Also as a result of
45| these events, world reinsurance capacity has significantly

46| contracted, increasing the pressure on insurers to reduce their
47 catastrophic exposures.

48 (c) Mortgages require reliable property insurance, and the
49| unavailability of reliable property insurance would therefore
50| make most real estate transactions impossible. In addition, the
51| public health, safety, and welfare demand that structures

52| damaged or destroyed in a catastrophe be repaired or

53| reconstructed as soon as possible. Therefore, the inability of
54| the private sector insurance and reinsurance markets to maintain

55 sufficient capacity to enable residents of this state to obtain
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FLORIDA H O U S E O F REPRESENTATIVES

PCB JEC 08-01 ORIGINAL 2008

56| property insurance coverage in the private sector endangers the
57| economy of the state and endangérs the public health, safety,

58| and welfare. Accordingly, state action to correct for this

59| inability of the_private sector constitutes a valid and

60| necessary public and governmental purpose.

61 (d)’ The insolvencies and financial impairments resulting
62 from Hurricane Andrew demonstrate that many property insurers

63| are unable or unwilling to maintain reserves, surplus, and

64| reinsurance sufficient to enable the insurers to pay all claims
65 in full in the event of a catastrophe. State action is therefore
66 necessary to protect the public from an insurer's unwillingness
67| or inability to maintain sufficient reserves, surplus, and

68| reinsurance.

69 (e) A state program to provide a stable and ongoing source
70} of reimbursement to insurers for a portion of their catastrophic
71| hurricane losses will create additional insurance capacity

72| sufficient to ameliorate the current dangers to the state's

73| economy and to the public health, safety, and welfare.

74 (f) It is essential to the functioning of a state program
75| to increase insurance capacity that revenues received be exempt
76| from federal taxation. It is therefore the intent of the

77| Legislature that this program be structured as a state trust

78 fund under the direction and control of the Division of the

79! Florida Hurricane Catastrophe fund within the State Board of

80| Administration and operate exclusively for the purpose of
81| protecting and advancing the state's interest in maintaining

82| insurance capacity in this state.
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FLORIDA H O U S E O F REPRESENTATI VES

PCB JEC 08-01 ORIGINAL 2008

83 (g) Hurricane Andrew, which caused insured and uninsured
84| losses in excess of $20 billion, will likely not be the last

85| major windstorm to strike Florida. Recognizing that a future

86| wind catastrophe could cause damages in excess of $60 billion,
87| especially if a major urban area or series of urban areas were
88| hit, it is the intent of the Legislature to balance equitably

89| its concerns about mitigation of hurricane impact, insurance

90| affordability and availability, and the risk of insurer and

91| Jjoint underwriting association insolvency, as well as assessment
92| and bonding limitations.

93 (2) DEFINITIONS.--As used in this section:

94 (a)4m) "Actual claims-paying capacity" means the sum of

95| the balance of the fund as of December 31 of a contract year,

96| plus any reinsurance purchased by the fund, plus the amount the
97| board is able to raise through the issuance of revenue bonds

98| wunder subsection (7) +&).

99 (b)+4&)> "Actuarially indicated" means, with respect to

100| premiums paid by insurers for reimbursement provided by the
101| fund, an amount determined according to principles of actuarial
102| science to be adequate, but not excessive, in the aggregate, to
103| pay current and future obligations and expenses of the fund,

104| including additional amounts if needed to pay debt service on
105 revenue bonds issued under this section and to provide required
106| debt service coverage in excess of the amounts required to pay
107| actual debt service on revenue bonds issued under subsection (7)
108| +6), and determined according to principles of actuarial science
109| to reflect each insurer's relative exposure to hurricane losses.

110 (c) "Board" means the governing board of the division,
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FLORIDA H O U S E O F R EPRESENTATIVES

PCB JEC 08-01 ORIGINAL 2008

111{ which shall be composed of the Governor and the Cabinet. The

112| Governor shall be chair of the governing board of the division,

113 the Attorney General shall be the secretary of the board, and

114 the Chief Financial Officer shall be treasurer of the board.

115 (d)+4er "Bond" means any bond, debenture, note, or other
116| evidence of financial indebtedness issued under this section.
117 (e)4m) "Corporation" means the Florida Hurricane

118| Catastrophe Fund Finance Corporation created in paragraph (7)
119 <& (4d).

120 (f)4p) "Covered event" means any one storm declared to be
121| a hurricane by the National Hurricane Center, which storm causes
122| insured losses in this state.

123 (g)+4e) - "Covered policy" means any insurance policy

124| covering residential property in this state, including, but not
125 limited to, any homeowner's, mobile home owner's, farm owner's,
126] condominium association, condominium unit owner's, tenant's, or
127| apartment building policy, or any other policy covering a

128} residential structure or its contents issued by any authorized
129| insurer, including a commercial self-insurance fund holding a
130| certificate of authority issued by the Office of Insurance

131| Regulation under s. 624.462, the Citizens Property Insurance

132| Corporation, and any joint underwriting association or similar
133| entity created under law. The term "covered policy" includes any
1341 collateral protection insurance policy covering personal

135| residences which protects both the borrower's and the lender's
136/ financial interests, in an amount at least equal to the coverage

137 for the dwelling in place under the lapsed homeowner's policy,

138 if such policy can be accurately reported as required in
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PCB JEC 08-01 ORIGINAL 2008

139 subsection (6)45). Additionally, covered policies include

140 policies covering the peril of wind removed from the Florida

141| Residential Property and Casualty Joint Underwriting Association
142| or from the Citizens Property Imnsurance Corporation, created

143 wunder s. 627.351(6), or from the Florida Windstorm Underwriting
144| Association, created under s. 627.351(2), by an authorized

145|  insurer under the terms and conditions of an executed assumption
146| agreement between the authorized insurer and such association or
147| Citizens Property Insurance Corporation. Each assumption

148| agreement between the association and such authorized insurer or
149| Citizens Property Insurance Corporation must be approved by the
1501 Office of Insurance Regulation before the effective date of the
151} assumption, and the Office of Insurance Regulation must provide
152 writteh notification to the division beaxd within 15 working

153| days after such approval. "Covered policy" does not include any
154 policy that excludes wind coverage oxr hurricane coverage or any
155| reinsurance agreement and does not include any policy otherwise
156| meeting this definition which is issued by a surplus lines

157| insurer or a reinsurer. All commercial residential excess

158| policies and all deductible buy-back policies that, based on

159 sound actuarial principles, reguire individual ratemaking shall
160| be excluded by rule if the actuarial soundness of the fund is
161| not jeopardized. For this purpose, the term "excess policy”

162| means a policy that provides insurance protection for large

163| commercial property risks and that provides a layer of coverage
164| above a primary layer insured by another insurer.

165 (h) "Debt service" means the amount required in any fiscal

166| year to pay the principal of, redemption premium, if any, and
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167| interest on revenue bonds and any amounts regquired by the terms
168| of documents authorizing, securing, or providing liquidity for
169| revenue bonds necessary to maintain in effect any such liguidity
170 or security arrangements.

171 (i) "Debt service coverage" means the amount, if any,

172| required by the documents under which revenue bonds are issued,
173 which amount is to be received in any fiscal year in excess of
174| the amount required to pay debt service for such fiscal year.

175. ~ (3j) "Director" means the chief administrator of the

176| division, who shall act on behalf of the division as authorized

177 by the board.

178 (k) "Division" means the Division of the Florida Hurricane

179| Catastrophe Fund.

180 (1) "Estimated claims-paying capacity" means the sum of
181| the projected year-end balance of the fund as of December 31 of
182| a contract year, plus any reinsurance purchased by the fund,

183| plus the division's beardls estimate of the board's borrowing

184 capacity.

185 (m) "Fund" or "FCHF" means the Florida Hurricane

186 Catastrophe Fund.

187 (n)+435) '"Local government" means a unit of general purpose
188 local government as defined in s. 218.31(2).

189 (o)+&)> "Losses" means direct incurred losses under covered
190| policies, which shall include losses for additional living

191{ expenses not to exceed 40 percent of the insured value of a

192| residential structure or its contents and shall exclude loss

193| adjustment expenses. "Losses" does not include losses for fair
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194| rental value, loss of rent or rental income, or business

195} interruption losses.

196 (p)-k> "Pledged revenues" means all or any portion of

197! revenues to be derived from reimbursement premiums under

198 subsection (6) +5) or from emergency assessments under paragraph
199 (7)46>(b), as determined by the board.

200 (g)+4e> "Retention" means the amount of losses below which
201} an insurer is not entitled to reimbursement from the fund. An
202 insurer's retention shall be calculated as follows:

203 1. The division beaxd shall calculate and report to each
204‘ insurer the retention multiples for that year. For the contract
205} vyear beginning June 1, 2005, the retention multiple shall be
206‘ equal to $4.5 billion divided by the total estimated

207| reimbursement premium for the contract year; for subsequent

208| years, the retention multiple shall be egqual to $4.5 billion,
209| adjusted based upon the reported exposure from the prior

210| contract year to reflect the percentage growth in exposure to
211| the fund for covered policies since 2004, divided by the total
212| estimated reimbursement premium for the contract year. Total

213] reimbursement premium for purposes of the calculation under this
214| subparagraph shall be estimated using the assumption that all
215| insurers have selected the 90-percent coverage level.

216 2. The retention multiple as determined under subparagraph
217 1. shall be adjusted to reflect the coverage level elected by
218| the insurer. For insurers electing the 90-percent coverage

219 1level, the adjusted retention multiple is 100 percent of the

220 amount determined under subparagraph 1. For insurers eleéting

221]| the 75-percent coverage level, the retention multiple is 120
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222| percent of the amount determined under subparagraph 1. For

223| insurers electing the 45-percent coverage level, the adjusted
224| retention multiple is 200 percent of the amount determined under
225 subparagraph 1.

226 ‘3. An insurer shall determine its provisional retention by
227 multiplying its provisional reimbursement premium by the

228| applicable adjusted retention multiple and shall determine its
229 actual retention by multiplying its actual reimbursement premium
230| by the applicable adjusted retention multiple. .

231 4. TFor insurers who experience multiple covered events

232| causing loss during the contract year, beginning June 1, 2005,
233| each insurer's full retention shall be applied to each of the
234| covered events causing the two largest losses for that insurer.
235| For each other covered event resulting in losses, the insurer's
236] retention shall be reduced to one-third of the full retention.
237| The reimbursement contract shall provide for the reimbursement
238} of losses for each covered event based on the full retention

239| with adjustments made to reflect the reduced retentions after
240 January 1 of the contract year provided the insurer reports its
241f losses as specified in the reimbursement contract.

242 (r)+£) "Workers' compensation" includes both workers'

243 compensation and excess workers' compensation insurance.

244 (3) DIVISION OF THE FLORIDA HURRICANE CATASTROPHE FUND

245| CREATED.--The Division of the Florida Hurricane Catastrophe Fund

246 is created within the State Board of Administration as a

247 division of the State Board of Administration, which shall

248 administer the Florida Hurricane Catastrophe Fund. For purposes

249 of this section, the board of the division shall consist of the
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250 Governor and Cabinet.

251 (4)42) FLORIDA HURRICANE CATASTROPHE FUND CREATED.--There

252| 1is created the Florida Hurricane Catastrophe Fund within te—be
253 administered-by fhe State Board of Administration. Moneys in the
254| fund may not be expended, loaned, or appropriated except to pay
255| obligations of the fund afising out of reimbursement contracts
256| entered into under subsection (5) 44}, payment of debt service
257| on revenue bonds issued under subsection (7) -6}, costs of the
258] mitigation program under subsection (8) +#, costs of procuring
259| reinsurance, and costs of administration of the fund. The State

260 Board of Administration bea¥d shall invest the moneys in the

261| fund pursuant to ss. 215.44-215.52. Except as otherwise provided
262| in this section, earnings from all investments shall be retained

263| 1in the fund. The State Board of Administration shall appoint a

264| director of the division who shall be responsible for the

265} administration of the fund. The appointment of the division

266 director shall be subject to the approval by a majority vote of

267! the board. The division beard may employ or contract with such

268| staff and professionals as the division beard deems necessary
269| for the administration of the fund. The board may adopt such
270} rules as are reasonable and necessary to implement this section
271| and shall specify interest due on any delinquent remittances,
272f which interest may not exceed the fund's rate of return plus 5
273| percent. Such rules must conform to the Legislature's specific
274] intent in establishing the fund as expressed in subsection (1),
275| must enhance the fund's potential ability to respond to claims
276 for covered events, must contain general provisions so that the

277| rules can be applied with reasonable flexibility so as to
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278| accommodate insurers in situations of an unusual nature or where
279( undue hardship may result, except that such flexibility may not
280} in any way impair, override, supersede, or constrain the‘public
281| purpose of the fund, and must be consistent with sound insurance
282 practices. The board may, by rule, provide for the exemption

283| from subsections (5) 44> and (6) +5) of insurers writing covered
284| policies with less than $10 million in aggregate exposure for
285| covered policies if the exemption does not affect the actuarial

286| soundness of the fund. The division may sue and be sued in the

287| name of the division.
288 (5)-44) REIMBURSEMENT CONTRACTS.~--
289 (a) The division beaxd shall enter into a contract with

290f each insurer writing covered policies in this state to provide
291 to the insurer the reimbursement described in paragraphs (b) and
292 (d), in exchange for the reimbursement premium paid into the

293} fund under subsection (6) +5). As a condition of doing business
294 in this state, each such insurer shall enter into such a

295| contract.

296 (b)1. The contract shall contain a promise by the division
297 beaxrd to reimburse the insurer for 45 perxcent, 75 percent, or 90
298| percent of its losses from each covered event in excess of the
299| insurer's retention, plus 5 perceant of the feimbursed losses to
300 cover loss adjustment expenses.

301 2. The insurer must elect one of the percentage coverage
302 levels specified in this paragraph and may, upon renewal of a
303| reimbursement contract, elect a lower percentage coverage level
304 if no revenue bonds issued under subsection (7) +6) after a

305| covered event are outstanding, or elect a higher percentage
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306] coverage level, regardless of whether or not revenue bonds are
307| outstanding. All members of an insurer group must elect the same
308| percentage coverage level. Any joint underwriting association,
309| risk apportionment plan, or other entity created under s.

310 .627.351 must elect the 90-percent coverage level.

311 3. The contract shall provide that reimbursement amounts
312| shall not be reduced by reinsurance paid or payable to the

313| insurer from other sources.

314 4, Notwithstanding any other provision contained in this
315| section, the board shall make available to insurers that

316| purchased coverage provided by this subparagraph in 2006,

317| 4insurers qualifying as limited apportionment companies under s.
318 627.351(6) (¢), and insurers that were approved to participate in
319| 2006 or that are approved in 2007 for the Insurance Capital

320f Build-Up Incentiwve Program pursuant to s. 215.5595, a contract
321| or contract addendum that provides an additional amount of

322| reimbursement coverage of up to $10 million. The premium to be
323| charged for this additional reimbursement coverage shall be 50
324] percent of the additional reimbursement coverage provided, which
325 shall include one prepaid reinstatement. The minimum retention
326| level that an eligible participating insurer must retain

327 associated with this additional coverage layer is 30 percent of
328| the insurer's»surplus as of December 31, 2006. This coverage

329| shall be in addition to all other coverage that may be provided
330} under this section. The coverage provided by the fund under this
331| subparagraph shall be in addition to the claims-paying capacity
332| as defined in subparagraph (c)l., but only with respect to those

333 insurers that select the additional coverage option and meet the
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334 requirements of this subparagraph. The claims-paying capacity
335| with respect to all other participating insurers and limited
336| apportionment companies that do not select the additional

337| coverage option shall be limited to their reimbursement

338| premium's proportionate share of the actual claims-paying

339} capacity otherwise defined in subparagraph (c)l. and as provided
340| for under the terms of the reimbursement contract. Coverage

341} provided in the reimbursement contract will not be affected by
342( the additional premiums paid by participating insurers

343| exercising the additional coverage option allowed in this

344| subparagraph. This subparagraph expires on May 31, 2008.

345} (c)1. The contract shall also provide that the obligation
346 of the division beard with respect to all contracts covering a
347| particular contract year shall not exceed the actual claims-
348| paying capacity of the fund up to a limit of $15 billion for
349 that contract year adjusted based upon the reported exposure
350 from the prior contract year to reflect the percentage growth in
351 exposure to the fund for covered policies since 2003, provided
352 the dollar growth in the limit may not increase in any year by
353 an amount greater than the dollar growth of the balance of the
354 fund as of December 31, less any premiums or interest

355| attributable to optional coverage, as defined by rule which

356| occurred over the prior calendar vear.

357 2. In May before the start of the upcoming contract year
358! and in October during the contract year, the division beard
359| shall publish in the Florida Administrative Weekly a statement
360| of the fund's estimated borrowing capacity and the projected

361 balance of the fund as of December 31. After the end of each
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362 calendar year, the division beard shall notify insurers of the
363| estimated borrowing capacity and the balance of the fund as of
364| December 31 to provide insurers with data necessary to assist
365 them in determining their retention and projected payout from
366| the fund for loss reimbursement purposes. In coanjunction with
367| the development of the premium formula, as provided for in

368 subsection (6) +45), the division beaxd shall publish factors or
369 multiples that assist insurers in determining their retention
370] and projected payout for the next contract year. For all

371| regulatory and reinsurance purposes, an insurer may calculate
372} its projected payout from the fund as its share of the total

373| fund premium for the current contract year multiplied by the sum
374) of the projected balance of the fund as of December 31 and the
375} estimated borrowing capacity for that contract year as reported
376 under this subparagraph.

377 (d)1. For purposes of determining potential liability and
378 to aid in the sound administration of the fund, the contract

379| shall require each insurer to report such insurer's losses from
380! each covered event on an interim basis, as directed by the

381l| division beaxd. The contract shall require the insurer to report
382| to the division beard no later than December 31 of each year,
383 and quarterly thereafter, its reimbursable losses from covered
384 events for the year. The contract shall regquire the division

385| beard to determine and pay, as soon as practicable after

386 receiving these reports of reimbursable losses, the initial

387 amount of reimbursement due and adjustments to this amount based
388 on later loss information. The adjustments to reimbursement

389| amounts shall require the division beaxrd to pay, or the insurer
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390 to return, amounts reflecting the most recent calculation of

391| 1losses.

392 2. In determining reimbursements pursuant to this

393| subsection, the contract shall provide that the division beaxd
394| shall pay to each insurer such insurer's projected payout, which
395| is the amount of reimbursement it is owed, up to an amount equal
396 to the insurer's share of the actual premium paid for that

397| contract year, multiplied by the actual claims-paying capacity
398| available for that contract vear.

399 (e)1l. Except as provided in subparagraphs 2. and 3., the
400| contract shall provide that if an insurer demonstrates to the
401} division beard that it is likely to qualify for reimbursement
402| under the contract, and demonstrates to the division beaxd that
403} the immediate receipt of moneys from the division beaxd is

404 1likely to prevent the insurer from becoming insolvent, the

405 division beaxd shall advance the insurer, at market interest
.406| rates, the amounts necessary to maintain the solvency of the

407 insurer, up to 50 percent of the division's beaxrds estimate of

408| the reimbursement due the insurer. The insurer's reimbursement
409 shall be reduced by an amount egual to the amount of the advance
410( and interest thereon.

411 2. With respect only to an entity created under s.

412| 627.351, the contract shall also provide that the division beoaxd
413| may, upon application by such entity, advance to such entity, at
414| market interest rates, up to 90 percent of the lesser of:

415 a. The division's beaxrdls estimate of the amount of

416| reimbursement due to such entity; or
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417 b. The entity's share of the actual reimbursement premium
418| paid for that contract year, multiplied by the currently

419 available liquid assets of the fund. In order for the entity to
420 qualify for an advance under this subparagraph, the entity must
421| demonstrate to the division beard that the advance is essential
422| to allow the entity to pay claims for a covered event and the
423| division beard must determine that the fund's assets are

424) sufficient and are sufficiently liquid to allow the division
425 beard to make an advance to the entity and still fulfill the

426| Dboard's reimbursement obligations to other insurers. The

4271 entity's final reimbursement for any contract year in which an
428| advance has been made under this subparagraph must be reduced by
429] an amount egual to the amount of the advance and any interest on
430| such advance. In order to determine what amounts, if any, are
431| due the entity, the division beard may reguire the entity to

432 report its exposure and its losses at any time to deterxrmine

‘433 retention levels and reimbursements payable.

434 3. The contract shall also provide specifically and solely
435| with respect to any limited apportionment company under s.

436 627.351(2) (b)3. that the division bear¥d may, upon application by
437 such company, advance to such company the amount of the

438| estimated reimbursement payable to such company as calculated
439 pursuant to paragraph (d), at market interest rates, if the

440| division beard determines that the fund's assets are sufficient
441| and afe sufficiently liquid to permit the division beaxd to make
442 an advance to such company and at the same time fulfill its

443 reimbursement obligations to the insurers that are participants

444| in the fund. Such company's final reimbursement for any contract
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445| wvyear in which an advance pursuant to this subparagraph has been
446| made shall be reduced by an amount equal to the amount of the
447| advance and interest thereon. In order to determine what

448} amounts, if any, are due to such company, the division beard may
449} reqguire such company to report its exposure and its losses at
450| such times as may be required to determine retention levels and
451} loss reimbursements payable.

452 (£) In order to ensure that insurers have properly

453| reported the insured values on which the reimbursement premium
454| is based and to ensure that insurers have properly reported the
455 1losses for which reimbursements have been made, the division

456} beaxrd shall inspect, examine, and verify the records of each

457| insurex's covered policies at such times as the division beaxd
458| deems appropriate and according to standards established by rule
459 for the specific purpose of validating the accuracy of exposures
460 and losses required to be reported under the terms and

461 conditions of the reimbursement contract. The costs of the

462} examinations shall be borne by the division beard. However, in
463| order to remove any incentive for an insurer to delay

464| preparations for an examination, the division beax¥d shall be

465 reimbursed by the insurer for any examination expenses incurred
466 in addition to the usual and customary costs of the examination,
467| which additional expenses were incurred as a result of an

468| insurer's failure, despite proper notice, to be prepared for the
469 examination or as a result of an insurer's failure to provide
4707 requested information while the examination is in progress. If
471| the division beaxd finds any insurer's records or othér

472 necessary information to be inadequate or inadequately posted,
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473| recorded, or maintained, the division beaxrd may employ experts
474 to reconstruct, rewrite, record, post, or maintain such records
475 or information, at the expense of the insurer being examined, if
476 such insurer has failed to maintain, complete, or correct such
477| zrecords or deficiencies after the division beaxrd has given the
478} insurer notice and a reasonable opportunity to do so. Any

479 information contained in an examination report, which

480| information is described in s. 215.557, is confidential and

481| exempt from the provisions of s. 119.07(1l) and s. 24(a), Art. I
482| of the State Constitution, as provided in s. 215.557. Nothing in
483| this paragraph expands the exemption in s. 215.557.

484 (g) The