NDPPA - Natural Disaster Protection Partnership Act
NDIC - National Disaster Insurance Corporation

PROPOSAL
Who retains the risk? PRIVATE SECTOR

Under this plan, homeowners are provided with primary coverage for catastrophic
disasters. Mandatory coverage is required for those with Federally backed
residential mortgage loans in disaster prone areas. Reinsurance would be
available to carriers which insure businesses and multi-tamily residential

structures.

“Extrapolating to Florida, wind risk bome by the Residential JUA and Windstorm
JUA could be partially shifted into this Federal program.

PLAN ELEMENTS
For residences with Federally-backed mortgages living in hurricane-prone

Wind
regions, wind is de-linked and is issued solely through a privately funded
NDIC. '

Policy Policy limits and deductibles are to be determined by an independent
board.

Rates Rates will be set by independent,' Federally-appointed actuaries.

NDIC would function as a reinsuring entity for primary carriers writing

Reinsurance
commercial and multi-family residential policies.

Accumulation of Capital

Funds collected by NDIC may be subject to Federal taxation.

Public/Private This plan implies some level of a line of credit mechanism and bonding
authority, with future premium révenue designated for repayment. In an
exercise of public authority, NDIC is authorized to require states to adopt
and improve enforcement of model building codes to promote loss
mitigation, presumably as an eligibility requirement for Federal hazard risk

policies.



CALIFORNIA EARTHQUAKE RISK

PROPOSAL
Who retains the risk? PUBLIC SECTOR

Earthquake risk is shifted to a third-party authority with tax-free accumulation of
catastrophe reserves. Lower levels of loss are funded by premium revenue.
Extrapolating to Florida, risks currently bome by Residential JUA and Windstorm
JUA would shift to a similar third-party authority. Premium revenue is used to
leverage capital market investments and/or lines of credit. Private risk is borne by
reinsurers and private market investment instruments (secured by premium

revenue). Primary carriers do not bear earthquake risk.

PLAN ELEMENTS

Earthqguake  Although all insurers are required to offer this coverage, less than 50% of
homeowners have purchased it because of high costs and high

deductibles.

The policy provides for limited coverage for contents and additional living
expenses, higher deductibles, and a cap on limits.

Actuarially sound rates are set by the Earthquake Authority. No details are
available on treatment of expense factors for profit, tax liability, or agent

commission expense.

Reinsurance Reinsurance can be purchased by Earthquake Authority.

Accumulation of Capital

The accumulation of capital would not be subject to Federal taxation.

Reserves are accumulated from direct written premium on the Authority’'s
policy. Additional funding is generated through capital contribution by
participating insurers. The contribution can be supplemented by
“contingent capital” lending from insurance industry as well as limited
access to capital markets. Plan’s target: $11.5 billion capacity.



STATE FARM/ALLSTATE

PROPOSAL

Who retains the risk? PUBLIC SECTOR

Plan elements create a shift in hurricane risk from the private insurance market to
a public entity. Hurricane risk currently carried in Residential JUA and Windstom
JUA and the hurricane risk portion of all other homeowners’ policies would be
absorbed by the public entity. The public entity could obtain reinsurance and could
leverage premium revenue and potentiadl assessments for a line of credit or
bonding program. Private sector risk is bomne by reinsurers. Primary carmiers do
not bear hurricane risk, although Allstate does raise the potential of some level
(10%) of risk retention by primary camers. Primary carriers are paid servicing fees
to administer policies and adjust claims. Agent commissions are eamed on

premiums paid to the public entity.

PLAN ELEMENTS

Wind

Policy

Rates

Reinsurance

The hurricane peril is de-linked from the hormeowner policy with coverage
issued exclusively by the public entity.

The policy provides for a 10% deductible OR a 5% deductible/5% co-
insurance.

Rates would be actuarially sound with no expense factors for profit or tax
liability, but will include agent commission expense. Estimated rate impact
20-40%.

The pubiic entity can purchase reinsurance from accumulated premium
revenues.

Accumulation of Capital

Public/Private

The accumulation of capital would not be subject to Federal taxation.

State Farm — The sources of funding would be: premium revenue;
reinsurance; line of credit private capital and/or bonds NOT pledging full
faith and credit of the State of Florida; possible State line of credit; possible
fees on mortgage lenders/consumers; and a surcharge on property

premiums (up to 10%).

Alistate — The sources of funding would be: premium revenue; borrowing/
bonding authority; reinsurance or capital market investment instruments:
contributions from industries (mortgage lenders, realtors, home builders,
etc.); surcharge on residential property premiums; and emergency

assessment surcharge.



HAWAIl HURRICANE RELIEF FUND

PROPOSAL
Who retains the risk? PUBLIC SECTOR

This plan is designed to provide up to $1.7 billion in coverage for a single hurricane event.
If losses exceed that level, the losses are prorated and the public accepts the risk. There
appears to be no effort to build a capital base, as is the case with the Florida Hurricane

Catastrophe Fund. F

PLAN ELEMENTS
The hurricane peril is de-linked, and coverage is provided by government

wind
entity. Such coverage can also be purchased in the voluntary market.
B Policy Any eligible property covered by a policy of property insurance is entitled to
. hurricane coverage from the fund. Standard policies offer coverage for
3 hurricane (any category) damage or loss of up to $750,000 per risk on

; residential property (1 to 4 units), and up to $500,000 per risk on
commercial property. For residential policies, the policyholder may select

the greater of:

eone percent of the insured value; or
stwo percent of the insured value; or

sfive percent of the insured value; or
san amount equal to all the other perils deductible of the underlying policy

Rates are to be actuarially sound.

Reinsurance is accessed after the first $700 million of losses is paid out.
The next $500 million is paid frorr reinsurance purchased with a 3.75%
assessment on ali P&C premiums and a .01% surcharge on mortgages. If

necessary, the statute allows the State to increase the premium
assessment to 5% on all premiums, including auto.

E Accumulation of Capital

The accumulation of capital in the fund is exempt from Federal taxation.
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THE MICHIGAN APPROACH

Proposal

The Michigan approach recognizes the interrelationship between overall rate levels,
class and territory rating plans, the risk selection and cancellation process and statutory
availability = mechanisms. The approach restructures the regulation of
homeowners/property and automobile insurance. '

The Michigan approach provides the followihg basic principles concerning the
guaranteed availability of essential insurance: (1) -the mandatory offer of essential
insurance; (2) objectively similar risks receive equality of treatment in rates and
services; (3) establishment of the Michigan Reinsurance Association; (4) Insurance
companies determine whether to reinsure a risk; (5) profits or losses of the
Reinsurance Association would be equitably shared by the entire industry; (6) objective

and uniform standards of insurability.
The Michigan approach also provides the following basic principles conceming rate

regulation: (1) competitive determination of rate levels; (2) Insurance Bureau
monitoring of competition; (3) strengthening the prevention of unfair rate discrimination;

(4) reducing unfair subsidies.
The goal of the Michigan Approach is to guarantee consumers access to essential

insurance, enable insurance rates to be competitive and fair, improve the consumer’s
freedom of choice, and increase the cost-effectiveness of the regulatory system.



THE FREE MARKET PLAN

Proposal

The basic principles of the free market plan are as follows: (1) Co.m.petitive markgt
forces are allowed to dictate rates (no rate regulation); (2) The private market will

charge adequate rates based upon free market competition.

The Free Market Plan theory aliows the laws of competition to set adequate rates and
also allows for the restoration of the Florida insurance industry through the natural laws

of free market competition.
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STATE LIMITATIONS OF INSURANCE COMPANIES' WITHDRAWALS

Proposal

This plan addresses the need to keep insurance companies from canceling
homeowner policies so that the private market has time to be restored. The basic
principles of the plan includes the following: (1) insurance companies will be limited as to
the extent in which they can withdraw from Florida's homeowners’ insurance market; and
(2) insurance companies will have limitations on the amount of writings in other lines of
property and casualty insurance if they choose not to write homeowner's insurance in
Florida. This plan provides a mechanism to keep insurance companies from just writing all
other lines of property and casualty insurance and choosing not to write homeowners'

insurance.



MARKET IMPACT ASSESSMENTS

With respect to Market Impact Assessments, Federal Plan (Clinton) is considered favorabie
by a majority of the experts in each of the four categories. In addition, the Michigan Plan is
considered favorable in three of the four categories.

By contrast, the current Florida law is considered unfavorable in three of the four areas
included under the general heading Market Impact Assessments. The majority of experts
conclude that the residential insurance market, the international reinsurance market,
and the voluntary residential property market all were affected adversely by current

Florida legislation.
H

Insurance company limlitations on state withdrawal is similarly deemed unfavorable

in three of the four categories listed.

The Chase Manhattan Plan and the Federal plan (NDC) are considered favorable in two of
the four categories.

EFFICIENCY ASSESSMENTS

With respect to affordability of insurance, the current Florida law is considered to be
favorable, while the Free Market Plan (which involves the deregulation of the industry) along

with the California Plan are considered unfavorable.
The current Florida law is thought to hinder the ability of the both the private and public
sector to make payments on clalms.

The Michlgan Plan is considered to be favorable in seven of the nine categories included
within efficiency assessments considerations.

The Federal Plan (Clinton) and the Chase Manhattan Plan are considered favorable in five
of the nine categories. .

The Alistate/State Farm Plan is considered favorable in four of the nine categories,
including the availability of new and renewed coverage.

State limitations on insurance company withdrawals is considered unfavorabie in five of
the nine categories related to efficiency assessments.

The current Florida law is considered unfavorable in four of the nine categories related to
efficiency assessments.

Both Federal Plans and the Michigan Plan are considered favorable with respect to

' mitigation.

The Free Market Plan is thought to provide proper incentives for insurers but is not likely to
lead to an enhancement of the competitive environment.

The current Florida law is considered unfavorable when considering the avallability of

new or renewed coverage.
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e Technical Advisors' Areas of Agreement on Specific Issues (60% majority)
e - B [Market Impact Assessments e
S Favorable Neutral _ Unfavorable
___System of Residential Insurance Market Federal Plan (NDC) | " CalifomiaPlan

I Michigan Plan _ ’ Current Florida Law
e Chase Manhaftan Plan ‘ Insurance Company Limitations on
i . Federal Plan (Clinlon) State Withdrawals
_______Catastrophic Trust Fund Hawaii Plan California Plan
. _ : Federal Plan (Clinton) Insurance Company Limitations on
_ B B Federal Plan (NDC) - Slate Withdrawals
R Current Florida Law ] Free Market Plan
e Michigan Plan '

___Voluntary Residential Property Markets Allstate/State Farm Plan Hawaii Plan
_ _ | Federal Plan (Clinton) Current Florida Law
S Michigan Plan _ Insurance Company Limitations on
—_— ‘ Free Market Plan State Withdrawals
International Reinsurance Market | Federal Plan (Clinton) Michigan Plan Current Florida Law
Califomia Plan Insurance Company Limitations on
Chase Manhatian Plan Slate Withdrawals




Technical Advisors' Areas of A

greement on Specific Issues (60% mafority)

Market Impact Assessments |

Summary

Federal Plan (Clinton) (4)

Current Florida Law (3}

Michigan Plan (3)

Chase Manhattan (2)

Insurance Company Limitations on

State Withdrawals (3)
Federal Plan (NDC) (2) California Plan (2)
Califomia Plan (1) Free Market Plan (1}
Alistate/State Farm Plan (1) Hawaii Plan (1)
Free Market Plan (1)

Hawaii Pian (1)

. Current Florida Law (1)




Technical Advisors' Areas of Agreement on Specific Issues

(60% majority)

Efficlency Assessments (Cont'd)

Favorable

Neutral

Unfavorable

Availability of Renewal of Coverage

Allstate/State Farm Plan

Insurance Company Limitations on

Federal Plan (NDC)

State Withdrawals

California Plan

Current Florida L.aw

Hawaii Plan

Michigan Plan

Chase Manhatian

Mitigation

Federal Plan (NDC)

Califomia Plan

Federal Plan (Clinton)

Insurance Company Limitations on

Michigan Plan

State Withdrawals

Chase Manhattan




e Technical Advisors' Areas of Agreement on Specific Issues (60% majority)
- Efficiency Assessments L
_ {Assessments of Effects on Florida Favorable Neutral o\ . Unfavorsble
o ‘Iwrgggrrgﬂge Market Characisristics) oo i
____Affordability of Insurance Current Florida Law Federal Plan (Clinton) Free Marke! Plan
- — Michigan Plan Califormia Plan
_Ability of the Private Seclor to Pay for Claims Allstate/State Farm Plan Federal Plan (Clinton) Insurance Company Limitations on
— Federal Plar: (Clinton) ) State Withdrawals
. Michigan Plan Current Florida Law.
o Current Florida Law
— B Chase Manhatfan
— . Free Markel Plan
Ability of the Public Sector to Pay for Claims |  Federal Plan (Clinfon) Califomia Plan
Michigan Plan Current Florida Law
S Chase Manhatian
_Incentives for Privale Insurers and Reinsurers Allstate/State Farm Plan Federal Plan (Clinton) Insurance Company Limitations on )
—— Califomia Plan State Withdrawals
N Michigan Plan
e Free Market Plan
_@M@eﬂdﬂ?ﬂpeliﬁm Florida Fedaral Plan (Clinton) Insurance Company Limitations on
o Insurance Market Chase Manhattan State Withdrawals
Residual Market and Calastrophic Fund Federal Plan (Clinton) California Plan -
L Disincentives Michigan Plan
— Insurance Company Limitations on

_ Availability of New Proparty/Casuaity
Insurance

| _Alistate/State Farm Plan

State Withdrawais

T

Fedgaral £lan (NDC)

| Califomia Plan

Insurance Company Limitations on

State Withdrawals

Michigan Plan

__Chase Manhattan

Current Florida Law




INCIDENCE OF DAMAGE PAYMENT

There are few low cost options for coastal Florida home owners, or Florida homeowners in
general; however, the full free market plan and the Hawaii plan are the only plans
considered high in cost by a majonity of the technical advisors.

The Allstate/State Farm plan and State limitation on insurance company withdrawal are
considered to be burdensome to the public sector. A

The current Florida law is considered to be costly from the perspective of the property
insurance industry. .

in general, the full free market plan was considered to be high in cost in four of the seven
categories discussed.

The Federal Plan associated with the Natural Disaster Coalition was considered to carry
moderate costs with respect to five of the seven categories under consideration, and
considered to be a low cost option in the remaining two categories.

Federal Plan (Clinton) and the Chase Manhattan Plan are considered to be medium cost
options in four of the seven categories under consideration.

INCIDENCE OF BENEFITS

State limitations on insurance company withdrawal had a low associated distribution
of benefits in four of the seven categories presented to the advisors.

The current Florida law has a low associated distribution of benetfits in three of the
seven categories considered.

in general, very few plans offer extensive benefits to any single affected group.
Coastal Florida homeowners are considered to benefit greatly from the adoption of the
Federal Plan (NDC), Insurance company limitation on state withdrawal, and the Chase
Manhattan plan.

Several plans do not provide benefits for U.S. and intemnational private market investors.
These include; current Florida law, Allstate/State Farm Plan, Hawaii Plan, both Federal

Plans, and insurance company limitation on state witaidrawal.



Technical Advisors' Areas of Agreement on Specific Issues_(60% majority)

Eﬂiciency Assessments (Cont _l B

__ o Summary e )
Summary Michigan Plan (7) » Insurance Company Limitations on
_ . Federal Plan (Clinton) ( 5; Slate Withdrawals (5)
. - Chase Manhattan Plan (5) Current Florida Law (4)
Allstate/State Farm Plan (4) Califomnia Plan (2)
Califomia Pian (3) : - o
- Federal Plan (NDC) (3)
o Free Market (2) - -
— Hawaii (1)
Grand Total Michigan (10) Insurance Company Limitations on
e Federal Plan (Clinton) (9)

Stale Withdrawals (8)

Chase Manhatian Plan (7) Current Florida Law (7)
. Federal Plan (NDC) (5) California Plan (4)
Califomia Plan (4) Alistate/Stale Farm Plan (1)
Allstate/State Farm Plan (4) Hawaii (1)
_ _ Free Market (3) -
— Hawaii (2)
S Current Florida Law (1)
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Technical Advisors' Areas of

Agreement on Specific Issues (60% majority)

High Cost

_Incidence of Damage Payment

" Medium Cost

Low Cost __

Coastal Florida Home Owners (Fee)

Hawail Plan, Free Markel

Federal Plan (NDC), Federal Plan (Clintor),

None

Chase Manhattan, Michigan (Modified)

Insurance Company Limitalion on

State Withdrawal

All Florida Home Owners (Fees)

Hawaii Plan, Free Market

Alistate/State Farm Federal Plan (NDC),

None

Federal Pian (Clinton), Chase Manhattan,

Michigan (Modified), Insurance Company

Liritation on State Withdrawal

All Florida Insured Parlies

Free Markel

Allstale/State Farm, California Plan,

Chase Manhallan

Federal Plan (NDC), Federal Plan (Clinton), |

Insurance Company Limilation on Sfale

Withdrawal

Florida Public Sector (General Tax)

Allstate/State Farm,

California Plan

Federal Plan (NDC), Michigan P

Free Markel, Insurance Company

Limitation on Slate Withdrawal

(modified), Chase Manhaltan,

Federal Plan (Clinton)

General U.S citizen

None

Federal Plan (NDC), Federal Plan (Clinton)

Home Owner (Fees/Taxes)

Properly Insurance Indusiry

Current Florida Law, Insurance

California Plan, Michigan Plan,

Company Limits on Stale

Chase Manhati{an Plan

Allstale/State Farm Plan,
Federal Plan (NDC), Hawaii Pl

Withdrawal

U.S. and Internalional Financial

Federal Plan (NDC), Chase Marnhatlan Plan

Markels Inveslors

Allstate/Slate Farm Plan, Haw.

Plan. Callifornia Plan, Michiga

Plan, Free Market Plan, Insurar
Company Limilations on State

“Withdrawal
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Technical Advisors' Areas of Agreement on Specific I lssues (60% majority)
Incldence of Benem - S

. o ;_ __ B Hig_;h Benelit ) _,— Medlum ééﬁéiu o ”___,__ﬁng Benem
" Federal Pian (NDC), o Michigan Plan - ~ None
_ Coastal Florida Home Owners (Fee) Insurance Company Limitation -

on Stale Withdrawal, o
Chase Manhaltan )

- All Florida Home Owners (Feeas) o None Current Florida Law, Michigan, Insurance None

Company Limilalion on Slate Withdrawal

All Florida Insured Parties None | Current Florida Law ~ Federal Plan (Clinton), Michigan
. Chase Manhattan,

Frae Market, Insurance
Company Limitation on
State Withdrawal

Florida Public Sector { General Tax) None Califomia, Chase Manhallan Free Markel, Current
Florida Law, Insurance
Company Limitalion on

State Withdrawal
o General U.S Citizen ’ None None Allstate/ State Farm, Hawaii
‘Home Owner(Fees/ Taxes) B Federal Plan (NDC), California,

Current Florida Law, Insurance
Company Limilation on Stafe
State Withdrawal

Property Insurance Indusiry Allslale/Slale Famm California, Michigan (modified), Insurance
Limilation on Stale Withdrawal o
___U.S. and Intemational Financial _ None California, Michigan, Free Markst . Allstate/ State Farm, Hawaii, _
. Markets Inveslors - Federal Plan (NDC), Federal Pla

__(Clinton), Currenl Florida Law,




Incidence of Damage Payment

Summary

Free Markel (4)

Chase Manhatlan (2)

Company Limitations on Slale

Federal Plan (NDC) (2)

Withdrawal (2)

Hawaii Plan (2}

—_Hawaii Pian (2)

Allstate/Slate Farm Plan (2)

Allstate/State Farm (1)

Michigan Pian (2)

Current Florida Law (1)

California Plan (1)

Federal Plan (Clinton) {1)

| _Insurance Company Limitations

On State Withdrawals (1)




STRENGTHS AND WEAKNESSES ASSOCIATED WITH THE CURRENT
FLORIDA LAW

The current Florida law is considered unfavorable in three of the four areas included under
the gensral heading Market Impact Assessments.

!
The current Florida law is thought to hinder the ability of the both the private and public
sector to make payments on claims.
With respect to affordability of insurance, the current Florida law is considered to be
favorable.
The current Florida law is considered unfavorable in four of the nine categories related to
efficiency assessments.
The current Florida law is considered unfavorable when considering the availabllity of
new or renewed coverage.
The current Florida law is considered to be costly from the perspectlve of the property
insurance industry.
The current Florida law has a low associated distribution of benefits in three of the
seven categories considered.

The current Fiorida law is considered to be unfavorable when consxdenng the potential role
for international reinsurance markets.
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lnc:dence of Benem

Summary

Chase Manhaltan Plan (1) |

lnsurance Comnany L:mrlanon or

___Alistate/State Farm Plan (1)

""""""""" wal (4)

State Vi ..
Currenl Florida Law (3)

Federal Plan (NDC) (1)

Insurance Company Limitation on

AIIslale/Stale Farm Plan (2)

Slate Withdrawal (1)

Federal Plan (Clinton) (2 )

Federal Plan (NDC) (2)

Chase Manhattan (1)

| “California Plan (1), Michigan (1)




| ?HART 1: Hurricane Catastrophe Indemnity Financial instrument Bullding Block Attributes L___’(
Source of Typs of Capllal] Accounting Tax Repaymentoi] Sharng | Tima Frams | Reinstatement { Triggsr of a loss| Full Avaliability LElanuuy ol Mﬁo:;l g:‘rl - Opgr:s(;on 1
Caphal Medium-term | Treatment | Deductible]  Caphal of Loss One Year afiac a Loss | Company/Ind. | of Calastrophs Xposure iflio a
Speculetive, | Expense/ | Yes/No | Nonal Parlial | Deductible ate. or Both Coverage Amount| __Risk _Covormgs
Patient fnvesiment Full and Coins Rapid / Medium_{ Private / Public { High { Medium
Unlunded Liabiity
T indsierminale Private/Public Patient Deponds No No Long Yes Both NA Pdvate Low T bow |
Public % L
1. Municipal Bond i Pitvate Patient Yes Yes No 10+ No ‘Depends Madium Public Mesd Low
2. State Bonds B
3. Fedaral Paricipation Prvale Pationt NA Partial Yo3 10+ Yes Bath Medium Public ! - low |
Financlal Mar: _[
Risk Capital .
1. Surplus Notes Private Patient Investmant | Yes(?) Full 7 10 yaara No Company Rapid medium ?
S Non-insurer 1
2. Chicago Board | (e.g. Natlonwids) -
of Trade {CBOT) Private Speculativs | Invastment 7 Nons No less than a yr. No Industry Rapkd Medium Low
) Speculators
3. Act of God Bonds Pdvatea | Speculative | invasiment 7 None No Multiyear No industry Rapld Low Low
Non-insuter
Bank Faclities 1 L
1. Line3 of Gredi Banks, Corporats {Patisntmedium{ Investment Yes Full No Multiyear No Company Rapid t tow Low
Parents
|
Relnsurance
| 1. Catastrophe (Cat) B
r Relnsurance US Reinsurance, Mediurm Expense Yo3 None Ded & Coin | One Year Al 8 Prica Company Rapid R High i
! Barmuda, {can ba both) |
Lioyds, elc. 1
2. Private Catastrophic ‘
Insurance Florda Flonda Primary | Medium Expsnse Yos None Dad. & Coln One Year At a Price Company Rapid mediuny low
1 Carriera
3. Financial
Cat. Rolnsurance US Reingumanca, Patiant Exponse/ Yos/No | ParlaV Full | Dad & Coln {  Multi-yoar At a Prics Companyind | Rapid medium High i
Bomuda, investment both
Lloyds, etc. _L_
Pdmary Insumnce Carrlers
1. Prmary T
insurance Pramiums
Insurance, Capial Patient Expenss Tax Hone Daductible One Year Yas {ndividuat RAapid Prvala Medium Low f
2. Hstention - _____~_,E
Patient ? Partiai None No One Year Yes Company Rapid Low Low
3. Swaps o
Primary insuranca Medium Exponse Yes (7} None ? one year (7) 7 Company Rapid Low 7 :
Company —t
Consumora
1. Increasad i
N WA
I Capital | Patient 7 Partial None No One year Yas NIA Raphd 1 ) Low (Lc




