
NDPPA - Natural Disaster Protection Partnership Act 
NDle - 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·family 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 

Wind	 For residences with Federally-backed mortgages living in hurricane-prone 
regions, wind is de-linked and is issued solely through a privately funded 
NOIC. . 

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

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

Reinsurance	 NDIC would function as a reinsuring entity for primary carriers writing 
commercial and multi-family residential policies. 

Accumulation of Capital 

Funds collected by NOIC 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 revenue 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 eligibiHty requirement for Federal hazard risk 
policies. 



CAUFORNIA EARTHQUAKE RISK 

PROPOSAL 

Who retains the risk? PUBLIC SECTOR 

Earthquake risk is shifted to a third-party authority 'Nith 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 ttlird-party authority. Premium revenue is used to 
leverage capital market investments and/or lines of cregit. Private risk is bome by 
reinsurers and private market investment instruments (secured by premium 
revenue). Primary carriers do not bear earthquake risk. 

PLAN ELEMENTS 

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

deductibles. 

Policy	 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 can be purchased by Earthquake Authority. 

ccumulation of Ca ital· 

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. 
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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 Windstorm 
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 potential assessments for a line of credit or 
bonding program. Private sector risk is borne by reinsurers. Primary carriers do 
not bear hurricane risk, although Allstate does raise the potential of some level 
(10%) of risk retention by primary carriers. Primary carriers are paid servicing fees 
to administer policies and adjust claims. Agent commissions are earned on 
premiums paid to the public entity. 

PLAN ELEMENTS 

Wind	 The hurricane peril is de-Jinked from the homeowner policy with coverage 
issued exclusively by the public entity. 

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

Rates	 Rates would be actuarially sound with no expense factors for profit or tax 
liability, but will include agent commission expense. Estimated rate impact 
2D-40%. 

Reinsurance	 The public entity can purchase reinsurance from accumulated premium
 
revenues.
 

Accumulation of Capital 

The acCumulation of capital would not be SUbject to Federal taxation. 

Public/Private 
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 Rorida; possible State line of credit; possible 
fees on mortgage lenders/consumers; and a surcharge on property 
premiums (up to 10%). 

AJlstate - The sources of funding would be: premium revenue; borrowing! 
bonding authority; reinsurance or capital market investment instrumf'r1!s; 
contributions from industries (mortgage lenders, realtors, home builders, 
etc.); surcharge on residential property premiums; and emergency 
assessment surcharge. 



HAWAII HURRICANE REUEF 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 IOSSl9S 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. 

PLAN ELEMENTS 

The hurricane peril is de-linked, and coverage is provided by govemment 
entity. Such coverage can also be purchased in the voluntary market. 

Any eligible property covered by a policy of property insurance is entitled to 
hurricane coverage from the fund. Standard policies offer coverage for 
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: 

-one percent of the insured value; or 
-two percent of the insured value; or 
-five percent of the insured value; or 
-an amount equal to all the other perils deductible of the underlying policy 

Rates are to be actuariaJJy sound. 

Reinsurance is accessed after the first $700 million of losses is paid out. 
The next $500 million is paid fro IT· reinsurance purchased with a 3.75% 
assessment on all P&C premiums and a ~01 % surcharge on mortgages. If 
necessary, the statute allows the State to increase the premium 
assessment to 5% on al/ premiums, incJuding auto. 

}&cumulation of Capital 

The accumulation of capital in the fund is exempt from Federal taxation. 
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THE CHASE MANHAITAN APPROACH: MANAGING CATASTROPHE RISK IN 
FLORIDA 

Proposal 

Chase's program has a "layered approach" and consists of the following five 
components: (i) policyholder deductibJes are traditionally the first layer of coverage 
which are used to pay claims; (ii) event-triggered industry assessments typically take 
the form of a predetermined percentage surcharge against each insurance company's 
prior year written property premium; (iii) reinsurance programs in the form of multi-year 
programs or traditional reinsurance programs; (iv) bank line of] credit facility which is put 
in place prior to catastrophic event and can be utilized to provide additional liquidity to 
pay losses; (v) publicJprivate bonds can also be issued prior to a catastrophic event. 
These bonds provide for the establishment of a reserve that can be used to pay claims. 
The reinsurance programs, bank line of credit and pUblic/private bonds are typically 
repaid through a combination of industry/policyholder assessments and the issuance of 
bonds. 

The bank line of credit and bonds both provide the added benefit of providing the 
opportunity to pay losses over time rather than in the year incurred. This allows the 
more efficient management of capital, particularly during the early stages after a 
catastrophic loss, when it is typically needed most. Event-triggered assessments, 
reinsurance programs, the bank line of credit and bonds are interchangeable in terms of 
their layer in the program and can be structured to support a variety of cost and 
distribution objectives. 

The design of Chase's program ensures that it can be applied to any form of "delivery 
mechanism" (Le.. windstorm pool, JUA, etc.). The individual components are distinct 
and can stand alone so that there is complete flexibility in developing and arranging the 
program. Regardless of the structure which is chosen, the following' benefits are 
provided: (I) builds a reserve fund for future events; (ii) achieves greater cost 
efficiencies; (iii) accesses broad financial markets to achieve depth and diversity; (iv) 
develops a mechanism to eventually transfer more risk to the capital markets; (v) 
maximizes the utilization of capital by spreading losses over time. 
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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 following 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 orinciples concerning 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. 
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THE FREE MARKET PLAN 

Proposal 

The basic principles of the free market plan are as follows: (1) Competitive market 
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 allows the laws of competition to set adequate rates and 
also allows for the restoration of the Florida insurance indust,r,y through the natural Jaws 
of free market competition. 

14
 



STATE UMfTATlONS OF INSURANCE COMPANIES' WITHDRAWALS 

Proposal 

This plan addresses the need to keep insurance companies from canceling 
homeowner pol ides so that the private market has time to be restored. The basic 
principles of the plan includes the following: (1) insurance companies 'llill 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
 

• Wrth respect to Market Impact Assessments, Federal Plan (Clinton) is considered favorable 
by a majority of the exp€rts in each of the four categories. In addrtion, 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 residentlal property market all were affected adversely by current 
Florida legislation. 

• Insurance company Umltatlons 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 claIms. 

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

•	 State limitations on Insurance c:ompany withdrawals is considered unfavorable 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 ;s considered unfavorable when considering the availability of 
new or renewed coverage. 
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INCIDENCE OF DAMAGE PAYMENT 

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

•	 The AllstateJState Farm plan and State limitation on insurance company withdrawal are 
considered to be burdensome to the public sector. I 

•	 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 distribu1ion
 
of benefits in four of the seven categories presented to the advisors.
 

•	 The current Florida law has a low associated distribution of benefits 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 intemational private market investors. 
These include; current Florida law, Allstate/State Farm Plan, Hawaii Plan, both Federal 
Plans, and insurance company limitation on state withdrawal. 
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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 general heading Market Impact Assessments. 

• 
I 

The current Florida Jaw 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 Jaw is considered unfavorable when considering the availability of 
new or renewed coverage. 

•	 The current Florida law is considered to be costly from the perspective 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 Florida law is considered to be unfavorable when considering the potential role 
for international reinsurance markets. 
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f----	 ICHART 1: Hurricane Catsstrol he Indemnity Financial Instrument Bulldlna Block Attributes 

SOUn:ll 01 Tvoe of Caollal '&'CC()Unllna Tax Aenavment of Sharina .Time frame Relnstatoment Tri\l\laf of a loss Full Availability LlabllilV 01 Cosl pef 100effition 
-. Canltal Medlum.•onn Treatment Deductible CaDlt!1 01 loss Ono Year alter a Loss Comoanv/lnd. of Catastroohe Exposure Million Dollars Cosl 

Sooculallve Exoenslll Yea / No None! Partial DlIductibla etc. or Both Coverage Amount Risk Covernod 
f-- Patl""l Inveslment Full and Coins Rapid I Medium Privata/ Public HiGh / Medium 

Unfun~ Uabliity 

- Indot"nnlnlll" Prlvalt>IPubllc Pall",,! O"""nds No No lona Yes Both NA Pctvale low Low 

c--- Public 

1. Municipal Bond PrlValll Pallenl	 Yes YIlS No 10+ NoO_nds Medium Public Med Low 
2. Stete Bond. 

3, Federal Parlicloa!1on Private Patlonl NA Partial Yes 10+ Vel Both Medium Public I low 

flnanclaIMa,:· '~---t-------+------1------t-----+-----l------'l-----+-----1f------1r-------t------+-----Ir---j
RI.kCaPllal'-·-+------+-----4-----l----t-----l----~-----l--:----+-----+-----j-----r-----t---i

i- 1. Suml"s Nola, Private Patiant Invaslment Yes(7) Full 7 10 veal1l No Correanv Raok! mooium? 
Non-insurer 

t------:=-.""C"'h:-lca-IQO--Bo=-a-rd--:--t--:(-.e.~n.. Nationwide)2
01 Trade (CBOn Private SOllCulatlve Investmenl ? None No less than II vr. No IndusllV Rapid Me<iium low 

SpllCulators 
--3- No! of God Bonds rovale SnllCulatlve Inveslment 1 Nonll No Multlveer No Induslry Rapid low low 

Non·in~urer 

flank FadMI .." 
I. lines of Credll Banks Corporate Pallentlmediurr InvlIstmenl Ves FuM No Multlvear No Cornoonv Raold low low 

Parenls 

Relnsuran"" 

1. Catastrophe (Cat) 
"---Fieln,uranco US Reinsurance Medium E;';;;nse VIIS None Oed.& Coln Onll Year AI a Price Cormany Raoldll HiQh i 

I	 Bermuda lean be bothl 
lIovd, eiC. 

2. Private Cata,trooll\c 
Insurance FIoIida florida Prlmarv Medium E"""n.. Ves N0Il8 Oed. & Coin One Year .&.I. Price Cormanv Rapid ma<Jiull1 low 

Carri<>rs 
J. financial 

Cal. R<l1nsur.nce US Reinsurance PaUonl Emen~ VeslNo PartlllV Full Oed & Coin Muld-Yoer Ala Price Comoonvllnd Rapid me<iium Hioh I 
BclTIluda Inveslmenl both
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Prlmarv Insurance Camers 

1. Primary 
Insuranc" Premlum4 

2. Retention 
lnsuranc" CapII,,! Plltlent Expen58 Tax None Olldllc1i:lIe One Vllar YIIS Individual Rapid Privata Me<ii\lm 

.---. 
Low I 

Patient 1 Partial None No One Year Yes Company Rapid Low Low 
3. Swao, 

Primary Insurance 
Comvanv 

Medium Eman"" '1'., 1 None 7 onll Year 11\ 1 COffiI)llnv RaDid low? I- 

Consumers 

1. Increased 
O~d~~"ma2 HQl1\IN'ffi\l\\ 
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