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FHCF coverage restructuring draft 2012 v2
August 9, 2011

A bill to be entitled
An act relating to the Florida Hurricane
Catastrophe Fund; amending s. 215.555, F.S.;
revising the definitions of “retention” and
“corporation”; providing for calculation of
an insurer’s reimbursement premium and
retention under the reimbursement contract;
revising coverage levels available under the
reimbursement contract; revising aggregate
coverage limits; providing for the phase-in
of changes to coverage levels and limits;
revising the cash build-up factor included
in reimbursement premiums; providing for
phase-in; reducing maximum allowable
emergency assessments; changing the name of
the Florida Hurricane Catastrophe Fund
Finance Corporation; repealing provisions
related to temporary emergency options for
additional coverage; terminating the
temporary iIncrease In coverage limits option
at the end of the 2011-2012 contract year;
providing an effective date.

Be It Enacted by the Legislature of the State of Florida:

Section 1. Paragraphs (e) and (n) of subsection (2),
paragraphs (b) and (c) of subsection (4), paragraph (b) of
subsection (5), paragraphs (b) and (d) of subsection (6), and
subsections (16), (17), and (18) of section 215.555, Florida
Statutes, are amended to read:

215.555 Florida Hurricane Catastrophe Fund.—
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(2) DEFINITIONS.—-As used in this section:

(e) “Retention” means the amount of losses below which an
insurer is not entitled to reimbursement from the fund. An
insurer’s retention shall be calculated as follows:

1.a. The board shall calculate and report to each insurer
the retention multiples for that year.

(1) For the contract year beginning June 1, 2005, the
retention multiple shall be equal to $4.5 billion divided by the
total estimated reimbursement premium for the contract year; for

subsequent years, up to and including the 2012-2013 contract

year, the retention multiple shall be equal to $4.5 billion,
adjusted based upon the reported exposure for the contract year
occurring 2 years before the particular contract year to reflect
the percentage growth In exposure to the fund for covered
policies since 2004, divided by the total estimated
reimbursement premium for the contract year.

(11) For the contract year beginning June 1, 2013, the

retention multiple shall be equal to $8 billion divided by the

total estimated reimbursement premium for the contract year. For

subsequent years, the retention multiple shall be equal to $8

billion, adjusted based upon the reported exposure for the

contract year occurring 2 years before the particular contract

year to reflect the percentage growth in exposure to the fund

for covered policies since 2011, divided by the total

reimbursement premium for the contract year.

b. For the 2012-2013 contract year, total reimbursement

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

c. In order to implement the phase-in of reduced coverage

levels as provided in paragraph (4)(b), total reimbursement
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premium for purposes of the calculation under this subparagraph

shall be estimated using the following assumptions:
(1) For the 2013-2014 contract year, the assumption is that

all insurers have selected the 85 percent coverage level.

(11) For the 2014-2015 contract year, the assumption is

that all insurers have selected the 80 percent coverage level.
(111) For the 2015-2016 contract year and subsequent

contract years, the assumption is that all insurers have

selected the 75 percent coverage level.

2. The retention multiple as determined under subparagraph
1. shall be adjusted to reflect the coverage level elected by
the i1nsurer.

a. For an insurer electing the maximum coverage level

available under paragraph (4)(b) for a particular contract year

For insurers electing the 90-percent coverage level, the

adjusted retention multiple i1s 100 percent of the amount

determined under subparagraph 1.
b. In order to implement the phase-in of reduced coverage

levels as provided in paragraph (4)(b), for an insurer electing

a coverage level other than the maximum coverage level, the

adjusted retention multiple i1s as follows:
(1) With respect to the 2012-2013 contract year, for an

insurer For—insurers electing the 75-percent coverage level, the
retention multiple is 90/75ths 120percent of the amount

determined under subparagraph 1., and for an insurer For

#nsurers electing the 45-percent coverage level, the adjusted
retention multiple is 90/45ths 200—percent of the amount
determined under subparagraph 1.

(11) With respect to the 2013-2014 contract year, for an

insurer electing the 75-percent coverage level, the retention

multiple is 85/75ths of the amount determined under subparagraph
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1., and for an insurer electing the 45-percent coverage level,

the retention multiple is 85/45ths of the amount determined

under subparagraph 1.
(111) With respect to the 2014-2015 contract year, for an

insurer electing the 75-percent coverage level, the retention

multiple is 80/75ths of the amount determined under subparagraph

1., and for an insurer electing the 45-percent coverage level,

the retention multiple is 80/45ths of the amount determined

under subparagraph 1.
(1V) With respect to the 2015-2016 contract year and
subsequent contract years, for an insurer electing the 45-

percent coverage level, the retention multiple i1s 75/45ths of

the amount determined under subparagraph 1.

3. An insurer shall determine i1ts provisional retention by
multiplying 1ts provisional reimbursement premium by the
applicable adjusted retention multiple and shall determine its
actual retention by multiplying its actual reimbursement premium
by the applicable adjusted retention multiple.

4. For i1nsurers who experience multiple covered events
causing loss during the contract year, beginning June 1, 2005,
each insurer’s full retention shall be applied to each of the
covered events causing the two largest losses for that insurer.
For each other covered event resulting in losses, the iInsurer’s
retention shall be reduced to one-third of the full retention.
The reimbursement contract shall provide for the reimbursement
of losses for each covered event based on the full retention
with adjustments made to reflect the reduced retentions on or
after January 1 of the contract year provided the iInsurer

reports its losses as specified in the reimbursement contract.
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(n) “Corporation” means the State Board of Administration

HoridaHurricane—Catastrophe—Fund Finance Corporation created
in paragraph (6)(d).
(4) REIMBURSEMENT CONTRACTS.-

(b)1.a. The contract shall contain a promise by the board

to reimburse the iInsurer for a specified percentage 45-percents
#5—percent;—oFr90percent of 1ts losses from each covered event

in excess of the insurer’s retention, plus 5 percent of the

reimbursed losses to cover loss adjustment expenses.

b. The available coverage levels are as follows:

(1) For the 2012-2013 contract year, 90 percent, 75
percent, and 45 percent.

(11) For the 2013-2014 contract year, 85 percent, 75
percent, and 45 percent.

(111) For the 2014-2015 contract year, 80 percent, 75
percent, and 45 percent.

(1V) For the 2015-2016 contract year and subsequent

contract years, 75 percent and 45 percent.

2.a. The insurer must elect one of the percentage coverage
levels specified in this paragraph and may, upon renewal of a
reimbursement contract, elect a lower percentage coverage level
iT no revenue bonds issued under subsection (6) after a covered
event are outstanding, or elect a higher percentage coverage
level, regardless of whether or not revenue bonds are
outstanding. All members of an insurer group must elect the same
percentage coverage level. Any joint underwriting association,
risk apportionment plan, or other entity created under s.
627.351 must elect the maximum 90-percent coverage level

available under subparagraph 1.

b. In order to implement the phase-in of reduced coverage

levels as provided in subparagraph 1., and notwithstanding any
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provisions of sub-subparagraph a. to the contrary, if revenue

bonds issued under subsection (6) after a covered event are

outstanding and the insurer has elected the maximum coverage

level available under subparagraph 1., the insurer must, upon

renewal of the reimbursement contract, elect the maximum

coverage level available under subparagraph 1. for the renewal

contract year.

3. The contract shall provide that reimbursement amounts
shall not be reduced by reinsurance paid or payable to the
insurer from other sources.

4_ Notwithstanding any other provision contained in this
section, the board shall make available to iInsurers that
purchased coverage provided by this subparagraph in 2008,
insurers qualifying as limited apportionment companies under s.
627.351(6)(c), and insurers that have been approved to
participate in the Insurance Capital Build-Up Incentive Program
pursuant to s. 215.5595 a contract or contract addendum that
provides an additional amount of reimbursement coverage of up to
$10 million. The premium to be charged for this additional
reimbursement coverage shall be 50 percent of the additional
reimbursement coverage provided, which shall include one prepaid
reinstatement. The minimum retention level that an eligible
participating insurer must retain associated with this

additional coverage layer is 30 percent of the insurer’s surplus

December 31, 2009, fTor the 2010-2011 contract year; and as of
December 31, 2010, for the 2011-2012 contract year. This

coverage shall be in addition to all other coverage that may be
provided under this section. The coverage provided by the fund
under this subparagraph shall be in addition to the claims-

paying capacity as defined iIn subparagraph (c)l1l., but only with
6
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respect to those iInsurers that select the additional coverage
option and meet the requirements of this subparagraph. The
claims-paying capacity with respect to all other participating
insurers and limited apportionment companies that do not select
the additional coverage option shall be limited to their
reimbursement premium’s proportionate share of the actual
claims-paying capacity otherwise defined in subparagraph (c)l.
and as provided for under the terms of the reimbursement
contract. The optional coverage retention as specified shall be
accessed before the mandatory coverage under the reimbursement
contract, but once the limit of coverage selected under this
option is exhausted, the insurer’s retention under the mandatory
coverage will apply. This coverage will apply and be paid
concurrently with mandatory coverage. This subparagraph expires
on May 31, 2012.

(c)1. The contract shall also provide that the obligation
of the board with respect to all contracts covering a particular
contract year shall not exceed the actual claims-paying capacity
of the fund up to the limit specified in this subparagraph.

a. For the 2012-2013 contract year, the limit is $17
billion.

b. For the 2013-2014 contract year, the limit is $15.5
billion.

c. For the 2014-2015 contract year, the limit is $14

billion.

d. For the 2015-2016 contract year and subsequent contract

years, the limit is $12 billion.

e. For contract years after the 2015-2016 contract year, if

a bimit of $17 billion for that contract year, unless the board

determines that there is sufficient estimated claims-paying

capacity to provide $12 $17 billion of capacity for the current
7
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contract year and an additional $12 $17 billion of capacity for
subsequent contract years-—kH—the board-makes—such—a
determination, the estimated claims-paying capacity for the
particular contract year shall be determined by adding to the
$12 $17 billion limit one-half of the fund’s estimated claims-
paying capacity in excess of $24 $34 billion. However, the
dollar growth in the limit may not increase in any year by an

amount greater than the dollar growth of the balance of the fund

as of December 31;,—less—any premiums—or—interestattributableto

optional-coverage, as defined by rule, which occurred over the
prior calendar year.

2. In May and October of the contract year, the board shall
publish in the Florida Administrative Weekly a statement of the
fund’s estimated borrowing capacity, the fund’s estimated
claims-paying capacity, and the projected balance of the fund as
of December 31. After the end of each calendar year, the board
shall notify insurers of the estimated borrowing capacity,
estimated claims-paying capacity, and the balance of the fund as
of December 31 to provide insurers with data necessary to assist
them In determining their retention and projected payout from
the fund for loss reimbursement purposes. In conjunction with
the development of the premium formula, as provided for iIn
subsection (5), the board shall publish factors or multiples
that assist insurers iIn determining their retention and
projected payout for the next contract year. For all regulatory
and reinsurance purposes, an insurer may calculate its projected
payout from the fund as its share of the total fund premium for
the current contract year multiplied by the sum of the projected
balance of the fund as of December 31 and the estimated
borrowing capacity for that contract year as reported under this

subparagraph.




247
248
249
250
251
252
253
254
255
256
257
258
259
260
261
262
263
264
265
266
267
268
269
270
271
272
273
274
275
276

FHCF coverage restructuring draft 2012 v2
August 9, 2011

(5) REIMBURSEMENT PREMIUMS.—

(b)1. The State Board of Administration shall select an
independent consultant to develop a formula for determining the
actuarially indicated premium to be paid to the fund. The
formula shall specify, for each zip code or other limited
geographical area, the amount of premium to be paid by an
insurer for each $1,000 of insured value under covered policies
in that zip code or other area. In establishing premiums, the
board shall consider the coverage elected under paragraph (4)(b)
and any factors that tend to enhance the actuarial
sophistication of ratemaking for the fund, including
deductibles, type of construction, type of coverage provided,
relative concentration of risks, and other such factors deemed
by the board to be appropriate.

2. The formula must provide for a cash build-up factor as
specified iIn this subparagraph. Fer—the 2009-2010-contractyears
theFfactoris 5 percent—Forthe 20102011 contractyear;—the
Factor s 10 percent-

a. For the 2011-2012 contract year, the factor is 15

percent.

b. For the 2012-2013 contract year, the factor is 20
percent.

c. For the 2013-2014 contract year and—thereafFter, the
factor is 25 percent.

d. For the 2014-2015 contract year, the factor is 30
percent.

e. For the 2015-2016 contract year, the factor is 35
percent.

f. For the 2016-2017 contract year, the factor is 40

percent.
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g-. For the 2017-2018 contract year, the factor is 45

percent.

h. For the 2018-2019 contract year and subsequent contract

years, the factor is 50 percent.

3. The formula may provide for a procedure to determine the
premiums to be paid by new insurers that begin writing covered
policies after the beginning of a contract year, taking into
consideration when the iInsurer starts writing covered policies,
the potential exposure of the iInsurer, the potential exposure of
the fund, the administrative costs to the insurer and to the
fund, and any other factors deemed appropriate by the board. The
formula must be approved by unanimous vote of the board. The
board may, at any time, revise the formula pursuant to the
procedure provided in this paragraph.

(6) REVENUE BONDS.-—

(b) Emergency assessments—

1. If the board determines that the amount of revenue
produced under subsection (5) is insufficient to fund the
obligations, costs, and expenses of the fund and the
corporation, including repayment of revenue bonds and that
portion of the debt service coverage not met by reimbursement
premiums, the board shall direct the Office of Insurance
Regulation to levy, by order, an emergency assessment on direct
premiums for all property and casualty lines of business in this
state, including property and casualty business of surplus lines
insurers regulated under part VII1 of chapter 626, but not
including any workers” compensation premiums or medical
malpractice premiums. As used In this subsection, the term
“property and casualty business” includes all lines of business
identified on Form 2, Exhibit of Premiums and Losses, in the

annual statement required of authorized insurers by s. 624.424

10
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and any rule adopted under this section, except for those lines
identified as accident and health insurance and except for
policies written under the National Flood Insurance Program. The
assessment shall be specified as a percentage of direct written
premium and Is subject to annual adjustments by the board in
order to meet debt obligations. The same percentage shall apply
to all policies in lines of business subject to the assessment
issued or renewed during the 12-month period beginning on the
effective date of the assessment.

2.a. A premium is not subject to an annual assessment under
this paragraph In excess of 6 percent of premium with respect to
obligations arising out of losses attributable to any one
contract year prior to the 2015-2016 contract year, and a

premium IS not subject to an aggregate annual assessment under
this paragraph in excess of 10 percent of premium, provided that

all of the losses which generated the obligations were

attributable to contract years prior to the 2015-2016 contract

year. An annual assessment under this paragraph shall continue
as long as the revenue bonds issued with respect to which the
assessment was imposed are outstanding, including any bonds the
proceeds of which were used to refund the revenue bonds, unless
adequate provision has been made for the payment of the bonds
under the documents authorizing issuance of the bonds.

b. Except as provided in sub-subparagraph a., a premium is

not subject to an annual assessment under this paragraph in

excess of 5 percent of premium with respect to obligations

arising out of losses attributable to any one contract year, and

a premium Is not subject to an aggregate annual assessment under

this paragraph in excess of 8 percent of premium. An annual

assessment under this paragraph shall continue as long as the

revenue bonds issued with respect to which the assessment was

11
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imposed are outstanding, including any bonds the proceeds of

which were used to refund the revenue bonds, unless adequate

provision has been made for the payment of the bonds under the

documents authorizing issuance of the bonds.

3. Emergency assessments shall be collected from
policyholders. Emergency assessments shall be remitted by
insurers as a percentage of direct written premium for the
preceding calendar quarter as specified in the order from the
Office of Insurance Regulation. The office shall verify the
accurate and timely collection and remittance of emergency
assessments and shall report the information to the board in a
form and at a time specified by the board. Each insurer
collecting assessments shall provide the information with
respect to premiums and collections as may be required by the
office to enable the office to monitor and verify compliance
with this paragraph.

4. With respect to assessments of surplus lines premiums,
each surplus lines agent shall collect the assessment at the
same time as the agent collects the surplus lines tax required
by s. 626.932, and the surplus lines agent shall remit the
assessment to the Florida Surplus Lines Service Office created
by s. 626.921 at the same time as the agent remits the surplus
lines tax to the Florida Surplus Lines Service Office. The
emergency assessment on each insured procuring coverage and
filing under s. 626.938 shall be remitted by the insured to the
Florida Surplus Lines Service Office at the time the iInsured
pays the surplus lines tax to the Florida Surplus Lines Service
Office. The Florida Surplus Lines Service Office shall remit the
collected assessments to the fund or corporation as provided in
the order levied by the Office of Insurance Regulation. The

Florida Surplus Lines Service Office shall verify the proper

12
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application of such emergency assessments and shall assist the
board in ensuring the accurate and timely collection and
remittance of assessments as required by the board. The Florida
Surplus Lines Service Office shall annually calculate the
aggregate written premium on property and casualty business,
other than workers” compensation and medical malpractice,
procured through surplus lines agents and iInsureds procuring
coverage and filing under s. 626.938 and shall report the
information to the board in a form and at a time specified by
the board.

5.a. Any assessment authority not used for a particular
contract year may be used for a subsequent contract year. IT,
for a subsequent contract year, the board determines that the
amount of revenue produced under subsection (5) is insufficient
to fund the obligations, costs, and expenses of the fund and the
corporation, including repayment of revenue bonds and that
portion of the debt service coverage not met by reimbursement
premiums, the board shall direct the Office of Insurance
Regulation to levy an emergency assessment up to an amount not
exceeding the amount of unused assessment authority from a
previous contract year or years, plus an additional 4 percent
provided that the assessments in the aggregate do not exceed the
limits specified in subparagraph 2, and provided that all of the

losses which generated the obligations were attributable to

contract years prior to the 2015-2016 contract year.

b. Except as provided in sub-subparagraph a., any

assessment authority not used for a particular contract year may

be used for a subsequent contract year. If, for a subsequent

contract year, the board determines that the amount of revenue

produced under subsection (5) is insufficient to fund the

obligations, costs, and expenses of the fund and the

13
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corporation, including repayment of revenue bonds and that

portion of the debt service coverage not met by reimbursement

premiums, the board shall direct the Office of Insurance

Regulation to levy an emergency assessment up to an amount not

exceeding the amount of unused assessment authority from a

previous contract year or years, plus an additional 3 percent

provided that the assessments in the aggregate do not exceed the

limits specified in subparagraph 2.

6. The assessments otherwise payable to the corporation
under this paragraph shall be paid to the fund unless and until
the Office of Insurance Regulation and the Florida Surplus Lines
Service Office have received from the corporation and the fund a
notice, which shall be conclusive and upon which they may rely
without further inquiry, that the corporation has issued bonds
and the fund has no agreements iIn effect with local governments
under paragraph (c). On or after the date of the notice and
until the date the corporation has no bonds outstanding, the
fund shall have no right, title, or interest in or to the
assessments, except as provided In the fund’s agreement with the
corporation.

7. Emergency assessments are not premium and are not
subject to the premium tax, to the surplus lines tax, to any
fees, or to any commissions. An insurer is liable for all
assessments that it collects and must treat the failure of an
insured to pay an assessment as a failure to pay the premium. An
insurer is not liable for uncollectible assessments.

8. When an insurer is required to return an unearned
premium, it shall also return any collected assessment
attributable to the unearned premium. A credit adjustment to the

collected assessment may be made by the insurer with regard to

14
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future remittances that are payable to the fund or corporation,
but the insurer is not entitled to a refund.

9. When a surplus lines insured or an insured who has
procured coverage and filed under s. 626.938 is entitled to the
return of an unearned premium, the Florida Surplus Lines Service
Office shall provide a credit or refund to the agent or such
insured for the collected assessment attributable to the
unearned premium prior to remitting the emergency assessment
collected to the fund or corporation.

10. The exemption of medical malpractice insurance premiums
from emergency assessments under this paragraph is repealed May
31, 2013, and medical malpractice insurance premiums shall be
subject to emergency assessments attributable to loss events
occurring in the contract years commencing on June 1, 2013.

(d) State Board of Administration Flerida—Hurricane
CatastroepheFund Finance Corporation.—

1. In addition to the findings and declarations in

subsection (1), the Legislature also finds and declares that:

a. The public benefits corporation created under this
paragraph will provide a mechanism necessary for the cost-
effective and efficient issuance of bonds. This mechanism will
eliminate unnecessary costs in the bond issuance process,
thereby iIncreasing the amounts available to pay reimbursement
for losses to property sustained as a result of hurricane
damage.

b. The purpose of such bonds is to fund reimbursements
through the Florida Hurricane Catastrophe Fund to pay for the
costs of construction, reconstruction, repair, restoration, and
other costs associated with damage to properties of
policyholders of covered policies due to the occurrence of a

hurricane.

15
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c. The efficacy of the financing mechanism will be enhanced
by the corporation’s ownership of the assessments, by the
insulation of the assessments from possible bankruptcy
proceedings, and by covenants of the state with the
corporation’s bondholders.

2.a. There is created a public benefits corporation, which
Is an instrumentality of the state, to be known as the State

Board of Administration Flerida—Hurricane Catastrophe Fund

Finance Corporation.

b. The corporation shall operate under a five-member board
of directors consisting of the Governor or a designee, the Chief
Financial Officer or a designee, the Attorney General or a
designee, the director of the Division of Bond Finance of the
State Board of Administration, and the Chief Operating Officer

Ffor—operations of the Florida Hurricane Catastrophe Fund.
c. The corporation has all of the powers of corporations

under chapter 607 and under chapter 617, subject only to the
provisions of this subsection.

d. The corporation may issue bonds and engage in such other
financial transactions as are necessary to provide sufficient
funds to achieve the purposes of this section.

e. The corporation may invest in any of the Investments
authorized under s. 215.47.

f. There shall be no liability on the part of, and no cause
of action shall arise against, any board members or employees of
the corporation for any actions taken by them in the performance
of their duties under this paragraph.

3.a. In actions under chapter 75 to validate any bonds
issued by the corporation, the notice required by s. 75.06 shall

be published only In Leon County and in two newspapers of

16
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general circulation in the state, and the complaint and order of
the court shall be served only on the State Attorney of the
Second Judicial Circuit.

b. The state hereby covenants with holders of bonds of the
corporation that the state will not repeal or abrogate the power
of the board to direct the Office of Insurance Regulation to
levy the assessments and to collect the proceeds of the revenues
pledged to the payment of such bonds as long as any such bonds
remain outstanding unless adequate provision has been made for
the payment of such bonds pursuant to the documents authorizing
the issuance of such bonds.

4. The bonds of the corporation are not a debt of the state
or of any political subdivision, and neither the state nor any
political subdivision is liable on such bonds. The corporation
does not have the power to pledge the credit, the revenues, or
the taxing power of the state or of any political subdivision.
The credit, revenues, or taxing power of the state or of any
political subdivision shall not be deemed to be pledged to the
payment of any bonds of the corporation.

5.a. The property, revenues, and other assets of the
corporation; the transactions and operations of the corporation
and the income from such transactions and operations; and all
bonds issued under this paragraph and interest on such bonds are
exempt from taxation by the state and any political subdivision,
including the intangibles tax under chapter 199 and the income
tax under chapter 220. This exemption does not apply to any tax
imposed by chapter 220 on interest, income, or profits on debt
obligations owned by corporations other than the State Board of

Administration Flerida—HurricaneCatastrophe—Fund Finance

Corporation.

17
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b. All bonds of the corporation shall be and constitute
legal investments without limitation for all public bodies of
this state; for all banks, trust companies, savings banks,
savings associations, savings and loan associations, and
investment companies; for all administrators, executors,
trustees, and other fiduciaries; for all iInsurance companies and
associations and other persons carrying on an insurance
business; and for all other persons who are now or may hereafter
be authorized to invest in bonds or other obligations of the
state and shall be and constitute eligible securities to be
deposited as collateral for the security of any state, county,
municipal, or other public funds. This sub-subparagraph shall be
considered as additional and supplemental authority and shall
not be limited without specific reference to this sub-
subparagraph.

6. The corporation and its corporate existence shall
continue until terminated by law; however, no such law shall
take effect as long as the corporation has bonds outstanding
unless adequate provision has been made for the payment of such
bonds pursuant to the documents authorizing the issuance of such
bonds. Upon termination of the existence of the corporation, all
of 1ts rights and properties In excess of i1ts obligations shall
pass to and be vested In the state.

7. The State Board of Administration Finance Corporation is

for all purposes the successor to the Florida Hurricane

Catastrophe Fund Finance Corporation.
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(16) (& TEMPORARY INCREASE IN COVERAGE LIMIT OPTIONS.—
(a) Findings and intent.—
1. The Legislature finds that:

a. Because of temporary disruptions in the market for

catastrophic reinsurance, many property insurers were unable to

procure sufficient amounts of reinsurance for the 2006 hurricane
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season or were able to procure such reinsurance only by
incurring substantially higher costs than In prior years.

b. The reinsurance market problems were responsible, at
least in part, for substantial premium increases to many
consumers and iIncreases in the number of policies issued by
Citizens Property Insurance Corporation.

c. It is likely that the reinsurance market disruptions
will not significantly abate prior to the 2007 hurricane season.

2. It is the intent of the Legislature to create options
for iInsurers to purchase a temporary increased coverage limit
above the statutorily determined limit in subparagraph (4)(c)1.,
applicable for the 2004,—20085,—2009,—2010; 2011,—2012,—and 2013
hurricane season seasens, to address market disruptions and
enable insurers, at their option, to procure additional coverage
from the Florida Hurricane Catastrophe Fund.

(b) Applicability of other provisions of this section.-All
provisions of this section and the rules adopted under this
section apply to the coverage created by this subsection unless
specifically superseded by provisions In this subsection.

(c) Optional coverage.—For the 2009-2010,—2010-2011; 2011-
20125—2012-20135—and—2013-2014 contract year years, the board
shall offers—for—each-ofFsuch—years; the optional coverage as
provided in this subsection.

(d) Additional definitions.—As used in this subsection, the
term:

1. “FHCF” means Florida Hurricane Catastrophe Fund.

2. “FHCF reimbursement premium” means the premium paid by
an insurer for its coverage as a mandatory participant in the
FHCF, but does not include additional premiums for optional

coverages.
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3. “Payout multiple” means the number or multiple created
by dividing the statutorily defined claims-paying capacity as
determined in subparagraph (4)(c)1. by the aggregate
reimbursement premiums paid by all iInsurers estimated or
projected as of calendar year-end.

4. “TICL” means the temporary increase In coverage limit.

5. “TICL options” means the temporary increase in coverage
options created under this subsection.

6. “TICL insurer” means an insurer that has opted to obtain
coverage under the TICL options addendum in addition to the
coverage provided to the insurer under its FHCF reimbursement
contract.

7. “TICL reimbursement premium” means the premium charged
by the fund for coverage provided under the TICL option.

8. “TICL coverage multiple” means the coverage multiple
when multiplied by an insurer’s reimbursement premium that
defines the temporary increase in coverage limit.

9. “TICL coverage” means the coverage for an insurer’s
losses above the insurer’s statutorily determined claims-paying
capacity based on the claims-paying limit in subparagraph
(4)(c)1., which an insurer selects as its temporary increase in
coverage from the fund under the TICL options selected. A TICL
insurer’s iIncreased coverage limit options shall be calculated
as provided in sub-subparagraph a. follews-

a. The board shall calculate and report to each TICL

25
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a. e- For the 2012-2013 contract year, the board shall

calculate and report to each TICL insurer the TICL coverage

multiples based on four options for increasing the insurer’s
FHCF coverage limit. Each TICL coverage multiple shall be
calculated by dividing $1 billion, $2 billion, $3 billion, and
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$4 billion by the total estimated aggregate FHCF reimbursement
premiums for the 2012-2013 contract year.

T. For the 2013-2014 contract year, the board shall

b. g= The TICL iInsurer’s increased coverage shall be the

FHCF reimbursement premium multiplied by the TICL coverage
multiple. In order to determine an insurer’s total limit of
coverage, an insurer shall add its TICL coverage multiple to its
payout multiple. The total shall represent a number that, when
multiplied by an insurer’s FHCF reimbursement premium for a
given reimbursement contract year, defines an insurer’s total
limit of FHCF reimbursement coverage for that reimbursement
contract year.

10. “TICL options addendum” means an addendum to the
reimbursement contract reflecting the obligations of the fund
and insurers selecting an option to increase an insurer’s FHCF
coverage limit.

(e) TICL options addendum.—

1. The TICL options addendum shall provide for
reimbursement of TICL insurers for covered events occurring
during the 2009-2010,—2010-2011,2011-2012,2012-20135—and—2013-
2014 contract year years in exchange for the TICL reimbursement
premium paid into the fund under paragraph (f) based on the TICL
coverage available and selected for each respective contract
year. Any insurer writing covered policies has the option of

selecting an increased limit of coverage under the TICL options
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addendum and shall select such coverage at the time that it
executes the FHCF reimbursement contract.

2. The TICL addendum shall contain a promise by the board
to reimburse the TICL insurer for 45 percent, 75 percent, or 90
percent of its losses from each covered event in excess of the
insurer’s retention, plus 5 percent of the reimbursed losses to
cover loss adjustment expenses. The percentage shall be the same
as the coverage level selected by the insurer under paragraph
4)(b).

3. The TICL addendum shall provide that reimbursement
amounts shall not be reduced by reinsurance paid or payable to
the insurer from other sources.

4. The priorities, schedule, and method of reimbursements
under the TICL addendum shall be the same as provided under
subsection (4).

() TICL reimbursement premiums.—Each TICL insurer shall
pay to the fund, in the manner and at the time provided in the
reimbursement contract for payment of reimbursement premiums, a
TICL reimbursement premium determined as specified In subsection
(5), except that a cash build-up factor does not apply to the

TICL reimbursement premiums. However, the TICL reimbursement

premium shall be increased iIn the 2009-2010-contractyear by a

three;—in—the 20112012 contractyear by a Ffactor of four,—in
the 2012-2013 contract year by a factor of fives,—and—in—the
2013-2014 contract year by a fTactor of six.

(g) Effect on claims-paying capacity of the fund.—-For the
2009-2010, 2010-2011, 2011-2012, 2012-2013, and 2013-2014
contract year years, the program created by this subsection
shall increase the claims-paying capacity of the fund as

provided in subparagraph (4)(c)l. by an amount not to exceed $4
28
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$12 billion and shall depend on the TICL coverage options
available and selected for the specified contract year and the
number of insurers that select the TICL optional coverage. The
additional capacity shall apply only to the additional coverage
provided under the TICL options and shall not otherwise affect
any insurer’s reimbursement from the fund if the insurer chooses
not to select the temporary option to increase its limit of
coverage under the FHCF.

(17) €8> FACILITATION OF INSURERS” PRIVATE CONTRACT
NEGOTIATIONS BEFORE THE START OF THE HURRICANE SEASON.-—

(a) In addition to the legislative findings and intent
provided elsewhere in this section, the Legislature finds that:

1.a. Because a regular session of the Legislature begins
approximately 3 months before the start of a contract year and
ends approximately 1 month before the start of a contract year,
participants in the fund always face the possibility that
legislative actions will change the coverage provided or offered
by the fund with only a few days or weeks of advance notice.

b. The timing issues described in sub-subparagraph a. can
create uncertainties and disadvantages for the residential
property insurers that are required to participate in the fund
when such i1nsurers negotiate for the procurement of private
reinsurance or other sources of capital.

c. Providing participating insurers with a greater degree
of certainty regarding the coverage provided or offered by the
fund and more time to negotiate for the procurement of private
reinsurance or other sources of capital will enable the
residential property insurance market to operate with greater
stability.

d. Increased stability in the residential property

insurance market serves a primary purpose of the fund and
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benefits Florida consumers by enabling insurers to operate more
economically. In years when reinsurance and capital markets are
experiencing a capital shortage, the last-minute rush by
insurers only weeks before the start of the hurricane season to
procure adequate coverage in order to meet their capital
requirements can result in higher costs that are passed on to
Florida consumers. However, if more time is available,
residential property insurers should experience greater
competition for their business with a corresponding beneficial
effect for Florida consumers.

2. It 1s the intent of the Legislature to provide insurers
with the terms and conditions of the reimbursement contract well
in advance of the insurers’ need to finalize their procurement
of private reinsurance or other sources of capital, and thereby
Iimprove insurers’ negotiating position with reinsurers and other
sources of capital.

3. It 1s also the intent of the Legislature that the board
publish the fund’s maximum statutory limit of coverage and the
fund’s total retention early enough that residential property
insurers can have the opportunity to better estimate their
coverage from the fund.

(b) The board shall adopt the reimbursement contract for a
particular contract year by February 1 of the immediately
preceding contract year. However, the reimbursement contract
shall be adopted as soon as possible in advance of the 2010-2011
contract year.

(c) Insurers writing covered policies shall execute the
reimbursement contract by March 1 of the immediately preceding
contract year, and the contract shall have an effective date as

defined iIn paragraph (2)(o).
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(d) The board shall publish in the Florida Administrative
Weekly the maximum statutory adjusted capacity for the mandatory
coverage for a particular contract year, the maximum statutory
coverage for any optional coverage for the particular contract
year, and the aggregate fund retention used to calculate
individual insurer’s retention multiples for the particular
contract year no later than January 1 of the immediately
preceding contract year.

Section 2. This act shall take effect upon becoming a law.
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