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Section-by-Section Analysis of the 
Natural Disaster Protection and Insurance Act of 1995 

S. 1043 
'i+!'ESW ddt; 8t .. '61.0' %ep?l~ 

New summary as proposed March 14, 1996 
(provisiolls which /,ave been removed are prilfted in italic strikeout­

new provisiolls are printed in bold italic) 

This legislation amends the Earthquake Hazards Reduction Act of 1977 to provide 
for an expanded program of hazard mitigation and private insurance against the risk of 
catastrophic natural disasters, such as hurricanes, earthquak~ and volcanic eruptions. 

Section 1. TITLE. This section entitles the bill the "Natural Disaster Protection 
and Insurance Act of 1995." 

Section 2. FINDING. This section adds 11 new congressional findings to the 
Earthquake Hazard Reduction Act ("EHRA ") that outline the policy rationale. The findings, 
for instance, state that: the major natural disasters (e.g., hurricanes, earthquakes and volcanic 
eruptions) will inflict substantial long-term consequences on the country; hazard reduction 
measures, such as building codes, are not in place or not adequately enforced; improved first 
responder and emergency management capabilities will lessen the impact of future disasters; 
and millions of Americans do not have adequate naturai disaster insurance covt!rage. 

Section 3. PURPOSE. This section adds 10 new purposes to the EHRA that explain 
the objectives of the legislation. The purposes, for instance, include: building safer 
structures that can better withstand natural disasters; enhancing emergency management and 
first response capability; creating a self-sustaining funding mechanism to help states pay for 
hazard mitigation programs; providing adequate private;! iusurance coverage for natural 
disaster perils; involving the insurance industry to speed recovery following a catastrophic 
disaster; and r-edNcing "elienee en ge",emment disaster assistance by c"eating a NslfNai 

. Dis6S/er Prelec/ion Fund. 

Section 4. DEFINITIONS. This section defines .J6 new terms to the EHRA. 

Section 5. CONFORMING AMENDMENTS. This section makes several 
conforming changes to the EHRA, primarily renumbering section numbers. 
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Section 6. MULTIHAZARD MITIGATION PROGRAM. This section adds a 
new title II with two subtitles to the EHRA that creates a comprehensive multihazard 
mitigation program. 

GUST/TLEA FEDERAL EAIERGENCYA/;4M4GEAIENTAGENCY 

This sNblilk oonl6il'is/oUl' ~ miligtltien seeliel'lS thm will be ooefflin61eti 
by Ihe DiFecler oflhe .. &:edeMI Emergency Alan6gement Agency ('ili'EA{.A ,. 

Seetiell J(JJ.. SlIJ1pert PNJgf'tIIfIS. This seclion reqNi;"-es the FEAIA DireehN' 
10 eslt:lblish t:lIId Ctli"I'Y oul 1'I61fH'Bi tJistlster mitigtltioll pFfJgrems fa ... the faUowing 
pfH'pescs: (lI) Ie ~ ro.setII'ch Ie st·rong/hen hUilding cedes tmd p;"'Omo!e 
de .... elopment 6f cost ejfeeli'Je building leehneiogics 61'ld other Fekiled h6Zf:lrR 
mit-igf1(ion me6SU?CS; (b) (e tiel'Clep htiZf:l?d m#igtllien technology fo/' sl6tes, lee61 
eommNnilies, 6n« other persons (e.g., bNi/dil'lg eOnIHlCI6?s) rosponsibk fa/' 
implement6tion t:lIId enj8reemen( iff h6Zf:lrd mitigstion met:lSures; 6nd (e) te 
untiert6,'Ee edNc6tion61 programs Ie enh6nee pNhUe 6wereness ej the risks 6nR 
h6ulrRs t:lSseei6ted with n6tural dis6sten 6nd lI'8}'S te mitig6tc lesses /rem such 
diS6sters. 

SeeHell J(J2. IVe,., Fetief'tl! Building Sl6ndRl'tIs. This sectien codifies into 
sl6tlile Seclitil'C OF6ler 12699 (55 Fed. Reg. 835) which rehItes to seismic sefety ef 
fedeMI t:l1'ld feder61ly lISSisted 0,. ,.egul6ted new hNit-tiing cel'lsl1'uctien. 

See/iell J(Jl. lVlllienB/ A6nillfullf CtmSeHSHS Building CenslFHelielf 
ShHUHlIvis. This section refJuires FSAf:A te enter into en t:lF?6ngement with the 
Nmien61 Acedemy efSeienccs (-'fM4:S lie Donduct a study ef the edi'isahil-i:y tl1'lR 
fet:lSihility of eSl6hUshing n6tional minimNm 6enscnSNS huilding constructien 
£fffflda,'Ti~ edtbessing ."Ith'HI'e! diS6stH mitig6-tien is.r:ues through pr-i",;6te sceto." 
slt:lllf:iar.ds deve[eping orgeniz6tien5. The study will he performed hy 6 liAS 
llfJPointed penel iff experls, inehttling hNi[ders, reallors, insNrers, memhers ef 
e,.gsniud 16bo,., 6nd huilding code effieiels jrem the model huilding code 
oongresscs, The study will he limiled 16 n6tural diS6ste,. issNes, lind the NA8 will 
IFtmSmit Ie CongFCSs 6 reper't within twe }'Ct:lFS ejen6ctment cenl6ining the results. 

SeeHell J(J4. lJesiglftlHell aj' A'sluf'tli DisBSler prone Sl6les. This sectien 
requires FEAIA /6 pr6mu/gate within 6'ix months of enactment which states are 
exposed te the n6tu,.61 diS6ste,. pe,.Us efe6rthquelre, voie6nic erfIfJtion, tsunmni, 
wintislerm, e,. hbH'1'ic6ne, These stetes will he classified 6S "nfllUl't:lI dimster. p,.ene. " 
The determinmionfor the seismic pe • ..;/s will he h6sed solely on· ti6tll provided hy the 
United Sl6tes Geelegic61 SlH"Vey ('fJSGS 1 6nd the determil'lelion for wintisteffll 6nd 
h"",?iame pe...;ls "'ill he hased solely en dele pro .... ided BJ' the lAJetio1'lt:l1 Oceanic end 
Atmosphe,.ic Adminisl?elion ("NOAA 1. 
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SUBTITLE A - LIMITS ON FEDERAL DISASTER ASSISTANCE. This sectiun 
amends the Stafford Act in two respects to make the provision of federal disaster assistance more 
equitable. 

Federal aid for states will be available only after the state had paid, or agreed to pay, at least 
$5 per each state resident for repair and reconstruction of ptJHie facilities buildillgs oWlled 
by state or local governments damaged by a natural disaster. Second, the federal share of 
disaster aid for repair and reconstruction of public facilities will be set at 75% and a higher 
federal share can only be obtained through the enactment of separate legislation that must 
be on budget and paid for (unless budget points of order are expressly waived under Gramm­
Rudman). 

As included ill the Clilltoll Administratioll's White Paper Oil Disaster Illsurallce ami 
Mitigatioll, all ill come limit 0/$100,000 would be placed on tI,e FEMA i1ldividllaV/amily 
grallt program, a1ld temporary !IOIISillg assistallce following a disaster would be limited 
to 12 mOllths. 

TI,e interest rate Oil tI,e Small Busine~~,'Ad~'i"istratioll (SBA) disaster loall progra;;;l ~~: " . 
would be i1lcreased to the Treasury rateplrrr agll bun" ';'N's, tl,us Iimiti1lg the subsidy", '_' 
associated witlt tlte program. j ---1 . \,-- ./ ----------Insurance Requirement for Federal Disaster Relief. Individuals who experience natural 
disasters who choose not to purchase private hazard insurance against those perils or who <.lid 
l10t have flood insurance coverage (provided they ~e required to do unJer the Nation~l Flood 
Insurar.ce Act) will be ineligible for long-term federal disaster relief. Homeowners whose 
annual household income exceed $6{),(}(}(} $40,000 will be ineligible to receive Stafford Act 
individual or family assistance grants or,similar federal disaster aid. Disaster assistance from 
SBA or similar federal agencies will alsO' be denied to business owners if the business 
property is not insured. Federal aid will not be cut off if homeowners or businesses can 
reasonably demonstrate that adeqaute insurance was no! available in the private market 

SUBTITLE B - DISASTER MITIGATION 

This subtitle adds ~ sevell sections which are aimed at improving thc ability of 
states and local communities to implement hazard mitigation measures and prepare for and 
respond to natural disasters. 

Section 801. Adoption of Building and Safety Codes. This section requires e6eh 
nelf:H'61 diS6Sler prone states to either adopt a building code that meets the natural disaster 
mitigation portions or one or the three rererenced model huildillg codes (including the 
National Fire Protection Association safety codes) or cerlih' Ihe: the sleles "local 
cemmu",ities heve tuJopted end iNe enforeing these codes provide tile federal gove",,,,ellt 

t , 
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with a listi"g of local communities w"ic" I,ave II0t adoPt~~~ 0" t/,eir own. Likewise, 
the law will reassert that sl6tes eI' communities identified as flood-prone under the Natiollal 
Flood Insurance Program (ItNFIP") must adopt the flood minimum performance standards /-
mandated under the NFIP provide the federal governme"t wit/, a listing of loml ~ .­
communities w/liclt have not adopted t"ese stalldards on tl,eir OWII er eeRify that ilsj/eod-
fH'6ne leeal cfJmmlll9ities htWe adepted and are eR/ef'Cil'lg sl«!h s!ande.teds. Thuse 
communities identified listed would be !.equi~d to adopt these standards. The building and 
safety codes, as well as the minimum performance flood standards;required by this section 
will apply to new and substantially modified residential and commercial construction. 

Section 802. Development of State Mitigation Plans. This section requires each 
nallH'6Il disaster fJl'6ne state to develop a plan, or designate an existing plan, for improving 
the state's ability to reduce the hazards of natural disasters. At a minimum, the mitigation 
plan will include processes for: (1) ensuring compliance with building codes; (2) improving 
emergency response; (3) training of first responders; (4) enforcing local land use and 
management ordinances; (5) addressing the impact of further development in high-risk ar.:as 
on the envirolUnent; (6) en5lH'ing all builders. plumbers. eieclrici8nS. and bUilding inspeCfOF!i 
IN'e licensed er certified; and (7) identifying critical facilities and lifelines and public 
structures to be cost-effectively retrofitted within a fixed time period. 

Section 803. Time Periods for Compliance. This section gives stales 
approximately between two and five years to comply with the building codes and mitigation 
plan requirements of sections 801 and 802. The compliance process consists of a series of 
milestones. 'Within two years of the enactmeni isSlfallce of regulaliOlts, states must have 
developed the mitigation plan and submitted it to FEMA for review. Within three years of 
enactment, states must have adopted the building and safety codes or, altemativ('/y, 
idelltijied local cOlllmullities w/,iC/, /,ave "ot adopted tl,em. Withinlollryears olen6fClmenl 

_ two years of FEMA approving tlte mitigation plall, states must certify that the sb: se¥eft 

processes of the mitigation plan are being implemented. And finally, within.Ii';e j'ears~ 
enaetmenl fOllr years of issuance of reg,!la!iolls, states must certify that the building ~lI1d 
safety codes are being adequately enforced. This section also requires FEMA to promptly 
notify in writing those states which fail to meet any of the compliance milestones described 
above so that the state may take corrective action: If after receiving the notification~ the slate 
does not take corrective action within 180 days, the state will receive a reduced share of 
financial assistance as provided in section 804 until such date as the Director determines that 
the state has taken the necessary corrective action. Finally, FEMA will issue regulations 
guiding the states as to what constitutes adequate compliance. 

Section 804. Federal Share of Financial Assistance. This section imposes two 
penalties on states or commullities that do not meet with the compliance milestones within 
the prescribed time periods described in section 803 (including the official notification and 
opportunity to cure). First, the state's or commUl,ily's minimum Stafford Act cost share for 
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federal disaster aid will be reduced from 75% to 50% .. ,' Second, monies from the new 
Mitigation Account provided under section 805 will be denied to that non-compliant slate 
or community. 

Section 805. Mitigation Trust Fund. This section allocates monies appropriated 
to a Mitigation Trust Fund deseribed in seMen U}/}4 to each state annually through a pro rata 
fonnula, issued by FE},1:,4, ef/he p1'emium5 eelke'ed in the'sf.8le based on disaster expos lire 
data provided by tl,e Catastropl,e Loss Cost Commissioll. These funds could be used by 
the states only for hazard mitigation measures, such as assistance for: first responders; slale 
revolving loan funds to leverage funding for mitigation activities; low-income individuals 
and families to help pay for hazard mitigation measures; natural disaster damage prevention 
and mitigation technology centers; addressing the impact of further development in high-risk 
areas on the environment; and pre-disaster mitigatioll suc/, as cost effective retrofittillg of 
pllblicfacilities censlrllctien efhuikiings Ie serve es medelsfor cesl effective miligelion. 
Priority in allocation of funds will be given to the building code and mitigation plan 
requirements described in sections 801 and 802. FEMA will be authorized to review aJ\d 
audit state programs. Every slf:lle will f:llse fJuelif>' Jl6r f:l minimum f:lnnuf:ll emmmt uf 
miligBlianfunds. i.e., /he gFe6ler af$250,O{}O aF O.25peFCenl ef/he enl;"'efimt/. Finally, 
states will also be required to transfer at least 25% of the money to local communities. 

Section 806. No Unfunded Mandates. This section prohibits the imposition of any 
. new mitigation requirement by this Act on a state that is not fully funded. If a stale 

documents to FEMA that the state has not received adequate funds from the Mitigation 
Accolll1t to ftilly (;over the ~0st of a particular mitigation requirement (e.g., buildinb COo'.!S 
or mitigation plan preparations), that particular mitigation requirement will not apply to the 
state. This "no unfunded manda~es" provision will not apply to non-compliance states that 
have been denied funds from the Mitigation ACCOWlt or to any duty imposed by this Act that 
is a condition of any federal assistance provided by the Stafford Act. 

Sect!or. 807. Studies. This section requires FEMA to enter into an arrangement with 
the National Academy of Sciences ("NAS") to co~duct three studies. 

Natienf:ll Uinimum Cansensus BUiiding Stanoords. ThefiFsl study will essess {he 
f:ld..,isahility end .fef:lsihility ef eSlf:lhlishing nf:ltienai minimum censensus Builtiing 
censlTuc:ien standtNds 8fidre'sing nalul'Bl disaster mitigelien issues IJwaugh 
pri",'f:lIe secler sl8ndards develeping ergtlnktitiens. The study will be perfor11~hy 
a M4S eppeintetipancl 9/&perts, including huilders, reeltars, insurers, memher-s 
ef ergeni&ed laher, f:lnd huilding cede effieiels /rem the madel huikiing code 
congresses. The study will he limited la nf:lIUMI disf:lster issues, end the NAS will 
II'-lmsmille Cengress a repert within (we yef:lrs 9/enactment cenleining the re·sullS-:-

• 
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Residenliel DiS6SIe?' b""J!seeliens. The secend SltJI6Y will assess the tld"i8ahility end 
feesihilil}' efe516hlishing Sl6ndsFds/iJF Ihe l1=6iniRg tmd licensing e/heme inspeclOl'5 
tlnd flSing heme inspeele,.s 65 6 metlns Ie pFemele miligelien 9} Fesidenliel 
st,.NeltJIl'es. The stNfiy will he performed by tI .1"I-AS Bppeinled penel ef exper-l5; 
inelNding htJIiltiing eensl.'"NeleFs, lending insliltJIlien5, lee61 cemmtJlflity ejficittls, 
pFil16le iItSNl'CFS, hemeeu'nel'S, 6nd eFgtlni:ed leheF. l'l-..4S .... i/llF6nsille eengl"c-'5S 
tI repel" .... Uhin twe yeers ef entlclmenl eenl6iniRg the I'e6Nits end any 
reeemmendstien5. 

Maintellance o(Critical Facilities. T/,is study will establish tl'e development 0/ 
guidelilles/or the maintenance 0/ operation 0/ critical/acilities sucl, as hospitals, 
ScllOOIs Qlld other public facilities ill tl,e aftermatl, 0/ disasters. 

DissemillatiOl' o(Disaster Research. This study wil{ examine ways to facilitate the 
broad dissemi"atioll of disaster mitigatioll researcl, Oil a cOlltilluing basis to stllte 
alld local govefllmellts, tl.e illsurallce illdustry, alld other illterested parties. The 
study will also examille the efficacy 0/ federal research ;,.to willd risk. 

Section 7. NATURAL DISASTER INSURANCE. The sections of this legislation 
dealing with the creation and operation of the Natural Disaster Insurance Corporation have been 
stricken. The new bill contemplates that the NDIC will be created by and for the private insurallce I 
industry to offer reinsurance only (no primary coverage for individuals) with no federal assistallce Ii 
or backstop. It may be detemlined at a later date that referencing the proposed corporation in a brief I : 
section i5 appropriate ill order to confer some sort of a!lti~trust pf(ltectign.o(~ciaJ tax-stntus. --- -----------
Federal disaster insurance will be provided in the form of catastrophic reinsurance contracts which 
will be auctioned by the Treasury to insurers, reinsurers and state insurance programs. The Clinton 
Administration is drafting language on this proposal. 

Thislille eenl6in5 three sNblilies Ih6t eFeete 6 p,,-iWlle ce"pe,"'tItien Ie iSSNe primaFY 
il'l5lH'fNlee ce'JeMgCS 6ndpHJ"ide reinsNrsnee /or n61lH'61 diseste:- perils. 

SUBTITLE A NATURAL DISASTER INSURANCE CORPORATION 

'['his sNbli:1e lldds eighl seetien5 thet del6i1 Ihe ert·elllien end epel"tllien of I he 
pri>;llie NlllNi"6/ Disllsler in5f1renee eerperslien. 

Seelien 301. o."gsni:6Iien61 StrtJIeltJIFe. This seelien esiliblishes, eS-{J 
eenditien o-Jreeei>;ingfodersI1e6n5, 6 pri'l6te (nen g6"ernmenI6i), nel/or projil 
membership eerpeF61ien 16 knew 6S Ihe Natf:lr6! Dis6ster in5HFt11K!e Cerpe",61ien ({he 
(Ce"peffltien 1= 
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ltrCm~ty'SfyI(!. 1I'fe t;;8"p6Mal8" 8 f'lfe",~e."s n'l.. 8n", 8N61'eS lIf I ~ 

CerpeNlli6n and u'iII eensisl efAve enlilies: (1) p1'iV6l-e insfN'e1's (defined 89 

JH'i·J8Ie ;ltStl1'e"S lNId fleinstl1'e1's, llM Ihe;1' Fe/Bled 6jJili8les, which e1'e 
lieel'l5ed 61' ed",itled 18 ,.'1'i1e p1'6f1e"ty llnd eesfHllty ;lfSfl1'liH'Iee 61' 1'eiltOl:ll'llltee 
within II sIBle) #taIpllFIieipllle 89 se~iee JH'8'J;der-s/<N the pFimlllY iltSfI1'llnee 
C611eFBges 6" pll1'Chsse the l'CilfSft1'lNIee; lNId (2) slllle insfN'llnee p8cHs 
(tJefoted tIS 6n~ these sl6le slNlcti6ned entilies whieh p1'6",itie IN'6jJCr'l7' 
ilfSflMnee llgllinst nllttlM/ disaste" per-ils and meet minimfll1f llCtfHill'illleffd 
ltntkFtt.,.Uing stlll'HiaFtis tIS esl6blished hy the GerpeFllli6nj thlll pfH'Chese lhe 
r-eiltSfN'imce. InJi",idlllllmemhe"s BIthe Cerp6Fllli6n willn6t be lillble jo,,/he 
6bligsti61tS 9Jthe CerpeFBti6n. 

Slerl Hp. A sl6'" "'P ed",inislFlll8" selecled Blthe inililll6rgBniMti6n meeting oJlhe 
Cerp6Mli6" will c66rdinllle ellF/y 8cti",ilies 0/ the Cerp6Mi6n, inelflding lhe 
c6Uec{i6n 6/SffiF( "'P IeBl'lS, tln:il the BellFd oJDi"ecI6"s hBS beenfo,.",elly selected. 
Sl8FI up cesls of Ihe Cerp6FBli6n wUl be tier-i','ed /r6m 1e8ns receiycd fo6m its 
pe, .. iicip8Iing il'lSflFBnce membe"s. The 1e8ns U'6t1/d be in pF6p6"'i6n 18 Ih81 insft?'e~..!s 
p."-eI'Itiu1lt YBlfll1fe wi'''iUen C6u1'llFJli"ide. AIIIetms w9uld be "epeid with inleFest wi/llin 
3~ m6nths/r6m folur-e premitlms "ecei",eti 

868,,61 6(DiFCCt6"S. The Cerp6FBli6n will be gBlIcffled by 8 15 memhe" 86fN-fi of 
Direct6rs 19 be elected by members Bllne Cerp9FBti6n. Nine oflhe DiFCct6rs will 
."cpl'eSenl 8I'l efjuil8ble C1'6SS secti6n ef the priWlIe instlr8nCe membe"s ef Ihe 
berpoMlion. Fhl"Ce ~Jlhe nine iusur8nce Dir-eetI'Jrs .. iii rep;I:e::ellt the /olierring 
SpeCi8/ elesses: reinsur-el's; Slff811 diFCCI insur-ers thel epeFllIe in less IhlNllen slt'tt!S, 
8I'ld c6mmeroi8/ iltSu"e;''S Ih81 ",,,ife n8Ii6nU'ide. Three oJthe fnsur8nce Direciorw 
",ill be elected bllscd 1:IfJ6n premium lI6htme llnd the FCm8ining thFCe will be elected 
al large. Si* Direcl9"s will be 1961'1 iltSftFers llnd will ."epFCsenl Ihe joll9w;ng 
inlel'ests: insfl1'lNlce 8genls 6r bl'6kers; sIBle iltSflFBnce reguIa16"s; risk 8ssessmel# 
expe"'s fr6m the N8ti9nlll ACBdeM}' ofSeien'Jcs; eeltSl!mers; llnd h8nking llnd ."t!Bi 
eslllle industries. Ali Dil"CeIe."s will seF .. 'C slsgge."Cd .sir }'C8.9' te,.",s. 

P9we"s e[ the CeFfl6,.8Ii6n. Op6n e/ecli6n f:J.Jc Ihe nine iltStI"8nCe Direc/el's, I he 
Cerp61'8ti9n will be emp6lt'e1'ed 19 IBke 811 necesSBrY 81'161 epprepri81e aelieltS t9 
CBHY 6ul the pFimBrY llnd FCil'lSftF8nCe ce,,'erege5, manege Ihe 11'1:151 acceunls, end 
"llise lblnds in Ihe pri'.'llte cepilB/ mllfflel. The Cerp8FBliBn CBnn6t e*eFCise fmy 
ge'JcfflmcnlBl p6l't'ers 9r hi"e an)' fetie1'8/ cmp/9Yees. He 8ctien tlndcrt8ken by lhe 
Cerp6r81i6n tinder the te,.",s 8flhis Iegislali9'" C9Ulti "esull in lillbilily tlnde" 8n)' 
.fede1'8/9F sIBle law. 

Sec/;eH J(JJ. Ph", B/Ope'RH6H. This secti6n FCfluires the BeBFti i9 devel9P 8 plcHl 
of 9per8ti8n which will sel forlh Ihe speeijk prBgl'Blffmlllic eper-6Ii6n5 lor the 
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eerfJ6M1ien Bf'ftifo1' Ihe fN'i"'ilI'jIend FeHtsNFe1fee etJvef'tlgeS. The plan ejepe?'a.fiOlf 
willpF6leel tJnyp"6jJFielBFy ;1tfoFlffelieltpF6l'itied by ;ItSNFeFS end will be designed 
Ie e1te6I:1FBge sttJbility with 1'e6peel Ie iltSl:IFef' paFI;eipBt;en in Ihe Cerpe."6I;elt. The 
piSIt will ;nehHie, 81 8 ",ilti",,,,,", the follewiltg tlelsilsfo1' Ihe il'l9l:11'6ffei! etJ"'eFElge.r.­
the 1'8Ies (defined sa g1'65S HIles u';th 811 ~peM5M of Ihe Ce:-peFtllien 81td Ihe 
eemJ161ties inel-l:I6ied); the IeFms snd etJltdilieltS eIthe eeveFtlg69p."'6Yided, ine/w/blg 
eeveF6ge eligibility Fef/l:lif'e",elt/s, e6l'eFBge Ii",its, tiedNelibles, f/f;lel6 she1'6 6Iffef;ll#S 

./{J1' the prims,,' etJWJNlgea, 8IId l"ete1Wi819 peilt/s/m' Ihe FeiffSu,"6ltee; the speeijie 
Imms sndpeliey e6nl,"'8eIs; lhe eFile1'i8 Ie1' the settle",enl eIiltSf;lFtlnee elsims; lire 
",ini",l:1", jintJnei81 1I;8bility sl8ndsHis neeesstJrjl/e1' enlities Ie be eligible Ie 
pf;lFehtJse the Fefnsl:lFS1tee; tlIfy etJ",meFeisl lines el iR51:1?'t119Ce (hc,'6nd the nitre 
specifie lines ;nchlded ilt the definitien o/ce",meFeitJllesses) thel will bc cligiblefi~ 
1'eiR5"'''8nee ce¥eFtlge; 81td griewlnee pF6ced",,,es fo1' FeselYing disp"'les tJfHeng 
membeFs ojthe eerpeFtltielt. 

See#elt j(Jj. PrieiRg. This seclien Fef/ltiFes the BeaM oj:he Cef"peffllien Ie 

tie "'elep, 8nd adjNSI when Itecessaf'}', Ihe Feles fo" /he p"im8l"Y and Feinsf;lFanee 
etJ¥e/'Sges. The "81eS wil! be b85ed en hiskJ."ic81 eggrog6le l-esses sNpplemented IJY 
nalursl diS851eF metieling. The Ftltes will be 8C/f;l{l1';a/ly sef;lnd by minimizing CretHf­
sf;liJsidiZtllien between ge8gMfJhie risk IeFrile"ies and will pF6dNce expeelL.Q 
p1'emif;lms sHjJieieltt Ie J16jI:.Fe1' ell el-sims and eesls 0/ the Ce."peralien 81td (he 
insNFtlltce cellerages. The Fate:: will be 8fJPI'6,;'Cd by the l'lstlH'61 DisasteF lnsf;lFance 
Beard ejAetf;laries described in the next seclien. 

See/jell j(J4. hlliepelftleltt BetJM e.{Ae/lltJ,ies. This seetien esf.«blishes~ 
five ",embe" independent IVstUFai Dis8slerInsf;lfflffee Beard e/Aetf;ltlFies te "elt'iew 
end 8pfJHJV6 the plan ejepeF8lien and the F81es deo;el8ped by the C8rpo~·tllien. The 
jil'e ",embers wil.' be tlfJjJ6i1'lkti by the See?'e1sFy ojthe THes"".)' within six menths 
oje1taetmCl'lt and will serve steggeFCd six >'eaF lerma. },/ember!i 8"einled musl net 
be empleyees efo.rpeFtllien memhe1's and must be fJF6fessienal aell:l8Fies ""he have 
experience in setting actfHll'ially setmdp."6peFl}' snd C6sl:lalty F61es. 

Plan o(Ooe"alien. The Independent Beard ojAetf;laFies will 1'elt'iew a d1'6}i eflhe 
plan ejepemtien (and amendments te it) within 15 menlhs e.{enaetment. The plan 
will be deemed 8PfJ>"8vcd unless within 9() deY's the .'Hdependent Beard dis8ppF6'1e5 
it byjinding Ihslthe plan, tIS a whele, is m6lCFial/y incensistent with the Act. ,4 plan 
dis8ppF8W!d will be "etf;lrned Ie Ihe eerperatien with 'written inslrf;lctieflS ejrelfuired 
changes. 

Rates. The Independent BeaFd efActf;laries will Fe",iew pF6pesed rates and rating 
methedelegies fey."6ie adjustments) within 12 menths ejenae!ment. The FtlMs and 
methodelegies will he dee",ed 8",""elled "'ltless within 9() deys the lmitpenaent 
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RetlFdtiis6pp.'"8YeS the", !Je.ea&lge eempelling aNislihsMn:itH tHNlNI,..;tH e¥';«ence-ia 
p1'esenled en the FeCeM shewing thflt the r-ates e,. me/het/elegies fl,.e ",meritlfly 
ineensist-ent with the 6etNflf'ifli seNnt/ness 1'el/flirement eIsectien 903. R~tes er 
methet/elegies t/iS6PfN'811ed "'NSt hc sNhmilted hflck 19 the eerpeNltien willi 
iMt,.Netiens fo,. hew 18 make them flctN67'i6l0' seNnd. As ptN't oI its ,.e~iew tlnd 
BPfN6~ efthe rates, the lRfiependent BeaNi ",l:I5t eenJNII USGS, NO,4A, ami NAS 
t8 ensflre the aeeNrlley of natNMI disaster "isIe metlel5 65 pBrt ef its re¥ieu~ 8nd 
BPfN'8W11 efthe rales. 

Seelien J(Js. ~lltI"ieipatimt ejStR/e Ilfsu.oWlfee RegNIsI8FS. This seetien ref/Nires lhe 
CerpeMtien 19fi/e il'lj"o,.",mien eepies of the rates and the insuNlnee forms for the pelicies 
iSSNed by the ee ... peratien with the stale insuranee dePertments. The eerpeffllien's 7'8{es 
BIfIi/orms, heU'ewtr, wiU net he sNhjeel19 6PfN'8~ of stale insH7'flttee regttlfll9rs. BNI staie 
BppreWli wiU be "ef/Nired if ;nsfJf'Crs wish 19 charge a t/ifferent rate for the primaFY 
ee~e;"Bges Ihfln sel by the eeFperalien. This rflle tiel'i6(ien, hewe¥e,., ceNld enly 6ppl)' IfJ 

#hBlpe,.,lien oflhe rale thfll cempensfl/es the inSNrer for Us cesls, including 8dminist,.elil'C 
expenses, agenl cemmissiens, and l{Res. Inf/Nires flllt} cempitlinls regtlffling claims 
setllementpraclices, including fhese di."Ccted BI s/6Ie insl.\"8Hce regN!eters, will he h8l'ldlt'tl 
e,' #he eeFperal;en. Sie/es efln flSSess p7'emium lfHes en the eeFperalien 's cevcrage, bHl 
eflnnet chflrge 6 hR M{e grefl(.er Ihfln the p,.emiu", l{Res BSscssed fo,. the Nnderl)'i"g 
hemeewne,.'s ceyerage. The eeFpel'fltien ceuld fllse nel he fl memher ofst6le gNflMnlj.' 
fonds, lmdpelicyhe!-tie,.s oflhe C8Fpeffllien '5 ee¥eMges ceuld }leI h,.ing cmims againsl tiny 
state gutlI'flnty fond. Finfllly, this seetien preempts fl1'l)' slflle mflntiflles ref/Ni,.ing I he 
piH'Chase efHfllNi"'8i tlis6t!jif!r iifSN!"flnae in afl"leNnis gre61er than {h(;lsl:! F1!qftirt!d by t,'lis AeI;-

Seetien-J~ TlWStAceeulfts. Thi!; seelifm estflh/ishes tlYe ,,"usts aceeNnls: (l)-6 
primtN)' Bee9NnlthallVill eensist o!premiums cfJileeted 8ypril'6te insfll'Crs fle/ing tIS ser¥ice 
]H'8vide,-s eflhe pl'imfNY e9vcMges deset=ibed in sNbtitk B; fl1'ld (2) fl reinsurance ecceunl 
#hBl will cemisl e-!premiNmS c9llectedfrem insbll'e,.s pUl'chtlSing the reinsNMnce celo'C1'tl,~ 
dese,.ibcd in suhl#le-C-:-bit1im5 wfll-bejJ6kJ.:fr-em-lhe-Fe5pec-lWe-£Iee6lH'lt~-GorpeH:l!ion 
wilI-1I«:HI6ge beth flCC8un1s tH'ld inWJSI/NiHis tlS the JJetNd sees 6pprep .. "iBle. Ce ",ingling 
funds in the flceeunts e,. heH9wing hetween flcceunts will be prehibited. In the e¥cn/ 
6meNnt9 in the Il'usl flcceunts e,. fonds fflised in Ihepl'iwlte 11'fflrkel fli"C insufficient te pay 
elaims llnti expcnses, federaiifJflnsfi'em Ihe U.S. T1'e6SbII')' will Cel'el' the dijJerencefmm 
ameNnls in the p.,.iWlte Less Aeceunl tiesaibed in seelien U)02. The foderalleflns willlJe 
1'191'1 sNbsitiked, subjecll9 6f11H'6P1'ifl/iel'lS, and Cflnnet exceed the C6p6city efthe eeFpeMtien 
te rep6Y within 20 yeflFS. The federal leflM will he ,.epa;", with interest, foe'" future 
premiums, flS BfJPffl[Jl'iate, foe'" the primer)' BI'Id reil'lSHMnce cevcl'6ges. Untilleen5 Ie the 
p,.imflFY flceeNnl a,.e repaid, efleh p67'tieipflting p,.ivme insurer must either centin.ue Ie 

6pCfflle flS fl seryice pre·"itier er Cfln witht/I"tlw untie" cenaitiens efwitht/1'6w81 fret hy l he 
eerperfltien. Unlillefll'lS lethe 7'Cil'lSNranCe BeCeNnt flI'C 1'epflid, priv'flle insbll'ers flnJ slate 
;nsNl'flnee peels pbII'chtlSing the l'eil'lSW'flnce must eUhel' eenlinue 18 plH'Chase the 
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Seeti6n 3(}7. N8 FetIertII Funds. This seetien m6ndales Ih6I "efetier-fl/fimds shHil 
eYe,. bep1'6"ided 16 fund flnj' flctivilies ejthe Cerpeffltien fe*eeptfor- thefoder-fli 168m film 
6f'C Ie be repflid with inle"est) .. 

Seelwn 3(}8. G40A"tIiI. This sectien Feq",iFes G.40 Ie flnnNflI.iy 6Ndit flclivities ef 
the CerpeF6lien (lnd the JnrJepentlenl !JeflFd e-jl4clNflI'ies Ie ensNFC Ihet belh enlities aFe 

eemp!ying with this Act. 

SUBTJTkElJ PRIA£4R Y INSURANCE COVERAGES 

This s",htit/e t«Idsji .. ee see/ieM lhe: deMit the epel"6>'iel'l e/the pimtN'j' il'lSUFaliEC 
C6¥CFflges iss Ned by me eerpeffltien. 

See#en 311. Soope ej'COtICHIgc. This scctien 6ulherizes Ihe Cerperfllien Ie is.HIe 
pFimfH'Y 1'l6INFflI disaste" il'l5NFflnce CefJ1efflges /oF Fesidenlial prepCFI)' S/FNCINFCS (dc-jinetl6S 
ene I6f(Jur-fomily dueemngs). The cevcfflge will ineiNde deb"is r-emeVflI, fldt/itienaIUl'ing 
expense, 6nd er«inflnee flnd law ce~lefflge. The nfltlG61 disflSte" per-Us ceveFed by (he 

JNimBFY cevcfflgcs will incINde: e6"lhqNflke shflke damage (nejirefolleltl·ing) .. velea/1ic 
e"Nplien, inclNdjngjiFe.. tSNnemi .. 6nd hNHicflne (defined Ie inelNde Ihese efficially declered 
hur"icanes and asseeiflted windsterm events eccN,."ing within ·168 heNFs be/eFe flnd fljle 
making hmdfoll). 

See/ien 311. ProWsieR efCeYeMge. This seclien specifies lhal :he primtN'y 
eel,'eMge petiey wUl be fl sl:lfJPlemen/fll eentrf:lct fJ/iI'l5NMnCC previded in cenjunelien 
lYim the st6ndaFd hemeewners' pe/iCj>'. AllpFi'lflle insu"ers will be cf.igihk Ie serve 
~l the pFimtN'y ceveFflge effered by Ihe eerpeFalien. All pril'€:l/e 
imNFers p6F1ieip6ting will be Fequi"ed Ie e-.fJe" the seismic ce~leFflges (eflFthqNfl/re, 
1J6!-etmic e.'WjJIifflf, tiNfd /SUl'ltHlfi) end will htwe the eptiel'l 16 ef:!er the hur"ieene 
eeYeMge. lnswe"s PflI'Iicipaiing mNst effo" Ihe eerpeF6lien 's seismic peliey Ie all 
elils FCsitienliflipel-iey!iehieFs in eaFlhql:l6ke pF6ne slstes Wishing 16 pfl,-'chsse 3t«Jh 
ce'ICFage. p.,.iVfl~e iWjNrer-s fllse cheesing Ie effe" Ihe hN""icflne peliey mllSl effor it 
16 611 elil.r; residenlial pelieywehJ.e"s in hN""icene p"ene s/flles. 

See/WH. 313. 111S""''IlHCC PuFChRse Reqllhv!ment.. This seclien requiFes ell'ners-ej 
FCSidentielp"epeFlies in nfl["',,61 disflsle" prene stflles th61 flFe h6Cked with nell'fodeFBIIy­

"elated me"lgages Ie pN"chflse the pr-imflrY inslH'flnce ceve"flges e" eql:li'lflknl celo'emge 
provided by fl p"i'lflle insNFe". Lending ins/ilN/iem which cN,vtemflFily escmw Hiill he 
FCqNiFCd /e eSCF6W the nfl[NraI diS6ste" il'lSNFflnce premiNm5 e/"esidentifll prepC:-ly r:/wnt'FS 
... he livc in naIlU'6l disaster [H'61fC s/eles. These liw1'lg in nature! disesler- pr-ene s/fllcs woo 
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did 1ge1 pNl'eha6"e #ge CtNpe,.,a#fNI '5 e,'" eqNiWillel'l1 di-se5lel' C6l>'e1'tlge {];" whe did l'Iel htll'f~ 
fleed il'lSNFanee ce~'eFtlge (PfflYided Ihey 6I'e 1'eqllired Ie de Nl'lder Ihe Nalienal FJeut/ 
fflsHl'6nee Aet) will he ineligihle for/ederal dis65ler relief: Fer inslanee, hemeewl'lers ",he.re 
tlIfI'lllai hefl5ehelti ineeme exeeed $6(), O{)(} wiN he ineligihle 18 ."eeeil'e SIajfo."'fiAel indil.;dufH 
8f'family tlssislanee gF6I'l(s er sittliwjederal tliS65ter aid. DiSBsler assis/flllce!rem SRA (If 

simil6,. ledeFtlI tlgeneies will alse he denied Ie hNsiness eurners iflhe hNSiness prepCl't)' i5 

net insN1'edwith C8l"eMge Ihet eel'1'lperts with Ihe Ce"peFatien 's residentialpeliey C8¥e:"tIge:­

The insNFaI'lCC pNreha5e reqNil'emel'lt '.'ill he eendiliel'led 81'1 three eycnts: (I) the 
establishmenl oIthe Ce"peralien; (2) the implementatiel'l e-flerms and cenditiens of tile 
primary eeYeFtlge that/filly satisfy the reqNiremel'l1S descrihed in seetien 91 t; and (3) 1/10 

premiNm written BypriM/e insNI'fJrspartieipa/ing in the Cerpeffllien mlls/ represent a/letl.\·t 
51% ofthepri'l6te US. residential insNranee marl«!I. 

Seetielf 314. Terms RIft! C8ntlilielfS. This sectiel'l.alltheriz.es the CerpeFa/ien (e ~·Lq 
the ,terms end cel'lditiens of the primer)' insNfflnee ce\'erages, ineiNtling the fflte.-r, 
deductihles, and limits en Ihe am81m/ ~lcel'erage. The tt.'ffl'lS 6nd cendiliells (Ne (8 limitlhe 
jil'ltlHeial expesu"e of/he p"iMte 6ccellnt te a manageehlc level, ;"t.'fkct r6les 6nd-limi15 
mwihlhl-e in thepFimwy merkel. andpF8teel theflnaneiel viahility oflhe eerper6(iefl. Tile 
ee"peffltiel'l will alse set qN8{a shere emeunts for heth the e6rlhqNake and hHrrioone perUs 
thai insurers It'eu/d tlgree te "el6in. Fel' the seismie perils (earthquake, ¥8leanie erupti(II" 
6/'Id 15l1/iami), lhe eerpfNatien will- eJfor a }{}% ljue.'-tl sh6re. iILer hWY'ioones, Ille 
ee"peretien will offer a 5()% que/a share. iILer ell these perils, il'lSUo"crs will h6>;e the 8J9liun 
Ie retain higher que/6 sh61'e ameul'lts. The pl'iWl/e insurers parlieipeting es st'FWte 
prii ... ider~ willfJ6Y qNiIIi/),ilfg /eS5CJ :ethepeffeyholdeH.-jJr&"rided-fhe-Gerpeffition-t'C,"I-i./h'S 
thai sHjJieicl'lt ameunls are aWliiahie in the pFimery acceHnl, including any/eaeralleflltrr,-
16 fully FeimbuFse the priMte insHrers. Within 9() ds}'S o}ptlying Ihe claim, each pril'tlle 
inslH'C" wilt be reimhHrsedhy-the-primef}' aeeeuni. l'ril'ele insllrersparticiptlling (JS .\erl'h'e 
preyiders \IIi/l nel he liable for ptlymenl of elaims eUled Ie pelieyhekiers under the 
Ce"peFtltien 's prima,.,. ee>;el'age. 

Seeti61f 315. FieotllRSIiMnee. This sectien requires a study en means J~lr 
increasing ce¥cfflge of flee« insl:l1'8nee. The study will make ,.ecemmenliatiens en w.r.,elheF 
the Natienei FJeeti InsNMnce P-regram sheuld he il'ltegraled inte the Cerperalie)f 's pregr-tIlH 
and nohether the NFlP sheuld he priMIiz:!d. In atiditien, Ihis sec:ien require.v insurers (e 
inclNae a speeijie warning en each residential pelie,. Ihel the pelicyheltler is required Ie 
h(;l¥cjleed il'lsurance if the slructNI'fJ is lecated in a /leedplain. 

I 

SUBTITLE C REIIVSURANCE COVERAGE 

This subtitle (;ldds three secliem that descrihe Ihe tJ[Jerati6n 6f Ihe reiNsufflHc 'e 

CfJl'e,"'flge 1-8 be ef1ered by the eerpe."'atien. 



• 

. 12· 

SeelieN 311, Seepe ef COflHtlge, This seMe" 6lNlhe,.izes Ihe CerpeF6lti(ffl 

16 po"'6vitie e6ll6lstf'fJphie l'16lturet tiiseste,. :.einsu.'"flI'Iee ce\'eF6lge 16 Bn)' pr'iWile insurer 
6,. f'einswe,. e,. sl6lle insu,"'6ll'lce peels 1h6li wishes Ie plll'Chese it. ReinsUl'6ll'lce will be 

pFe'litied by the Cerpef'{J/iel'l Ie C6\ae.'" FeSitienlitil Jesses (nel C6VCi"cd untie>" .~e 

p,.imer)' ceVertlges) 6ll'ld cemmeFCi6l1 iesses c61Nsed by e6l,.lhqN6lkes, 'll6k6l1'l1t" 

eF"'PtielfS, Isul'l6lmis, 6ll'ld hUH'ie6ll'les. The eemme,.eiallesses ee'llef'ed will inelude 

nine speeijie pe,.Us Bppe6lFil'lg en the ,"IaHenBi .4sseei6llieR /nsUMRCe Cemmlssieners 
IHH'IN6lo' sl6lIement (eemme,.ei6l1 mNlliple peril, we,.k£rs' eempens6lliel'l, 6lllied lines, 

foe, f'eilfSu"6ll'lee, e6lFthquake, li6lbilily, il'lkll'ld me;ril'le, 6ll'ld eee6lR "'6lFil'le) anti 
edtliliel'lallil'les th6t the CerpeMtiel'l belie'l'es 6lFe 6ppr6fNiate. 

See/ieN 311. Temrs fllld Celfdilielfs, This seetiel'l 6lutherkes the 

CerpeMtieR 16 set the terms 61'1d eel'ldiliens efthe f'einsNF6lnee ce';efflge, iRCludil'lg 
L d d: . ." b . ./ • ,''' F6ltes 6lRd limits eR the ce~'ef'6ge. The terms tII'F Cel'Fltlel'lS wl..e Sl1l'l1 6>" • e , 9SC 

geHe."6111y used in privale eat6lSlrephie reil'lSu"6l'1ce eel'llr6lcts 6ln« will he 
sl6ntia,.tiized 6ll'ld designed Ie limit &pesN?'e ef the rCil'lSlU61'1Ce 6lcceNI'II Ie 6 

m6H6geable /el'el. The Cerperaliel'l will pB»' qNelifying losses Ie these entities tJiBt 
pNrehesed the FCil'lSHrBHce/rem the reil'lSU?'Bnce 6lCCelJHt. . 

See#elf 323. Levels efRe/Rilfed L65ses. The secliel'l speeifies the 6meunt 

eflesses th6I iHSU,'"'(N'S 6lnd sl6te il'lSfh"'6llfce peels must >"elBil'l befoFC Ihe)' qU61ify te 

>"eceive reil'lSur61'1ce cklims. The FCinsurBnce cleims will be reduced by Bny 
;reinsur6ll'lce receveredjre", pri¥6lte sellrces. 

Industry wide FCt6lil'led /esses. Reinsur6lHCe will be 6l¥6lileble te priWIlc ilfSure?'s-fj 

the pr6jJCrly CBSuahy industry BS 6l whele is likely /e incur gress fesses (e.g., les!te5 

prier /e detil:lCtifig Bny 6lI'IIicipB(edpri¥6l1e FCilfSflFtffleepB).",eHts)jr-em Cfltflsfrophic 
I'IBIIIo"6l1 tiiS6lSters eccwril'lg tiuring Bny 12 l1feRth peried thBt exceed 15% ef the 
industry's censeliti8ted surplus. Only sep6lr6lte eveHls which CBuse €II ie6St $l~ 

bi!lieH in 18sses (fldjusledfor injffitien) will be cflul'lted in re6lchil'lg the 15% lel'ef.:. 

Once the intiNslry htis suslBi"ed this 1I'I8gniiNtie e}Jess, 1I'IeRiesfrem the FCilfSUMllee 
Bcceunt lYiil pey 95% e} 6 p?'i'l6lte insurer's losses which exceed l5% ef tll611 

pBrticuler primle insurer's senselid61ed surplus. 

lndi.,.idue! private insure?' FCluil'ledlesses. If the industry wide re.'6liHedlesse6· IewH 
is Het FCBehed, il'ltiio;itiuBlpri¥6lte insurers 0611'1 FCcci'le FCinsHF6l'lce if6 single H6IIUre/ 

tiis6Ster resulted in lesses thut exceed 20% elth6l1 p;ri¥6l1e insM"er's censolidoletl 
sw-plus. At this pei"'t, meHies Ire", the ,.cil'lSuF6ll'lce 6lCc61mllYili P8Y 95% of/he 
prio;6lte insuFCr 's fesses th6lt &ceed 20% efthe priWite insurer's cel'lseliti8led sUfplffS 

up Ie fI limit e}200% e}the private il'lSfH'Cr 's SUrpfflfJ·. 

SIBle iHSUr6ll'lee peels. ReinsUr6lnce will be 6l¥6li16ble te sIBle insur6lHCe peels iftlIC 
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S!iNe il'lSltMl'lee pee! is likely 16 iReIN' gf'65s leases in the stele Hf'lwl hjJ the pool 
6H"ising:foem nelfH'8l disaster's eeellH'ing dwing eny 12 menlh pe1'ied Ihel eJECeed lhe 
/esse,. ef}O limes the pr-emifiRfS etlffleti in 1If61 stete e,. $}O billien (adjflSted/e,. 
i,..jl6lien). This /esse,. emelJnt, h6we'lel', ",lI5I eqlHll61 least $jot} mUlien (aJjNS(eti 
/(JF injkltien). Onee this leYeI eflesses htlS been Feeehed, r-eilfSflHlnee will f*lY te 
sl6le insllfflnee peels 95% 9fthe lesses Ihet eJECeed life /esser emelffll. 

Sectioll 301-Natiollal Commission on Catastrop/,e Loss Costs - TI,e federal 
goverllment shall create a commissioll to study and estimate loss costs resultillg fro", ........ 
catastrophic IIatural disasters 

Membership. The Commission will be composed of 11 members appointed by tl,e 
Secretary of Treasury. Members shall be U.S. citizens alld the appointments ",,,st 
consist of a structural ellgil,eer, a meteorologist, a seismologist, 2 professiollal 
adllaries, two representatives of state insurallce departments, one representative 
eacl, from Treasury and FEMA, one representative of a u.s. insllrer, and olle 
conSlllller representative. Terms of service shall be for six years. 

Functions. The Commission will isslle and Ilpdate lost costs for various levels of 
residential and commercial illsurallce coverage for.. the perils of earthqllake, 
IlUrricane, volc;ii'lr,-am/-rSui,am;' This data will be flIed for informatiollal 
pm'poses ~i.tl' the federal government m,d with each state insllrance epartlllellf. 

Advil'oTJI Committee. The Commisli"n will establisl, a committee of expertl' to 
assist it in the development of the required information. Membership will inclllde 
represelltatives of the insurance industry, disaster risk assessment and modelillg 
experts. cOllsumer grollps,federal scielltific agencies, alld other experts in tl,e field 
of disaster research. 

Uses o(Loss Ccsts. Private insure~ll'- ~t'-~Jl~~. Commission's dlJta ill sllbmittit, 
rates for approval by state ;"surance departments. Loss costs JJ!ed __ hy tl,~._ 
Commission woulil--be presumptive if cited by insurers in rate filings. U,e 
Treasury shtiii 'rely ~/i tI,e· Commissioll's data in settillg reserve prices for its 
reillSuranceClJlitracts and state insurance pools which choose to purchase these 
cOlltracts must rely on the com,;,ission loss cost estimates in pricillg coverage til ey 
provide. III addition, if a Natural Disaster Insurance Corporatioll is created by tlte 
insurallce illdustry, it would use tlte Commission's data in pricillg its reinsurance 
coverage 

Appeal. Once the Commission's estimates have been flIed, any state insurallce 
department, insurer, or otlter organization or individual may appeal tl,e estimates 
first to tI,e Commissioll alld then through judicial review ,ising tI,e Administra(ive-' 
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Procedures Act scope of review. ---- .. - _ ..•....• 

Operating Costs. TI.e Commission's operating costs shall be funded Oil a 
s~~harge..p-Iaced otUhe.sale.!!.l Treasury reinsurance contracts. 

... --------

Section 302 Federal Excess-o/ Loss Reinsurance Contracts - Langutlge to be 
drafted by Clintoll Administration 

Section 303 Natural Disaster Illsurance Corporation - Section to be used if 
needed to confer special tax status on NDIC or grant anti-trust exemption if determilled 
appropriate 

Sectioll 304-Study Oil tl.e Tax Treatment 0/ Insurer Catastropl,e Reserves - The 
legislation would require tlrat tl.e Gelleral Accountillg Office in cOllsultatioll with the 
illsurQl.ce illdllstry alld otlrers COli duct a study Oil tire tax treatmellt Oil illsurallce compa/ly 
reserves set aside/or catastroplres. TI.e study would assess tire public policy benefits 0/ 
providing more/avorable tax treatmellt to insurers/or the purpose o/reserving/or /utllre 
disasters. Tire study would also assess botlr tl.e slrort- and long-ter", impact suclr c/Itlllgt!s 
in tax law wo1l1d IIave Oil tile Treasury, cOllsumers of insurallce, alld tl.e ecO/wmy. 

Sec~ion 305. Flood Insl'rance. This section requires a St1ldy on meali.S fur 
increasing coverage of flood insurance. The study will make recommendations on whether 
the National Flood Insurance Program should be integrated into the Corporation's program 
and whether the NFIP should be privatized. In edtii.'ien, this seclien p'equiFes il'lSll>"eFS te 
include e specific werning en eech residentiel peliey /het the peJicyhelder is FequiTed (e 
hevefleed insurence if the structure is /eeeled in ejleedplein. 

Section 306. Insurance Pricing Incentives. This section encourages priwle 
insurers p8l'licipBting as members efthe lVaturel DisesteT lnsurenee Cerperelien (cFe6ied 
in seetion 901) stales to take natural disaster mitigation measures into account in setting rates 
and deductibles for property insurance. 

SeetioR 8. NA1·VIV .. L DISASTER PROTECTION FUND. This seetiofl adds a new title 
IV witH four sectioRs to tHe 6HRA: that creates a Natural Disaster Protectioa Fuad (the "Fuftd.!!t. 

Seetion 401. Establishment., This section creates the Fund as a trust ftlRd withffi 
tHe Treasury Departmeat with tHree separate accounts: (1) a Private Loss Account;· (2)-a 
Public Loss Accouat; BAd (3) a MitigatioR Account. Co mingling of funds or borrowillg 
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betweeR the three aoool:lRls 'Hill ee prohieited. 

BeefieR 40~. Pri'lafe Less AeeeuRt. This seotion speoifies that the Private LU!:is 
AeeouRt .. viII pFevide fedemlleans under the terms ofsectioR 306 to cover shortfalls iR-the 
primary and reinsuranee aeeounts. 

BeefieR 40a. PulJiie Less AeeeuRt. This seotieR direots that the Puelic Loss 
Aeoount JH'O'/ide gf8Ats to eligible states for the repair or rebuilding of highways and other 
oritieal facilities and lifelines damaged or destroyed by Ratural disasters. Gf8Rts will also be 
8\'ftilable for pre disaster retrofitting and other h~d mitigation activities. The milltn-HHH 
fedemlshare for these grants fi:om this aceoUHt will ee 75% for states in eomplianee with the 
hazard mitigatioR staftdards (descrieed in seotion 213) Emd 50% for states out of eompffi1lfee 
(PHfSUant to seotion 214). AmOl:lAts in the Public Loss Aocooot will be deri'led frem-three 
SOUFees: (I) arafiually pursuant to title IV of the Staffore Aot for repair &Ad restoration ef 
damaged fedeml faeilities, state publio facilities, critical facilities and lifelines; (2) from-lite 
public infrastructure rebuilding portions of any natural disaster emergency supplemellial 
appropriations bill; and (3) 8f'dlually from eight specified publio infrastructure programs (tlte 
Highway Trust Fund, the Airport &Ad Airway Trust FURd, the Harbor Maintenance Trust 
Fund, water treatment grants, the Soil ConseP,'ation Serviee, the economic Development 
1'.:dmiRistmtion, the Corps of engineers, and the General Services Administration), pfO'/idl.·d 
that such amounts vAll be in addition to ar.nual appropriations for these eight progmms. Tile 
sectioR requires that the Public Loss Account maintain a reserve sufficient to cover lll\~ 

anticipated costs resulting from natuml disasters up to the ar.nual ten year historical-a-verage 
efdisaster reliefpro"idee by FEMA. Finally, a eeneTh) alJthori7.ation will be pro'lided-for 
all three of these sources of funds for the Public Loss Account. 

SeefieR 434. Mit:gafien A.eeehRt. This sectioR specities tb.at the fUllEi&-lor the 
Mitigation Acoount will ee used to support h£mH'd mitigation efforts (describeEHR-subtitl~ 
B of title III). AmouRts iR the fund will ee deri¥ed from two sources: (I) a peroeRtage of 
the premiums from the primary and reinsurance coyerages which equals $200 million 
8Cflually (adjusted fer inflatioR) vAll ee reeated to tfie MitigatioR AcemlAt; aRd (2) 
apprepriatioRS for pre natuml disaster ha:car<l mitigatioR aeti¥ities I:lAder the Stafford Act wil ~ 
ee deposited arafiually iRto the accol:lAt. This sectioR pro¥ides an authorization fur the $201 I 
millioR peroeRtage set aside. 

SeefieR 9. FEDERA.L DISASTER ASSISTANCE Al\tENDMENTS. This sectioR amemb 
the Staffore Aot iR two respects to make the pfO'lisioR of federal disaster assistElflce more equitable;· 
First, federal aid for states will be available only after the state had paid, or agreed to pay, at leust 
$5 per each state resideRt for repair aRd reconstruction of public facilities damaged by a nat\fl al 
diSAster. Second, the federal share of disaster aid will be set at 75% and a higheF-federill share CilA 

oRly be oetaiRed threugh the enactment of separate legislation that must be on budget and paid tor 
(ooless budget poiRts of order are expressly waived under Gramm Rudman). 
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Draft: 4/4/96 

Initial Com men tcal.-l:ltsalSter Coalition Revised Proposal 

NAIC Catastrophe Insurance (C) Working Group 

Note: This document presents some initial comments on the major components of 
the Natural Disaster Coalition's (NDe) revised proposal for federal disaster 
insurance legislation, based on the NAlC's undentanding of the NDe proposal. 
These are preliminary draft comments that are beine utilized for discussion 
purposes only and are subject to revision. The Catastrophe Insurance Working 
Group has not yet adopted these comments as a representation of its views. This 
document should not be cited or quoted without permission of the NAIC. 

Overview 

Current proposed federal disaster insurance legislation in the form of HR 1856 and SB 
1043 have met significant opposition with respect to some of their specific provisions. 
Consequently, supporters of this legislation and other interested parties have been 
discussing possible changes to the legislation which would gain greater support. The 
Natural Disaster Coalition (NDC) has played a principal role in drafting this legislation 
and has presented an outline of a revised bill which would have the following major 
components: 

1. a national "loss cost commission" which would develop loss costs for residential 
exposures for earthquake, hurricane, tsunami, and volcano perils for relevant 
residential and commercial insurance coverages; 

2. the administration's proposed excess-of-Ioss (XOL) reinsurance contracts that would 
cover disaster losses between $25-$50 billion (see attached preliminary comments on 
administration proposal); 

3. a private Natural Disaster Insurance Corporation (NDIC) that would serve as a 
disaster reinsurance pool for disaster losses falling between $25 billion and some 
lower level adequately serVed by existing markets; 

4. a stUdy of more favorable tax treatment of catastrophe reserves; and 

S. a mitigation component. 

The working group's current understanding of the NDC proposal is based on the attached 
outline and verbal discussions with the NDC. The working group's comments may be 
revised and extended as it acquires additional information and discusses it with the NDC 
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and other interested parties. The working group's initial comments on the specific 
components of the NDC proposal follow. 

Loss Cost Commission 

The attached NDe outline indicates that the proposed loss cost commission would be 
governed by an II-member board, appointed by the Secretary of the Treasury, which 
would include three scientific experts, one actuary, two state regulators, one insurer, one 
consumer representative and two federal agency designees. The commission also would 
seek input from an advisory committee consisting of various experts and interested 
parties. 

The commission would file disaster loss costs with all state insurance departments. As 
proposed by NOC, the filed loss costs would be determinative for insurers choosing to 
use the data in the preparation of rate filings. Regulators could not modify or disapprove 
the commission loss costs. 1 Alternatively, insurers could cite their own loss cost data 
subject to state review. The administration's proposed excess-of-loss (EOL) reinsurance 
contracts, state catastrophe pools purchasing EOL contracts~ and the NDle also would be 
required to rely on commission loss cost data, where relevant. 

Actions of the commission could be challenged, first, through an administrative appeal 
process, and second, by judicial review. 

The working group believes that improving the science and consensus underling disaster 
risk assessment and insurance pricing would be helpful in improving insurer, consumer, 
and regulator df':cisions. VariolJ<; m~('hanjsms !flight be explored to help achieve this 
objective, including the proposed loss cost commission. However. the proposed 
"detemUnative" nature of the loss cost information developed by the commission raises a 
concern about its potential unnecessary intrusion upon state insurance regulatory 
authority. Alternatively, the results of the commission's analysis could be disseminated 
purely on an informational basis without forcing regulators to accept this infonnation 
without question or change if insurers include it in their rate filings. 

The working group needs funher details on the role, functions and structure of the loss 
cost commission in order to offer additional comments. The work of the Catastrophe 
Modeling Subgroup should contribute to evaluating the merits of the proposed loss rost 
commission. 

The working group has a number of questions with respect to the loss cost commission: 

I It is the working group's understanding that the NDC proposal would allow regulators' to app¢al the 
commission's promulgated loss costs to the commission. 

1aJ00S/028 
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l. Would this comrmSSlon be the best approach to improving and disseminating 
information on disaster risk that is needed for mitigation efforts as well as insurance 
market functions? 

2. Would the commission be subject to public oversight by the Secretary of the Treasury? 
Would the commission be subject to examination by the Secretary or some other 
government authority? 

3. What would be the scope and depth of the analysis p~ormed by the commission? 

4. Would the corrurussion promulgate data on loss adjustment expense? 

5. How would insurers apply commission loss costs to their particular book of business 
and exposures? 

6. Why would commission loss costs need to be presumptive in rate fllings with state 
insurance regulators? Does this unnecessarily usurp state regulatory authority? 

7. Would insurers be required to use corrunission loss costs? If not, does this give insurers 
and inherent advantage in regulatory proceedings if regulators are forced to accept 
commission loss costs if filed by the insurer? 

8. What would be the status of loss costs under appeal? Could insurers use them in the 
interim? 

9. Why must interested panies wait till an insurer flles loss ~osts before appealing them iO 

the commission? 

10. How much would the commission cost? 

11. Will insurers be required to report any data to the commission to support its analysis? 

12. How long would it take to set up the commission and produce its initial analysis and 
~hat will happen in the interim? 

13. To what extent will the data and analysis compiled by the commission be available to 
the public? 

Excess-of-Loss Reinsurance Contracts 

The administration's proposal for excess-of-Ioss (XOL) reinsurance contracts is discuss~ 
in some detail in the attached analysis of that proposal. The working group believes that 
the administration's proposal offers a potentially viable. concept that deserves further 
consideration. A nwnber of technical questions need to be· addressed, however. The 
proposed XOL contracts could add an important layer of reinsurance capacity.' At the 
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same time, the working group recognizes that the administration proposal is not intended 
to be a total solution to disaster insurance market capacity and availability problems. 
Hence, it will need to be supplemented by other government and private sector actions to 
ensure an adequate supply of disaster insurance coverage. 

Some of the questions with respect to the XOL contracts are: 

1. How difficult will it be to set a viable reservation price that will protect the 
goverrunent's interest and, yet, be attractive to buyers? 

2. How well will the secondary market for these contracts function to maximize liquidity 
and use to diversify risk? 

3. What 10gisticaJ difficulties will face the government in verifying qualifying losses by 
contract holders? 

4. Will the $50 billion cap reflect a public decision on the limit of private and public 
insurance to diversify disaster risk? How will disaster costs in excess of $50 be allocated? 

Natural Disaster Insurance Corporation (NDIq 

The working group does not have specific details on this component of the NDe proposal 
but it Wlderstands that the NDIC is intended to be a private corporation that will provide 
additional disaster reinsurance capacity that is not supplied either by existing markets or 
the administration's XOL contracts. Without more details, the working group cannot 
comment on the specific m~rits of this part of the NDC proposaL It is possibJe to make 
two general observations. The frrst is that the XOL contracts and existing reinsurance 
markets alone will not provide sufficient reinsurance capacity to alleviate constraints on 
the supply of disaster insurance that are affecting a number of states. A mechanism., such 
as the NDTC, could help to fill the remaining gap in needed reinsW'ance capacity. The 
second observation is that the NDTC should be subject to appropriate regulatory 
(wer.sight, consistent with oversight of other insurance companies. 

More specific questions on the proposed NDIC follow: 

1. What is the specific structure of the contemplated private NDIC and how will it fill a 
gap in missing reinsurance capacity? 

2. Will the NDIC be' subject to state Insurance regulation as other licensed U.S. 
reinsurers? 

3. What financial requirements will state regulators impose to consider the NDIC as ~ 
authorized reinsurer and grant credit for reinsurance recoverables from NOIC? · 
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4. How will NDIC be capitalized and what will be its wlnerability to insolvency? Will 
other insurers and reinsurers participate in NDIC in some way and provide certain 
financial guarantees? What would be the impact ifNDIC became insolvent? 

More Favorable Tax Treatment of Catastrophe Reserves 

The NAIC, along with other interested parties, has called for a review of the tax treatment 
of catastrophe reserves. Current federal tax law provides a disincentive for insurers to 
8CCwnulate catastrophe reserves over time which is critical to appropriate risk 
diversification given the low frequency and high seventy of catastrophe losses. The 
working group understands that changing tax law in this area raises a nwnber of issues, 
including: 1) the impact on tax revenues; 2) ensuring that appropriate reserves are 
established and are not manipulated to avoid taxes; and 3) the effect On insurers' reported 
surplus. The relevant issues should be examined and resolved, if possible. Favorable tax 

treament of catastrophe reserves could be a good way of enabling the private sector to 
increase the supply of disaster insurance and enhance its solidity without extensive 
government intervention. The Catastrophe Reserve Subgroup is examining the issues 
associated with catastrophe reserves and its analysis should assist development of 
legislation in this area. 

Mitigation 

The working group cannot comment on this component of the NDC proposal without 
more information. In general, the working group believes that mitigation of natural 
hazards should !Je an important component of any legislative package. Mitigation is the 
only way to reduce disaster losses and it could help to improve the:: insurability and 
affordability of disaster risk. Government at all levels and the private sector have an 
important role to play in mitigalion~ Ideally, increased information and appropriate 
economic incentives would encourage an optimal level of mitigation. Insurance could be 
one of the mechanisms used to encourage better mitigation. Regulation and some 
government financing of mitigation also may be necessary to ensure an optimal level of 
mitigation. The economic effects that would be caused by any legislative proposal and the 
transitions required need to be carefttlly considered, however. 

The working group's questions on mitigation follow: 

1. Is the proposed reduction in federal disaster for non-compliance with mitigation 
standards, coupled with other proposed measures, a sufficient incentive to induce the 
desired level of mitigation? 

2. Is it counterproductive to withhold mitigation funds from non-complying jurisdictions? 

3. Is the proposed pro-rata formula for distributing mitigation funds based on disaster 
exposure data the most efficient approach and equitable approach? Will the fonnula 
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consider the severity of the natural hazard as well as the vulnerability of CWTent 
structures? Should the economic resources of communities be considered? 

Insurance Pricing Ince~tiv.es 

The NDe outline also contains Section 306 - Insurance Pricing Incentives. What is meant 
by the description of this section, particularly the tenn "setting rates and deductibles"? 
What requirements would this section impose on state regulators, government-sponsored 
insurance funds and residual market mechanisms, and private insurers? What other 
measures would be employed to encourage the desired response? 

Summary 

The working group believes that the revised NDC proposal, as describec:L deserves 
serious consideration. However. the working group opposes any unnecessary intrusion 
upon state regulatory authority and private sector activities. such as the proposed 
determinative nature of the information generated by the proposed loss cost commission. 
The working group looks forward to discussing this proposal further with Congress, the 
NDC and other interested parties and working cooperatively with these parties to address 
disaster insurance market problems. 
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Amendment in the Nature of a 

Substitute for H.R. 1856 

Strike all after the enacting clause and insert in lieu thereof the following: 

SECTION 1. SHORT TITLE. 

03127196 

This Act shall be cited as the "Natural Disaster Protection Partnership Act 

of 1996". 

SEC. 2. FINDINGS AND PURPOSES. 

Section 101 of The Robert T. Stafford Disaster Relief and Emergency 

Assistance Act (42 U .S.C. 5121) is amended as follows: 

( 1) In subsection ( a), by -

, (A) striking "a.'1d" at the end or paragraph (1); 

(B) inserting "and" following the semi-colon in paragraph (2); 

(C) inserting the following new paragraph before "special measures": 

"(3) because catastrophic natural disasters, such as major hurricanes, 

earthquakes, volcanic eruptions, tsunamis, and floods, pose significant 

problems in tenns of substantiallong-tenn consequences, ill-equipped 

preparedness efforts, lack of hazard mitigation measures (such as enforced 

building codes), and inadequate insurance coverage;"; 

.. ' 
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(D) inserting "promoting hazard mitigation compliance and in" after 

"affected States in"; and .~I 

(E) inserting "insurance coverage," after "rendering of aid, 

assistance," . 

(2) In subsection (b), by-

(A) inserting before the semi-colon in paragraph (1) "by including 

State and community disaster mitigation and expanded insurance and 

reinsurance coverage to supplement insurance available in the private 

market"; 

(B) inserting after "preparedness" in paragraph (2) ", hazard 

mitigation compliance,"; 

(C) inserting after "preparedness" in paragraph (3) ", hazard 

mitigation, emergency response/'; 

(0) inserting after "insurance coverage" in paragraph (4) "with 

premiums based on risk"; 

(E) inserting before the semi-colon in paragraph (5) ", adoption and 

enforcement of building codes, and improvement of emergency responder 

capabilities"; and 

· . 
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(F) inserting after "disasters" in paragraph (6) "and establishing a 

funding mechanism to help States and communities pay for pre-disaster 

hazard mitigation.". 

SEC. 3. DEFINITIONS. 

Section 102 of The Robert T. Stafford Disaster Relief and Emergency 

Assistance Act (42 U.S.C. 5122) is amended by adding at the end the following 

new paragraphs: 

"(10) The tenn 'building' means any structure, fully or partially 

enclosed, used or intended for housing persons or sheltering property. 

"( 11) The term 'business property' means non-residential property' .' 

subject to commercial losses. 

"(12) The term 'commerciall03ses'me~ls physical damage losses to 

insured commercial (other than residential) property and ot.'1er losses ansing 

out of the effects of earthquakes, volcanic eruptions, tsunamis, and 

hurricanes for the following lines of insurance appearing in the National 

Association of Insurance Commissioners Fire and Casualty Annual 

Statement: 

"(A) Commercial Multiple Peril. 

"(B) Workers' Compensation. 

"(C) Allied Lines. 



"(0) Fire. 

"(E) Reinsurance. 

"(F) Liability. 

"(G) Earthquake. 

"(H) Inland Marine. 

"(I) Ocean Marine. 

-4-

"( 13) The term 'critical facilities and lifelines' means major public 

infrastructure, including highways, roads, bridges, mass transit facilities, 

airports, public buildings, water transportation and treatment facilities, 

electric utilities, electric power and natural gas transmission lines, and 

telecommunication facilities. 

"'(14) The term 'Director' means the Director of the Feder-! 

Emergency Management Agency. 

"(15) The term 'earthquake' means any shaking or trembling of the 

. crust of the Earth caused by underground seismic forces. 

"(16) The term 'emergency responder' means fire-fighting, law 

enforcement, emergency medical personnel, and any other emergency 

services which have the statutory or regulatory authority to engage in and 

provide emergency response services. 
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"(17) The term 'flood' or 'flooding' means a general and temporary 

condition of partial or complete inundation of normally dry land areas from 

the overflow of inland or tidal waters or the unusual and rapid accumulation 

of runoffor surface waters from any source. 

"( 18) The term 'hazard mitigation' means sustained action taken to 

reduce or eliminate long-term risk to people and property from natural 

disaster hazards and their effects. 

"(19) The term 'hurricane' means a non-frontal, warm core, low 

pressure atmospheric system having a definite organized circulation with 

sustained wind speeds of 74 miles per hour or greater and officially declared 

to be a hurricane by the National Hurricane Center, including any associated 

winru:tonn event..c; cccu:ring within 168 hours before and after the hu.rI'icane 

fITSt makes landfall within a State. 

"(20) The term 'local community' means a local government that has 

a department, or similar entity, which oversees locai zoning and building 

code compliance efforts. 

"(21) The term 'loss costs' means the pure expected, actuarially- " 

based amount that is sufficient to pay expected losses resulting from a 

particular peril and shall not include loss adjustment expense, 

administrative expense, taxes, commissions, profits, and contingencies. 
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"(22) The tenn 'new', when used in connection with buildings, 

construction, or property, means structures built pursUant to building 

permits issued after· the. date of enactment of the Natural Disaster Protection 

Partnership Act of 1996. 

"(23) The tenn 'private insurer' means any private insurer or private 

reinsurer, including all related affiliates or subsidiaries under the same 

ownership or management consistent with the definition of affiliated group 

under section IS04(a) of the Internal Revenue Code of 1986 (26 U.S.C. 

1504(a», that is licensed or admitted to write property and casualty 

insurance or reinsurance within a State. 

"(24) The term 'residential property' means any 1- to 4-family 

residential building (including mobile or manufactured homes). 

"(25) The tenn 'State insurance pool' means any State-authorized 

joint underwriting or joint reinsurance association, risk pool, residual 

market mechanism, or other type of State-sanctioned entity providing 

property insurance coverage against hurricanes, earthquakes, volcanic 

eruptions, or tsunamis. 

"(26) The tenn 'substantially modified building construction' means 

additions or improvements to an existing building which constitute over an 
• . 
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IS-month period at least a 50 percent increase in the current value of the 

building, as measured by the most recent official property assessment. 

"(27) The term 'tsunami' means an ocean wave generated by 

undelWater disturbances in the earth's crust, primarily earthquakes and 

submarine volcanic eruptions. 

"(2S) The term 'volcanic eruption' means the expulsion, as a result of 

natural causes, of molten rock, rock fragments, gases, ashes, mud, lava 

flows, and other natural substances through an opening in the crust of the 

Earth. 

"(29) The term 'windstorm' means an atmospheric disturbance 

marked by high velocity movements of air, including a tornado or an 

eXll-atopical storm such as a noreaster, but does not include a hurricane.". 

SEC. 4. FEDERAL DISASTER ASSISTANCE. 

(a) STATE CO-INSURANCE.--Section 406(aXl) of the Robert T. Stafford 

Disaster Relief and Emergency Assistance Act (42 U.S.C. Sl"/2(aXl» is amended 

by inserting the following before the semicolon: ", provided the State has paid, or· 

agreed to pay through insurance or self-ins~ce coverage, at least $5 per each 

resident of the State, as determined by the latest official census, for the repair, 

restoration, reconstruction, or replacement of buildings owned by that State or"by . 
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a local government within the State which were damaged or destroyed by such 

major disaster in the State". 

(b) FEDERAL SHARE OF FINANCIAL ASSIST ANCE.-

(1) PUBLIC FACILITIES.-Section 406(b) of The Robert T. Stafford 

Disaster Relief and Emergency Assistance Act (42 U .S.C. 51 72(b» is 

amended as follows: 

(A) Strike "MINIMUM" and "not less than". 

(B) Insert following the fll'St dash "(1) SHARE AMOUNTS.-". 

(C) Redesignate paragraphs (1), (2), and (3) as subparagraphs 

(A), (B), and (C) respectively. 

(0) Add at the end the following new paragraph: 

"(2) W AIVER.- The Federal share percentages described in 

paragraph (I), as may be modified by section 804(a), shall be increased only 

upon the enactment of a joint resolution, which may be included as part of a 

supplemental appropriation Act, provided it is not designated as an 

emergency under section 251(b)(2)(D)·ofthe Balanced Budget and 

Emergency Deficit Control Act of 1985 (2 U.S.C. 901(bX2)(D».". 

(2) DEBRIS REMOV AL.-Section 407(d) of The Robert T. Stafford 

Disaster Relief and Emergency Assistance Act (42 U.S.C. 5 173( d» is 

amended as follows: 
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(A) Insert following the subsection heading "( 1) SHARE 

AMOUNT.-". 

(B) Strike "not less than". 

(C) Add at the end the following new paragraph: 

"(2) WAIVER.-The Federal share percentage described in paragraph 

(I), as may be modified by section 804(a), shall be increased only upon the 

enactment of ajoint resolution, which may be included as part of a 

supplemental appropriation Act, provided it is not designated as an 

emergency under section 251(bX2)(D) of the Balanced Budget and 

Emergency Deficit Control Act of 1985 (2 U.S.C. 901(bX2)(D».". 

(c) TEMPORARY HOUSING ASSISTANCE.-

(1) PROVISION OF TEMPORARY HOUSlNG.-Section 408(aX3) 

of the Robert T. Stafford Disaster Relief and Emergency Assistance Act (42 

U.S.C. 5174(aX3» is amended by striking "18" both pl~ it appears and 

inserting in lieu thereof "12". 

(2) TEMPORARY MORTGAGE AND RENfAL PAYMENTS­

Section 408(b) of the Robert T. Stafford Disaster Reliefand Emergency 

Assistance Act (42 U.S.C. 5174(b» is amended by striking "18" in the last 

sentence and inserting in lieu thereof" 12". 
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(d) INDIVIDUAL AND FAMILY GRANTS.-Section 411 of the Robert T. 

Stafford Disaster Relief and Emergency Assistance Act (42 U.S.C. 5178) is 

amending by adding at the end the following new paragraph: 

"(g) ELIGIBILITY.-Individuals and families shall be eligible to receive 

grants under this section if their annual household income for the year preceding 

the major disaster was less than $100,000, adjusted annually to reflect changes in 

the Consumer Price Index for All Urban Consumers published by the Department 

of Labor.". 

(e) INTEREST RATE FOR DISASTER LOANS.-Notwithstanding the 

provisions of any other law, the interest rateon the Federal share of any disaster 

loan made under section 7(b) of the Small Business Act (15 U.S.C. 636(b» for a 

disaster commencing after enactment of this Act shall be set at a rate determined 

by the Secretary of the United States Treasury taking into consideration the 

current average market yield on outstanding marketable obligations of the United 

States with remaining periods to maturity comparable to the average maturities of 

such disaster loans, plus an additional charge not to exceed 200 basis points. 

(t) EXCLUSION FOR LACK OF INSURANCE.-

(1) RESIDENTIAL PROPERlY.-Residential property owners shall 

be ineligible to receive any fmancial assistance provided under sections" ~08 
• 

or 411 of the Robert T. Stafford Disaster Relief and Emergency Assistance 
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Act (42 U.S.C. 5174 and S 178), section 7(b) of the Small Business Act (IS 

U.S.C. 636(b», or any other similar disaster assistance provided by any 

Federal agency if-

(A) the residential property was not insured at the time of the 

. natural disaster for the specific peril which caused the damage for 

which the financial assistance is requested; and 

(B) the annual household income of the residential property 

owner exceeds $40,000, adjusted annually to reflect changes in the 

Consumer Price Index for All Urban Consumers published by the 

Department of Labor. 

(2) BUSINESS PROPERTIES.~ers of business properties shall 

he ineligible to receive any financial assista.,ce provided under section 7(b) 

of the Small Business Act (15 U.S.C. 636(b» or any other similar disaster 

assistance provided by any Federal agency if the business property was not 

insured at the time of the natural disaster for the specific peril which caused 

the damage for which the financial assistance is requested. 

(3) CONDITION.-Paragraphs (1) and (2) shall not apply to a 

property owner if said owner demonstrates to the head of the Federal 

agency responsible for administering the financial assistance that insurance 
• . 
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for the peril which caused the damage for which the fmancial assistance is 

requested is not reasonably available in the marketplace. 

SEC. s. AMENDMENTS TO THE ACT. 

The Robert T. Stafford Disaster Relief and Emergency Assistance Act (42 

U.S.C. 5121 et seq.) is amended by adding at the end the following new titles: 

"TITLE VIII-DISASTER MITIGATION 

"SEC. 801. ADOPTION OF BUILDING AND SAFETY CODES. 

"(a) STATE ADOPTION OF MULTI-HAZARD BUILDING AND 

SAFETY CODES,-At a minimum, each State shall either-

"( 1) adopt for all new and substantially modified building 

construction in that State building codes that meet the appropriate hurricane, 

windstorm, \!a..-thquake, volcanic eruption, or tsunami nav.lfal dis2.Ster 

hazard mitigation portions of the newest edition of-

"(A) at least 1 of the following model building codes which 

shall be applicable to regions that are exposed to such natural disaster 

perils: 

"(i) the National Building Code, 

"(ii) the Standard Building Code, 

"(iii) the Uniform Building Code; 

"(iv) the International Code Council Uniform Code, 

.' 
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"(v) the Council of American Building Officials 1 and 2 

Family Dwelling Code (for applicable residential property); 

and 

"(B) other relevant building and housing codes and standards, 

including the national consensus safety codes of the National Fire 

Protection Association (specifically the National Electrical Code, the 

National Fuel Gas Code, the Flammable and Combustible Liquids 

Code, and the Standard for the Storage and Handling of Liquefied 

Petroleum Gases) and the Federal manufactured home construction 

and safety standards developed under section 604 of the Housing and 

Community Development Act of 1974 (42 U.S.C. 5403) or 

"(2) provide to t.l}e Director a list ofth~ State's local communities 

which have not adopted codes that meet the appropriate minimum natural 

disaster hazard mitigation portions of any of the model building codes and 

other building and housing codes and standards described in paragraph (1) 

for all new and substantially modified building construction in that State. 

"(b) STATE ADOPTION OF FLOOD PERFORMANCE STA..NDARDS.-

At a minimum, each State that contains local communities located within flood-

prone areas or ~ood-risk zones as identified under section 1360 of the National, 
, 

Flood Insurance Act of 1968 (42 U.S.C. 4101) shall either-
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"( 1) adopt the relevant flood minimum perfonnance standards, flood-

proofing, and other flood protection measures authorized pursuant to the 

National Flood Insurance Act of 1968 (42 U.S.C. 4001 et seq.), which 

minimize flood damage for new and substantially modified building 

construction in local communities which are within flood-prone areas or 

flood-risk zones; or 

"(2) provide to the Director a list of the State's local communities 

within flood-prone areas or flood-risk zones which have not adopted the 

minimum perfonnance standards described in paragraph (1) for new and 

substantially modified building construction. 

"(c) LOCAL COMMUNITY ADOPTION OF BUILDING CODES AND 

STANDARDS.-Each local community identified and submitted to the Director 

In-

"(1) subsection (aX2) shall adopt building codes that meet the 

appropriate minjmum natural disaster hazard mitigation portions of at least 

1 of the model building codes and the other building and housing codes and 

standards described in subsection (aXI) for all new and substantially 

modified building construction in that local community; and 
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"(2) subsection (b X2) shall adopt the minimum flood perfonnance 

standards described in subsection (b X I) for new and substantially modified 

building construction in that local community. 

"SEC. 802. DEVELOPMENT OF STATE MITIGATION PLANS. 

"(a) GENERAL AUfHORITY.-Each State shall either-

"( 1) develop with active public participation a mitigation plan which 

establishes the State's plan with accompanying schedules for improving the 

State's ability to reduce the hazards of future natural disasters, such as 

hurricanes, windstonns, earthquakes, volcanic eruptions, tsunamis, and 

floods; or 

"(2) designate an existing mitigation plan which includes the 

processes described in subsection (b). 

"(b) CONTENT OF STATE MITIGATION PLANS.-Each State mitigation 

plan described in subsection (a) shall include, at a minimum, a process for 

accomplishing activities which will best promote the purposes of hazard 

mitigation by-

"( 1) achieving compliance with building and safety codes, including 

those described in section 801; 
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"(2) improving the capabilities for emergency response to natural 

disasters which shall include capabilities for fire fighting, search and rescue, 

and the provision of shelters, communications, and medical relief; 

"(3) developing standards and guidelines for the regular training of 

emergency responders to minimize the effects of natural disasters; 

"(4) achieving enforcement of local community land use ordinances; 

"(5) addressing further development in high-risk, disaster-prone areas 

and the impact of such development on life safety and the environment; and 

"( 6) identifying and prioritizing essential critical facilities and 

lifelines and public facilities to be cost-effectively retrofitted based on the 

availability of resources. 

"(c) APPROVAL OF PLAN.-The Director shall review each State 

mitigation plan submitted pursuant to se",'tion 803(a)(l) and promptly approve 

such plan if it contains the processes described in subsection (b). 

"SEC. 803. TIME PERIODS FOR STATE DEVELOPMENT AND 

IMPLEMENTATION OF BUILDING CODES AND 

MITIGATION PLANS. 

"(a) TIME PERIODS.~Each State and local community, as appropriate, 

shall meet the following mitigation compliance milestones: 
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"( 1) SUBMISSION OF STATE MITIGATION PLANS TO FEMA.-

Within 2 years from the issuance of Federal regulations described in 

subsection (c), each State shall submit to the Director its mitigation plan 

developed pursuant to section 802. 

"(2) ADOPTION OF BUILDING CODES.-Within 3 years from the 

date of enactment of the Natural Disaster Protection Partnership Act of 

1996, each State, and each local community described in section 80 1 (c), 

shall certify to the Director that it has adopted the appropriate building and 

safety codes or performance standards identified in section 801. 

"(3) IMPLEMENTATION OF MITIGATION PLANS.-Within2 

years of the Director approving the mitigation plan pursuant to section 

802( c), each State shall certify to the Director that the processes of its 

mitigation plan as described in section 802(b) are being implemented. 

"(4) BUILDING CODE ENFORCEMENT.-Within 4 years of the 

issuance of the Federal regulations described in subsection (c), each State, 

or each local community described in section 801 (c), shall certify to the 

Director based on assessments by the Insurance Services Office that 

enforcement of building and safety codes identified in section 801 is being 

achieved. 
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"(b) NOTIFICA nON AND OPPORTUNITY TO CURE.-The Director 

shall promptly notify in writing any State or local community which does not meet 

a compliance requirement described in subsection (a). If after receiving such 

notification, the State or local community does not take corrective action within 

180 days, the State or local community shall be subject to the provisions specified 

in section 804 until such date as the Director determines that the State or local 

community has taken the necessary corrective action. 

"(c) REGULATIONS.-Within 12 months of the date of enactment of the 

Natural Disaster Protection Partnership Act of 1996, the Director shall issue final 

Federal regulations, pursuant to the provisions of subchapter II of chapter 5 of title 

5, United States Code, necessary to carry out this section. These regulations shall 

include guidance to States and local communities as to what constitutes adequate 

compliance with the hazard mitigation measures of this title. 

"SEC. 804. SHARE OF FINANCIAL ASSISTANCE. 

"(a) REDUCED FEDERAL SHARE FOR DISASTER AlD.-the Federal 

share of public assistance available under sections 406(b)(1) and 407(d)(l) shall 

be reduced to 50 percent for any State or local community which has not met, 

within the prescribed time periods, the requirements of section 803. 
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"(b) MITIGA nON FUNDS.-Amounts from the Mitigation Fund under 

section 805 shall be denied to States or local communities which have not met, 

within the prescribed time periods, the requirements of section 803. 

~SEC. 805. NATURAL DISASTER HAZARD MITIGATION FUND. 

"(a) ESTABLISHMENT.-There is established within the Treasury of the 

United States a trust fund to be know as the Natural Disaster Hazard Mitigation 

Fund (hereinafter referred to as the 'Mitigation Fun.d'), consisting of such amounts 

as may be transferred or credited to it as provided in subsection (c). 

~'(b) MITIGATION SET ASIDE.-The Secretary of the United States 

Treasury shall set aside a portion of the proceeds of the sale of the catastrophic 

excess-of-loss contracts as described in section 902 to be transferred to the 

Mitigation Fund. 

"(c) DEPOSITS.-The Director shall transfer al'ld credit on an annual basis to 

the Mitigation Fl.!Ild &-nounts-

·• .. (1) received from the set aside of the annual proceeds described in 

subsection (b); and 

"(2) appropriated for hazard mitigation purposes under section 404 

but not allocated by the Director during the fiscal year in which they were 

appropriated. . . .. 
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"(d) FUNDS TO ST A TES.-

"(I) AUTIIORITY.-All the amounts in the Mitigation Fund shall be 

allocated by th~ Director to States at the beginning of every fiscal year 

following the date of enactment of the Natural Disaster Protection 

Partnership Act of 1996, except that those States subject to the provisions of 

section 804(b) shall be denied such funds. 

"(2) FORMULA.-The Mitigation Fund amounts shall be allocated to 

a State based on a pro rata formula of the catastrophe loss costs filed for that 

State as described in section 901 (c )(3). Within 12 months of the date of 

enactment of the Natural Disaster Protection Partnership Act of 1996, the 

Director shall issue fmal Federal regulations, pursuant to the provisions of 

subchapter II of chapter S of title S, United States Code, describing the pro 

rata formula. 

"(e) USE.-

"(1) IN GENERAL.-The amounts received by S~s from the 

Mitigation Fund shall be used to support natural disaster hazard mitigation 

activities, which may include assistance for-

"(A) training of emergency responders; 
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"(B) State revolving loan funds, if established, to undertake 

financing, including the leveraging of funds for various hazard 

mitigation activities; 

"(C) low-income individuals and families to help pay for the 

undertaking of hazard mitigation measUl'es; 

"(0) the dissemination of cost-effective technologies to prevent 

or substantially reduce damage caused by natural disasters and for the 

establi$hment of geograpbically-dispersed and duly-incorporated 

natural disaster damage prevention and mitigation Centers for 

Protection Against Natural Disasters to carry out such dissemination; , 

.'(E) addressing further development in high-risk, disaster-

prone areas and the impact of such development on the environment; 

and 

. "(F) pre-natural disaster hazard mitigation, including 

retrofitting of critical facilities and lifelines mld public iacilities. 

"(2) PRIORITY.-The States shall give priority in using the amounts 

received from the Mitigation Fund to those hazard mitigation activities 

necessary to bring the State into compliance with the building and safety 
, 

code requirements of section 801 and the' mitigation plan requirements of 
• 

section 802. 
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"(f) LOCAL COM:MUNITIES.-States shall provide not less than 2S percent 

of the amounts received each year under this section to local communities to 

support activities necessary to ensure State compliance with the hazard mitigation 

requirements of this subtitle. 

"(g) AUDITS.-The Director, in consultation with the States, shall from 

time-to-time conduct audits to ensure that States and local communities are using 

the amounts received each year under this section to support the hazard mitigation 

activities described in this section. 

"Sec. 806. NO UNFUNDED MANDATES. 

"(a) IN GENERAL.- If a State documents to the Director that such State has 

not received adequate amounts from the Mitigation Fund established by section 

805 to cover the costs of complying with a particular mitigation requirement 

described in this tide, that particular mitigation requirement shall not a~ply to such 

State. 

'~(b) EXCEPTIONS.-

"(I) ADEQUATE AMOUNTS.-Subsection (a) shall not apply to 

hazard mitigation requirements described in this title for which the State has 

failed to document that it has received an inadequate amount of funds from 

the Mitigation Fund to fully cover the cost of complying with such 

mitigation requirements. 
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"(2) NON·COMPLIANCE ST A TES.-Subsection (a) shall not apply 

to States that are subject to the provisions of section 804(b). 

"(3) CONDITIONAL FEDERAL ASSISTANCE.-Subsection (a) 

shall not apply to any duty imposed by this title that is a condition of any 

Federal assistance provided by this Act. 

"SEC. 807. STUDIES AND RESEARCH. 

"(a) NATIJRAL DISASTER PERFORMANCE GUIDELINES FOR 

CRITICAL F ACILITIES.-

"( 1) STUDY.-The Director shall enter into an arrangement with the 

National Academy of Sciences to conduct a study on the maintenance of 

functions and operations of critical facilities and lifelines and public 

facilities following a natural disaster. The study shall recommend specific 

performance guidelines for the design and retrotitting of such facilities to 

maximize their continued functionality following a natural disaster. 

«(2) NATIONAL ACADEMY OF SCIENCES.-The study described 

in paragraph (1) shall be perfonned by a panel of recognized experts 

appointed by the National Academy of Sciences. The experts shall include 

building constructors, architects, design engineers, building officials with 

the model building code organizations, State and local public officials, and 

other experts deemed relevant by the National Academy of Sciences. 
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"(3) COMPLETION OF STUDY.-The results of the study described 

in paragraph (1), including the recommended performance guidelines, shall 

be transmitted by the National Academy of Sciences to the Director and to 

Congress within 2 years of the date of enactment of the Natural Disaster 

Protection Partnership Act of 1996. 

"(b) DIS SEMINA nON AND EXPANSION OF NATURAL DISASTER 

RESEARCH.-

"( 1) STUDY.-The Director shall enter into an arrangement with the 

National Academy of Sciences to conduct a study and make 

recommendations on-

"(A) the best means of disseminating research and 

development results on natural disaster hazards to State and local 

governments, State insurance departments, and private insurers; and 

"(B) specific ways for expanding research on the hazards 

associated with hurricanes and windstonns to assist in the 

development of potential building construction guidelines. 

"(2) NATIONAL ACADEMY OF SCIENCES.-The study' described 

in paragraph (1) shall be performed by a panel of recognized .experts 

appointed by the National Academy of Sciences. The experts shall include 

experts in the fields of meteorology, seismology, and hazard mitigation and 
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shall include representatives of research laboratories, design engineers, 

private insurers, State insurance departments, and building code officials 

from the model. building code organizations, and other experts deemed . 

relevant by the National Academy of Sciences. 

"(3) COMPLETION OF STIJDY.-The results of the study described 

in paragraph (1), including any recommendations on dissemi~ating and 

expanding natural disaster hazard research, shall be transmitted by the 

National Academy of Sciences to the Director and to Congress within 2 

years of the date of enactment of the Natural Disaster Protection Partnership 

Act of 1996. 

"(c) EV ALUA TION OF HAZARD MITIGA nON PROGRAMS.-

"(1) STUDY.-The Director shall enter into an arrangement with the 

National Academy of Sciences to evaluate the hazard mitigation programs 

authorized under this title. The evaluation shall-

~(A) assess the extent to wrJch the societal objectives of 

improving the response to and reducing losses and Federal disaster 

assistance from future natural disasters have been accomplished; 

"(B) identify additions, deletions, or changes to the hazard 

mitigation programs authorized by this title which would better .' 

achieve the societal objectives described in subparagraph (A); and 
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"(C) recommend any further evaluation. 

"(2) NATIONAL ACADEMY OF SCIENCES.-The study described 

in paragraph (1) shall be perfonned by a panel of recognized experts 

appointed by the National Academy of Sciences. The experts shall include 

experts in the fields of hazard mitigation, including building constructors, 

design engineers, building code officials from the model building code 

organizations, State and local community officials, and other experts 

deemed relevant by the National Academy of Sciences. 

"(3) COMPLETION OF STUDY.-The results of the study described 

in paragraph (1), including any recommendations, shall be transmitted by 

the National Academy of Sciences to the Director and to Congress within 5 

years of the date of enactment of the Natural Disaster Protection Partnership 

Act of 1996. 

"TITLE IX-NATURAL DISASTER INSURANCE 

"SEC. 901. NATIONAL COMMISSION ON CATASTROPHE LOSS 

COSTS. 

"(a) ESTABLISHMENT.-There is established a National Commission on 

Catastrophe Loss Costs (in this section referred to as the 'Commission') to 

estimate loss costs from catastrophic natural disasters. . . 
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"(C) recommend any further evaluation. 

"(2) NATIONAL ACADEMY OF SCIENCES.-Th~ study described 

in paragraph (1) shall be perfonned by a panel of recognized experts 

·appointed by the National Academy of Sciences. The experts shall include 

experts in the fields of hazard mitigation, including building constructors, 
, 

design engineers, building code officials from the model building code 

organizations, State and local community officials, and other experts 

deemed relevant by the National Academy of Sciences. 

"(3) COMPLETION OF STUDY.-The results of the study described 

in paragraph (1), including any recommendations, shall be transmitted by 

the National Academy of Sciences to the Director and .to Congress within 5 

years of the date of enactment of the Natural Disaster Protection Partnership 

Act of 1996. 

"TITLE IX-NATURAL DISASTER INSURANCE 

"SEC. 901. NATIONAL COMMISSION ON CATASTROPHE LOSS 

COSTS. 

"(a) ESTABLISHMENT.-There is established a National Commission on 

Catastrophe Loss Costs (in this section referred to as the 'Commission') to 

estimate loss costs from catastrophic natural disasters. 

II 
Ii 
II 
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"(b) MEMBERSI-llP.-

"(1) APPOINTMENT.-

"(A) INITIAL APPOINTMENT.-The Commission shall be 

composed of 11 members appointed by the Secretary of the United 

States Treasury (hereinafter in this title referred to as the 'Secretary') 

within 90 days of enactment of the Natural Disaster Protection 

Partriership Act of 1996. 

"(B) V ACANCIES.-The Secretary shall immediately appoint 

new members to fill any vacancies so that the composition of the 

Commission at all times meets the qualification requirements 

described in paragraph (2). 

"(2) QUALIFICATIONS.-The members appointed to the 

Commission described in paragraph (1) shall be citizens of the United 

States and shall consist of the following: 

"(A) 1 structural engineer who shall not be an employee of the 

Federal government. 

"(B) 1 meteorologist who shall not be an employee of the 

Federal government. 

. "(C) 1 seismologist who shall not be an employee of the 

Federal government. 

.. 

.. 
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"(D) 2 professional actuaries who have previous experience in 

developing or setting actuarially sound property and casualty rates, . 

I 
provided they are not employees of a private insurer, the Federal I 
government, or any State department of insurance. 

"(E) 2 representatives from State departments of insurance. 

"(F) 1 representative from the United States Treasury 

Department. 

"(G) 1 representative from the Federal Emergency 

Management Agency. 

"(H) 1 representative from a private insurer. 

"(I) 1 representative from the consumers of property and 

casualty insurance. 

"(3) CHAIRPERSON.-The Secretary shall designate a chairperson of 

the Commission from among members appointed to the Commission. 

"(4) TERMS OF SERVICE.-AH members appointed under paragraph 

(1) shall serve staggered 6-year terms as determined by the Secretary at the 

time of appointment. 

"(c) FUNCTIONS.-

"( 1 ) ESTIMATE LOSS COSTS.-The Commission shall estimate; and 

update at least once every two years, for geographic risk territories loss 
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costs at various levels of coverage for the specific perils of earthquakes, 

hurricanes, tsunamis, and volcanic eruptions for-

"(A) insured residential property exposures; and 

"(8) where practical, insured business property exposures. 

"(2) FACTORS TO CONSIDER IN DEVELOPING LOSS COSTS.-

In estimating catastrophe loss costs under this subsection, the Commission, 

at a minimum, shall-

"(A) take into account hazard mitigation measures in place 

which are intended to reduce losses from natural disasters; and 

"(8) seek input from the advisory committee described in 

subsection (d). 

"(3) FILE LOSS COSTS.-Within 12 months of enactment of the 

Natural Disaster Protection Partnership Act of 1996 and two every years 

thereafter, the Commission shall file the catastrophe loss cost estimates 

developed under this subsection for the perils described in paragraph (1) 

with-

"(A) each State department of insurance; and 

"(8) the Secretary. 
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"(d) ADVISORY COM:MITIEE.- . 

"( 1) EST ABLISH?v1ENT.-The Commission shall establish an 

advisory committee of experts to assist in the development of natural 

9isaster catastrophe loss costs. 

"(2) MEMBERSmp.-The advisory committee established in 

paragraph (1) shall consist of representatives from the following: 

"(A) The property and casualty industry. 

"(8) Natural disaster catastrophe modeling organizations. 

"(C) Consumers of property and casualty insurance. 

"(0) Federal government scientific agencies, such as the 

United States Geological Survey, the National Oceanic and 

Atmospheric Administration, the National Hurricane Center, the 

Bureau of the Census, and the National Academy of Sciences. 

"(E) Other appropriate experts in the area of natural disaster 

catastrophe loss costs. 

"( e) USE OF CATASTROPHE LOSS COSTS.­

"(1 ) PRIVATE INSURERS.-

"(A) ELECTION.-Private insurers may elect to cite the 

catastrophe loss costs·estimates filed with the State insurance 

departments un~er subsection (c)(3) in rate filings to the State 

.. 
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insurance departments for the natural disaster perils listed in 

subsection (c)( 1 ). 

"(B) PRESUMPTIVE APPROV AL.-The portion of the filing 

submitted under subparagraph (A) by private insurers to the State 

insurance departm~nts based on loss costs estimates filed by the 

Commission shall be presumptively approved and shall not be subject 

-
to separate approval by State insurance departments. 

"(C) STATE APPROV AL.-State insurance departments shall 

retain authority for approval of-

. "(i) the portion of the rate not based on loss costs for 

those insurers electing to cite the catastrophe loss cost 

estima~s under subparagraph (A); and 

"(ii) the rates for natural disaster perils described in 

subsection (c Xl) proposed by private insurers who elect not to 

cite the catastrophe loss cost estimates under subparagraph (A). 

"(2) TREASURY DEPARTMENT.- The Treasury Department shall 

rely ~ where relevan~ on the catastrophe loss costs estimates filed with the 

Secretary under subsection (c)( 1) in developing the reserve prices for the 

catastrophic excess-of-loss contracts described in section 902. 
. . 
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"(3) STATE INSURANCE POOLS.-In order to be eligible to 

purchase the catastrophic excess-of-Ioss contracts described in section 902 

directly from the Treasury Department or through the private corporation 

described in section 903, State insurance pools shall rely, where relevant, on 

the catastrophe loss costs estimates filed with the State insurance 

departments under subsection (c)( 1) _ in developing the rates for any property 

insurance coverage they provide. 

"(4) PRIVATE CORPORA TION.-The private cOrp<)ration described 

in section 903 shall rely on the catastrophe loss costs estimates filed with 

the State insurance departments under subsection (eX 1) in developing rates 

for the reinsurance coverage it provides. 

"( t) APPEAL.-

"( 1) APPEAL RIGHT.~ce the catastrophe loss costs estimates 

have been filed with the State insurance departments under subsection 

(cX3), any individual, organization, private insurer, State insurance pool, or 

State regulatory authority adversely affected or aggrieved by such estimates 

may bring an appeal in writing to the Commission. 

"(2) APPEAL PROCESS.-Any appeal described in paragraph (1) 

shall be heard in a public proceeding by the Commission within 60 days of 
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receiving such appeal. The Commission shall review the appeal and make a 

finding according to the standard described in paragraph (4). 

"(3) AlITHORIZA nON TO MAKE CHANGES.-If the appeal 

described in paragraph (1) is found to be meritorious based on the standard 

in paragraph (4), the Commission shall make changes to the challenged 

catastrophe loss costs estimates to address the concerns raised in the appeal. 

"(4) STANDARD OF REVIEW.-The Commission shall find an 

appeal brought under this subsection to be meritorious if the catastrophe 

loss costs estimates being challenged are materially inconsistent with the 

following actuarial principles of basing rates on the risk to insured property 

from. natural disaster perils: 

"(A) Minimizing cost-subsidization of the loss costs between 

geographic risk territories and different construction types for 

building. 

"(B) Ensuring that the expected loss costs are sufficient to 

cover expected losses. 

"(5) JUDICIAL REVIEW.-Once the parties described in paragraph 

(1) have exhausted their appeal rights to the Commission as described in 

this subsection, such parties may seek judicial review in the district court of 
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the United States with jurisdiction over the action. The scope of review 

shall be in accordance with chapter 7 of title 5, United State Code. 

"(g) OPERATING ~OSTS.-Any costs incurred by the Commission in 

carrying out its responsibility under this section, including compensation for its 

members and staff and necessary and ordinary related expenses, including those of 

the advisory committee described in subsection (d), shall be paid by a surcharge 

assessed by the Secretary on the catastrophic excess-of-Ioss contracts described in 

section 902. 

"(h) INTENT.-The provisions of this section relate specifically to the 

business of insurance. Except for subsection (eX 1 )(B), all activities prescribed by 

this section applicable to the business of insurance shall be regulated by State law. 

"SEC.902. CATASTROPHIC EXCESS-OF-LOSS CONTRACTS. 

[This,section wil! be provided by the Clinton Administration.] 

"SEC. 903. PRIVATE DISASTER INSuRANCE CORPORATION. 

[The pro,"isinn has net yet b~n defined. One app:-oach i~ a "pJaee-

holder" provision that would acknowledge the possible existence of a private 

corporation that would provide reinsurance coverage to private insurers and 

State insurance pools at levels above which are now available in the private 

market. The corporation recognized must have been created by private " 
. . 

insurers, must be operated privately, and must have no direct or implied 
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Federal government connection or backing. This section could confer two 

legislative protections on such a private corporation: (1) favorable tax-

treatment of the corpora.tion's reserves to allow for their rapid accumulatioD; 

and (2) an anti-trust exemption for setting of rates.) 

"SEC. 904. STUDY ON TAX TREATMENT OF INSURER 

CATASTRopmc RESERVES. 

4'(a) GAO STUDY.-The Comptroller General of the United States shall 

evaluat~ the public policy issues described in subsection (b) associated with 

conferring favorable Federal tax treatment to insurance reserves set aside by 

private insurers for future catastrophic natural disasters . 

. ' "(b) FACTORS TO BE STUDIED.-The study described in subsection (a) 

shall evaluate the likelihood and magnitude of the following public policy 

objectives: 

"( 1) The increase capacity and availability of natural disaster 

insurance in the private marketplace. 

"(2) The enhanced affordability of natural disaster insurance. 

"(3) The ability of private insurers to continue providing property 

coverages following catastrophic natural disasterS. 

"(4) The overall benefit to the United States and worldwide economy . 
. . 
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"(5) The short and long-tenn loss of tax revenues provided to the 

United States Treasury. 

"( c) CONSULT A TION-The Comptroller General shall consult with 

recognized experts in preparing the study described in subsection (a). The experts 

shall include representatives from State insurance departments, private insurers, 

insurance agents, economists, natural disaster risk modeling experts, consumers of 

property and casualty insurance, and other experts deemed relevant ,by the 

Comptroller General. 

"(d) COMPLETION OF STIJDY.-The results of the study described in 

subsection (a), including any recommendations, shall be transmitted to the 

Secretary and the Congress within 12 months of the date of enactment of the 

Natural Disaster Protection Partnership Act of 1996. 

"SEC. 90S. FLOOD INSURANCE. 

"(a) STUDY.-Tbe Director shall enter into an arrangement with the 

National Academy of Sciences to conduct a stUdy on the operation of the national 

flood insurance prognun managed by the Director pursuant to the National Flood 

Insurance Act of 1968 (42 U.S.C. 4001 et seq.). The study shall evaluate and 

provide specific recommendations on-

"( 1) necessary and appropriate measures, including additional 

sanctions, tO'increase the purchase of Federal flood insurance; and 

-.. 
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"(2) the advisability and feasibility of privatizing the entire national 

flood insurance program managed by the Director. . 

"(b ) NATIONAL ACADEMY OF SCIENCES.-The study described in 

subsection (a) shall be performed by a panel recognized experts appointed by the 

National Academy of Sciences. The experts shall include representatives of 

building constructors, real estate interests, lending institutions, private insurers, 

the model building code organizations, local government zoning and land use 

planning bodies, and other experts deemed relevant by the National Academy of 

Sciences. 

"(c) COMPLETION OF STUDY.-The results of the study described in 

subsection (a), with any recommendations on increasing the purchase of flood 

insurance and privatization, shall be transmitted by the National Academy of 

Sciences to the Director and Congress within 18 months of the date of enactment 

of the Natural Disaster Protection Partnership Act of 1996. 

"SEC. 906. INSURANCE PRICING INCENTIVES. 

"Each State insu..T3I1ce regulator shall take into account natural disaster 

hazard mitigation measures, such as compliance with the building and safety 

codes and performance standards described in section 801, in setting rates and 

deductibles' for property insurance provided in that State. 

· \ ,> 
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"SEC. 907. EVALUA nON. 

"(a) STUDY-The Secretary shall enter into an arranget;nent with the 

National Academy of Sciences to evaluate the natural disaster insurance 

provisions authorized under this title. The evaluation shall-

"( 1) assess the extent to which the societal objectives of enhancing 

the availability and affordable of private natural disaster insurance and 

reducing Federal disaster assistance have been accomplished; 

"(2) identify additions, deletions, or changes to the insurance 

provisions authorized by this title which would better achieve the societal 

objectives described in paragraph (1); and 

"(3) recommend any further evaluation. 

"(b ) NATIONAL ACADEMY OF SCIENCES.-The study described in 

subse~tion ( a) shall be perfonned by a panel of re~ognizec experts appointed by 

the National Academy of Sciences. The experts shall include experts on natural 

disas~r insurance, including private insurers, insurance agents and brokers, 

consumers of property and casualty insurance, State and local community 

officials, and other experts deemed relevant by the National Academy of Sciences. 

"(c) COMPLETION OF STUDY.-The results of the study described in 

subsection (a), including any recommendations, shall be transmitted by the " . . . 
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National Academy of Sciences to the Secretary and to Congress within 5 years of 

the date of enactment of the Natural Disaster Protection Partnership Act of 1996.". 
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1 SEC. _0 REQUIREMENT OF EXHAUSTION OF ADMINISTRA-

2 'rIVE REMEDIES BEFORE BRINGJNG ACTION 

3 IN FEDERAL COURT. 

4 Ca) IN GENERAL.-Section 1902 of the Social Secu-

5 city Act, as amended by ... , is further amended by adding 

6 at the end the following new subsection: 

7 "(z)(I) Except as provided in this subsection, no ben-

8 eficiary or provider may bring an action against S:State 1h""Jj 
9 in Federal court arising from this title unles~ the bene-

10 ficiary or provider has exhausted an administrative proc-

11 ess established by the State consistent with paragraph (4). 

12 [By accepting funding under this title, a State is consid-

13 ered to have consented to be sued in Federal court consist-

14 ent -with this subsection and to have permitted actions 

15l against State officials to compel compliance with the re-

16 quirements of this tit1e.~ 
17 "(2) Paragraph (1) shall not apply to an action 

18 brought-

19 ;leA) for the enforcement of rights of individ-

20 uels under subsection (a)(10)(D) (relating to quaIi-

21 ned medicare beneficiaries) and section 1905(p) (re-

22 lating to medicare cost-sharing); 

23 :t(B) for the enforcement of section 1919 (relat-

24 ing to nursing home standards); 

25 H(C) for the enforcement of section 1927 (relat-

26 ing to prevention of spousal impoverishment); 

Aflril 2. 1996 (7:23 p.m.) 
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1 ·'(D) [additional items may be added] 

2 "(3) Paragraph (1) shall not apply to an action 

3 brought in a case in which-

4 "(A) a delay in provision of services during the 

5 period of the admjnistrative process [may]/[is likely 

6 to] result in severe and long-lasting impairment to 

7 the health of an individual; 

8 "(B) the responsible officer in the administra-

9 tive process lacks authority to provide for the relief 

10 requested; and 

11 "(e) compliance with the exhaustion reqUlre-

12 ment of such par~OTaph would be futile. 

13 "( 4) An administrative process is consistent with this 

14 section only if-

15 "(A) it provides for fair hearings consistent 

16 with the requirements of section 1902(a)( 4), and 

17 {'(B) it does not restrict the rights of bene-

18 ficiaries to such a hearing because they are enrolled 

19 with capitated organizations under section 1903(m)_ 

20 Subparagraph (B) shall not be constru.ed as preventing 

21 a State from providing for a fair hearing through such 

22 a capitated organization so long as such hearing meets 

23 the otherwise applicable requirements of this title." .. 

24 (b) EFFECTIVE DATE.-[to be provided] 

April 2, 1996 (7:23 pm.) 
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