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

New summary as proposed March 14, 1996
(provisions which have been removed are printed in italic strikeout-
new provisions 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
catastrqphic natural disasters, such as hurricanes, earthquakes, 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 coverage.

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 insurance coverage for inatural
disaster perils; involving the insurance industry to speed recovery following a catastrophic
disaster; aq e pald o o covarnmant-disaster-assistanece—ba aatirne o Natse o

Section 4. DEFINITIONS. This section defines 26 new terms to the EHRA. '

Section 5. CONFORMING AMENDMENTS. This section makes several
conforming changes to the EHRA, primarily renumbering section numbers.

Sot 5
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Section 6. MULTIHAZARD MITIGATION PROGRAM. This section adds a
new title Il with two subtitles to the EHRA that creates a comprehensive multihazard
mitigation program.

-
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SUBTITLE A - LIMITS ON FEDERAL DISASTER ASSISTANCE. This section
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 publie faeilities buildings owned
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 highcr
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 Gramim-
Rudman).

As included in the Clinton Administration's White Paper on Disaster Insurance and
Mitigation, an income limit of 3100,000 would be placed on the FEMA individual/family
grant program, and temporary housing assistance following a disaster would be limited
to 12 months.

o — /i
The interest rate on the Small Business. Administration (SBA) disaster loan program ] o
would be increased to the Treasury rateplaaiﬂ&wts, thus limiting the subsidy
associated w:th the program. L —

\ /

Insurance Requirement for Federal Disaster Relief. Individuals who experience natural
disasters who choose not to purchase private hazard insurance against those perils or who did
not have flood insurance coverage (provided they are required to do under thie National Flood
Insurance Act) will be ineligible for long-term federal disaster relief. Homeowners whose
annual household income exceed $66.-660 340,000 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 not available in the private market.

SUBTITLE B - DISASTER MITIGATION

This subtitle adds six seven 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 each
natural-disaster-prone states to either adopt a building code that meets the natural disaster
mitigation portions of onc of the three referenced model building codes (including the

Natlonal Flre Protection Association safety codes) Or eertify—tha—the—states—local

des provide the federal government
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with a listing of local communities which have not adoptemes on their own. Likewise,
the law will reassert that stefes-er communities identified as flood-prone under the National
Flood Insurance Program ("NFIP") must adopt the flood minimum performance standards
mandated under the NFIP provide the federal government with a listing of local
communities which have not adopted these standards on tlxezr own 9r—eef=aj§-lhaf—usﬂend-
: - - g g 6 : Those
’ commumtles ldentlﬁed llsted would be requlred 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
. natural-disaster-prone state to develop a plan, or designate an existing plan, for improving
the state’s ability to reduce the hazards of natural disasters. Ata 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 arcas

on the environment; (6) ensuring-all-builders - plumbers-electriciansand-building-inspeetors .

are—ticensed-or-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 states
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 enactinent issuance of regulations, siates 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, alternatively,
identified local communities which have not adopted them. Within fowryears-ofendaetiient
. two years of FEMA approving the mitigation plan, states must certify that the siv seven
processes of the mitigation plan are being implemented. And finally, within five-years-ef
enaetment four years of issuance of regulations, states must certify that the building and
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 state
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 Directer 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 communities 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 community's minimum Stafford Act cost share (or
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federal disaster aid will be reduced from 75% to 50%,/ Second, monies from the ncw
Mitigation Account provided under section 805 will be denied to that non-compliant state
or community.

Section 805. Mitigation Trust Fund. This section allocates monies appropriated
to a Mitigation Trust Fund deseribed-in-section-1604 to each state annually through a pro rata
formula, isswed-by-FEMA-ofthe-preminms-collected-inthat-state based on disaster exposure
data provided by the Catastrophe Loss Cost Commission. These funds could be used by
the states only for hazard mitigation measures, such as assistance for: first responders; state
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-dtsaster mmgatwn such as cost ejfecttve relrof ttmg of
public facilities-construction-of-buildings-to-serve ode
Priority in allocation of funds w1ll be given to the bu1ldmg code and mltlgatlon pl mn
requirements described in sections 801 and 802. FEMA will be authorized to review and
audit state programs. Everystate—willalso—qualiffor—a-minimun-annual-amownt- of
Mitiga G . haoreater-ot-3 0-000-6+-£ narcaxnt of-tha-amtira ; Fmally
states w111 also be requnred to transfer at least 25% of the money to local commumtles

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 state
documents to FEMA that the state has not received adequate funds from the Mitigatiun
Account to fully covei the cost of a particular mitigation requirement (e.g., building codes
or mitigation plan preparations), that particular mitigation requirement will not apply to the
state. This "no unfunded mandates" provision will not apply to non-compliance states that
have been denied funds from the Mitigation Account or to any duty imposed by this Act that
is a condition of any federal assistance provided by the Stafford Act.

Sectior 807. Studies. This section requires FEMA to enter into an arrangement with
the National Academy of Sciénces ("NAS") to coodixct three studies.

.



Maintenance of Critical Facilities. This study will establish the development of
guidelines for the maintenance of operation of critical facilities such as hospitals,
schools and other public facilities in the aftermath of disasters.

Dissemination of Disaster Research. This study will examine ways to facilitate the
broad dissemination of disaster mitigation research on a continuing basis to state
and local governments, the insurance industry, and other interested parties. 1he
study will also examine the efficacy of federal research into wind 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 insurance
industry to offer reinsurance only (no primary coverage for individuals) with no federal assistance
or backstop. It may be determined at a later date that referencing the proposed corporation in a brief
secticn i5 appropriate in order te confer some sort f)f/anti-trust protection or special tax-status.

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.

—









A 'ge
Hor




- 10 -




Providers-willpay-quatiiyinglesses~o-thepolicyholders-provided-the-Cerporation-certifics

’

-



e A ¢ o =13 st < -

«-12 -




-13 -

Section 301—-National Commission on Catastrophe Loss Costs - The federal
government shall create a commission to study and estimate loss costs resulting from

catastrophic natural disasters

Membership. The Commission will be composed of 11 members appointed by (he
Secretary of Treasury. Members shall be U.S. citizens and the appointments must
consist of a structural engineer, a meteorologist, a seismologist, 2 professional
actuaries, two representatives of state insurance departments, one representative
each from Treasury and FEMA, one representative of a U.S. insurer, and one
consumer representative. Terms of service shall be for six years.

Functions. The Commission will issue and update lost costs for various levels of
residential and commercial insurance coverage for.the perils of earthquake,
hurricane, volcanv;—amd-tsunami. This data will be filed for informational
puzposes with the federal government and with each state insurance department.

Advisory Con:mittee. The Corimission will establish a committee of experts to
assist it in the development of the required information. Membership will include
representatives of the insurance industry, disaster risk assessment and modeling
experts. consumer groups, federal scientific agencies, and other experts in the field
of disaster research. '

Uscs of Loss Cests. Private insurers may cite the Commission's data in submitlinq

rates for approval by state insurance departments. Loss costs filed by the|

Commission would be presumptive if cited by insurers in rate filings. The

Tréasury shall rely on the Commission's data in setting reserve prices for its
reinsurance ¢ontracts and state insurance pools which choose to purchase these
contracts must rely on the commission loss cost estimates in pricing coverage they
provide. In addition, if a Natural Disaster Insurance Corporation is created by the
insurance industry, it would use the Commission's data in pricing its reinsuraice
coverage

Appeal. Once the Commission's estimates have been filed, any state insurance
department, insurer, or other organization or individual may appeal the estimates

first to the Commiission and then through judicial review using the Administrative”
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Procedures Act scope of review.

- —

Operating Costs. The Commission's operating costs shall be funded on a

surcharge placed on the sale of Treasury reinsurance contracts.
AR ——“\\___’__\

Section 302 Federal Excess-of Loss Reinsurance Contracts - Language to be
drafted by Clinton Administration

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

Section 304—Study on the Tax Treatment of Insurer Catastrophe Reserves - The
legislation would require that the General Accounting Office in consultation with the
insurance industry and others conduct a study on the tax treatment on insurance compairy
reserves set aside for catastrophes. The study would assess the public policy benefits of
providing more favorable tax treatment to insurers for the purpose of reserving for future
disasters. The study would also assess both the short- and long-term impact such changes
in tax law would have on the Treasury, consumers of insurance, and the economy.

Section 205. Flood Insvrance. This section requires a study on means for
increasing coverage of flood insurance. The study will make recommendations on whether
the National Flood lasurance Program should be integrated intc thc Corporation’s programn

and whether the NFIP should be pnvatlzed {fe—addiﬁen-éhfs-seeken-reqwfes—mmo

Section 306. Insurance Pricing Incentives. This section encourages privite

. articipating-as-members-of-the-Natural Disaster-Insurance-Corporation-(created

in-seetion-981) states to teke natural disaster mitigation measures into account in setting ratcs
and deductibles for property insurance.

- s
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Initial Commen al Disaster 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 (NDC) revised proposal for federal disaster
insurance legislation, based on the NAIC’s understanding of the NDC proposal.
These are preliminary draft comments that are being 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 quotcd 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-loss (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. astudy of more favorable tax treatment of catastrophe reserves; and

5. amitigation 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 NDC outline indicates that the proposed loss cost commission would be
governed by an 11l-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 NDC, 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.! 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 NDIC 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 decisions. Various mechanisms might be explored to help achieve this
objective, including the proposed loss cost commission. However, the proposed
“determinative” nature of the loss cost information developed by the commission raises a
concern about its potential unnecessary infrusion upon state insurance regulatory
authority. Altemnatively, the results of the commission’s analysis could be disseminated
purely on an informational basis without forcing regulators to accept this information
without question or change if insurers include it in their rate filings.

The working group needs further 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 cost
commission.

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

' Itis the working group’s understanding that the NDC proposal would allow regulators’ to appeal the

commission’s promulgated loss costs to the commission.

@005/028
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1. Would this commission 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 performed by the commission?

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

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

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

7. Would insurers be required to use commission 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 parties wait till an insurer files loss costs 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
what 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-loss (XOL) reinsurance contracts is discussed
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 number 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
govermnment’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 logistical 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 (NDIC)

The working group does not have specific details on this component of the NDC proposal
but it understands 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
commsnt on the specific merits of this part of the NDC proposal. It is possiole to make
two general observations. The first is that the XOI. 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 NDIC, could help to fill the remaining gap in needed reinsurance capacity. The
second observation is that the NDIC should be subject to appropriate regulatory
oversight, consistent with oversight of other insurance companies.

More specific questions on the proposed NDIC follow:

1. What is the specxﬁc structure of the contemplated private NDIC and how wnll itfill 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 an
authorized reinsurer and grant credit for reinsurance recoverables from NDIC?
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4. How will NDIC be capitalized and what will be its vulnerability to insolvency? Will
other insurers and reinsurers participate in NDIC in some way and provide certain
financial guarantees? What would be the impact if NDIC 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
accumulate catastrophe reserves over time which is critical to appropriate risk
diversification given the lJow frequency and high severity of catastrophe losses. The
working group understands that changing tax law in this area raises a number 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 cffect 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 be an important component of any legislative package. Mitigation is the
only way to reduce disaster losses and it could help tc improve the insarability and
affordability of disaster risk. Government at all levels and the private sector have an
important role to play in mitigation. 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 carefully 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 formula
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consider the severity of the natural hazard as well as the vulnerability of curent
structures? Should the economic resources of communities be considered?

Insurance Pricing Incentives

The NDC outline also contains Section 306 - Insurance Pricing Incentives. What is meant
by the description of this section, particularly the term “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 othcr
measures would be employed to encourage the desired response?

Summary

The working group believes that the revised NDC proposal, as described, deserves
serious consideration. However, the working group opposes any unnecessary intrusion
upon state regulatory authonity 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

DRAT Substitute for H.R. 1856

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

SECTION 1. SHORT TITLE.

This Act shall be cited as thé “Natural Disaster Protection Partnership Act
0f 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 “and” at the end of paragraph (1);

(B) inserting “and” following the semi-colon in paragraph .(2);

(C) inserting the following new pa;ragraph before “special measures”:

“(3) because catastrophic natural disasters, such as major hurricanes,
earthquakes, volcanic eruptions, tsunamis, and floods, pose significant
problems in terms of substantial long-term 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 y

(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,”;

(D) 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 p;ragraph (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 term ‘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 ‘commercial losses’ means physical damage losses to
insured commercial (other than residential) property and other losses arising
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.



“(D) Fire.

“(E) Reinsurance.
“(F) Liability.

“(G) Earthquake.
“(H) Inland Marine.
“(I) Ocean Marine.

“(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 ;Jﬁlities, electric power and natural gas transmission lines, and |
telecommunication facilities.

*(14) The term ‘Director’ means the Director of the Federa!
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 inuhdation of normally dry land areas from
the overflow of inland or tidal waters or the unusual and rapid accumulation
of runoff or 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 aﬁd 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
windstorm events cccurnng within 168 hours before and after the hurricane
first 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 bﬁilding
code compliance efforts.

“(21) The term ‘loss costs’ means the pure expected, actuariaily-
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.



-6-

“(22) The term ‘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 term ‘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 1504(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 term ‘State insurance pcol’ 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 term “substantially modified building construction’ means

additions or improvements to an existing building which constitute over an
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18-month period at least a 50 percent increase in the current value of the
building, as measured by the most recent official propérty assessment.

“(27) The term ‘tsunami’ means an ocean wave generated by
underwater disturbances in the earth's crust, primarily earthquakes and
submarine volcanic eruptions.

“(28) 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
extratopical storm such as a noreaster, but does not include a hurricane.”.

SEC. 4. FEDERAL DISASTER ASSISTANCE.
(2) STATE CO-INSURANCE.—Section 406(a)1) of the Robert T. Stafford

Disaster Relief and Emergency Assistance Act (42 U.S.C. 51‘/2(aXl)) is amended

by inserting the followihg before the semicolon: “, provided the State has paid, or-

agreed to pay through insurance or self-insurance 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 damz;ged or destroyed by such
major disaster in the Staté”.
(b) FEDERAL SHARE OF FINANCIAL ASSISTANCE.-
(1) PUBLIC FACILITIES.-Section 406(b) of The Robert T. Stafford
Disaster Relief and Emergency Assistance Act (42 U.S.C. 5172(b)) is
amended as follows:
(A) Strike “MINIMUM?” and “not less than”.
(B) Insert following the first dash “(1) SHARE AMOUNTS.-".
(C) Redesignate paragraphs (1), (2), and (3) as subparagraphs
(A), (B), and (C) respectively.
(D) Add at the end the following new paragraph:
“(2) WAIVER.— The Federal share percentages described in
paragraph (1), as may be modified by section 804(a), shall beéincreased 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)XD) of the Balanced Budget and
Emergency Deficit Control Act of 1985 (2 U.S.C. 901(b)(2)XD)).”.
(2) DEBRIS REMOVAL.-Section 407(d) of The Robert T. Stafford
Disaster Relief and Emergency Assistance Act (42 US.C. 5 173d)) 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 paragrapt;:
“(2) WAIVER.-The Federal share percentage described in paragraph
(1), 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 ofa
supplemental appropriation Act, provided it is not designated as an
emergency under section 251(b)}2)XD) of the Balanced Budget and
Emergency Deficit Control Act of 1985 (2 U.S.C. 901(b)}2XD)).”.
(c) TEMPORARY HOUSING ASSISTANCE.—-
(1) PROVISION OF TEMPORARY HOUSING.-Section 408( aX3j
of the Robert T. Stafford Disaster Relief and Emefgency Assistance Act (42
U.S.C. 5174(a)(3)) is amended by striking “18” both places it appears and
inserting in lieu thereof “12”.
(2) TEMPORARY MORTGAGE AND RENTAL PAYMENTS—-
Section 408(b) of the Robert T. Stafford Disaster Relief and 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) ELIGIBILI'I;Y.—Individuals and families shall be eligible to receive
grants under this section if their annual hoﬁsehold income for the year preceding
the major disaster was less than $100,000, adjusted annually to reflect chaﬁges 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 rate on the Federal share of any disaster
loan made under section 7(b) of the Small Business Act (15 U.S.C. 636(b)) fora
disaster ccmmencing after enactment cf 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 loan§, plus an additional charge not to exceed 200 basis points.
(f) EXCLUSION FOR LACK OF INSURANCE.~-
(1) RESIDENTIAL PROPERTY .—Residential property owners shall
be ineligible to receive any financial assistance provided under sections‘ft08

or 411 of the Robert T. Stafford Disaster Relief and Emergency Assistance
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Act (42 U.S.C. 5174 and 5178), 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-
| (A) the residential prope@ was not insured at the time of the
* natural disaster for the specific peril which caused the damage for
which the financial assistance is réquested; 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.—-Owners of business properties shall
be ineligible to receive any financial assistance provided under section 7(b)
of the Small Business Act (15 U.S.C. 635(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 Spgciﬁc 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 @age for which the financial assistance is
requested is not reasonably available in the marketplace.

SEC. 5. AMENDMENTS TO THE ACT.
The Roben 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 appropi'iate hurricane,
windstorm, sarthquake, volcanic eruption, or tsunami natural disaster
hazard mitigation portions of the newest edition of-

“(A) at leést 1 of the following mbdel 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,
“(iif) the Uniform Building Code; .

“(iv) the International Code Council Uniform Code,
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“(v) the Council c;f A:ﬁerican Building Officials 1 and 2
Family Dwelling Code (for applicable residential property);
and
“(B) other relevant building and housing codes and standards,
including the natiohal 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 the Director a list of the State’s local communities
which have not adopied 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 parggraph (1)
for all new and substantially modified building construction in that State.
“(b) STATE ADOPTION OF FLOOD PERFORMANCE STANDARDS.~
At a minimum, each State that contains local communities located within flood-
prone areas or flood-risk zones as identified under section 1360 of the National

Flood Insurance Act of 1968 (42 U.S.C. 4101) shall eithexj—

R —
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“(1) adopt the relevant flood minimum performance 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 performance 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 (a)}(2) shall adopt building codes that meet the
appropriate minimum 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 (a)(1) for all new and substantially

modified building construction in that local community; and
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“(2) subsection (b)X2) shall adopt ihe minimum flood performance
standards described in subsection (b)1) for new and substantially modified
building construction in that local community.
“SEC. 802. DEVELOPMENT OF STATE MITIGATION PLANS.
“(a) GENERAL AUTHORITY .—Each State shall éither—_-

“(1) develop with active public participation a mitigation plail which
establishes the State’s plan with accompariying schedules for improving the
State's ability to reduce the hazards of future natural disasters, such as
hurricanes, windstorms, eanhquakeé, volcanic eruptions, tsunamis, and
floods; or

“(2) designate an existing mitigation plan which includes the
processes described in subsection (b).

“(b) CQNTENT OF STATE MITIGATION PLANS.—Each State mitigation
i)lan described in subsection (a) shall include, at a minimum, a procesé 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) achieviﬂg enforcement of local community land use ordinances;

“(5) addressing further develc;pment in high-risk, disaster-prong 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 tﬁe
availability of resources.

“(c) APPROVAL OF PLAN.-The Director shall review eack State
mitigation plan submitted pursuant to section 803(a)(1) 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 STAﬁ 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 801(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.-Within 2
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 deﬁcribed in subsection (c), each State,
or each local community described in section 801(c), shall certify to the
Director based on assessments by the Insurange Services Office that
enforcement of building and safety codes identified in section 801 is being

achieved.
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“(b) NOTIFICATION AND OPPORTUNITY TO CUI-'{E.—’Ihe 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 loca] 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 AID.-The Federal
share of public assistance available under sections 406(b)(1) and 407(d)(1) shall
be réduced 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) MITIGATION FUNDS~Amounts from the Mitigation Fund under
section 805 shall be denied to States or local commﬁnities 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 Statesv a trust fund to be know as the Natural Disaster Hazard Mitigation
Fund (hereinafter referred to as the ‘Mitigation Fund’), consvisting of such amounts
as may be transferred or cmd&d 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 and credit on an annual basis to

the Mitigation Fund amounts—
“(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 STATES.—

“(1) AUTHORITY.—All the amounts in the Mitigation Fund shall be
allocated by the 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 final Federal regulations, pursuant to the provisions of
subchapter II of chapter S of title 5, United States Code, describing the pro
rata formuia.

“(e) USE.—-

“(1) IN GENERAL.~The amounts received by Staies 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 tevolvihg loan funds, if establishe¢ 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 measures; |

“(D) the dissemination of cost-effective technologies to prevent
or substantially reduce damage caused by natural disasters and for the
establishmént of geographically-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 and public facilities.
“(2) PRIORITY .~The States shall give priority in ﬁsing 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 se,c‘tion 801 and the mitigation plan requirements of

]

section 802.

FosTR—
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“(f) LOCAL COMMUNITIES.—States sHall provide not less than 25 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
requiremenfs 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 descrfbed 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 title, that particuiar mitigation requirement s};all not apply to such
State.

“(b) EXCEPTIONS.-

“(1) 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 STATES.~Subsection (a) shall ot apply
to Smtes 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
Fedéral‘aséistance provided by this Act.

“SEC. 807. STUDIES AND RESEARCH.
“(a) NATURAL DISASTER PERFORMANCE GUIDELINES FOR
CRITICAL FACILITIES.- o

“(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 lifelineé and public
facilities following a natural disaster. The study shall recommend specific
performance guidelineé for the desigh anci retrofitting of such facilities to
maximize their continued functionality following a natural disaster.

*(2) NATIONAL ACADEMY OF SCIENCES.—-The study describéd
in paragraph (ll) shall be performed by a panel of recognized experts
appointed by the National Aéademy of Scierices. The experts shall include
buiiding constructors, architects, design engineers, building éfﬁcials 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) DISSEMINATION 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 depaxﬁnents, and private insurers; and

“(B) specific ways for expanding research on the hazards
asscciated with hurricanes and windstornns 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 representétives of research laboratories, desigﬁ engineers,
private insurers, State insurance departments, and building code officials
from the model building code organizatiéns, 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 on disseminating 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) EVALUATION OF HAZARD MITIGATION PROGRAMS

“(1) STUDY .-The Director shall enter into an arrangement with the
Nationél Academy of Sciences to evaluate the hazard mitigation programs
authorized under this title. The evaluation shall-

“(A) assess the extent to which the societal objectives of
improving the response to and redﬁcing 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 performed by a panel of recognized experts
appointed by the National Academy of Sciences. The experts shall include
experts in the fields of hazard mitigation, inclu;iing building constructors,
design ex;gineers, 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 S
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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“(©) recommenlcl~ ar;y further evaluation.

“(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 hazard mitigation, including building constructors,
design engineefs, building code officials from the model building code
organizations, State and local community officials, and other experts
deemed relevant by the National Academy of Séiences.

“(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

vears 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.



“(b) MEMBERSHIP.—-

“(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
Partnership Act of 1996.

“(B) VACANCIES.-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 and4 shall consist of the following:

“(A) 1 structural engineer who shal! 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) Zﬁbrofessional actuaries who have previous experience in
developing or setting actuarially sound property and casualty rates,
provided they are not employees of a private insurer, the Federal
government, or any State department of insuraﬁce.
“(E) 2 representatives from State départments of insurance.
“(F) 1 representative from the United States Treasury
Department. H
“G) 1 representativé 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.-All 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

ey
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costs at various levels of coverage for the specific perils of earthquakes,
hurricanes, ts_unamis, and volcanic eruptions for—
f‘(A) insured residential property exposures; and
“(B) 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
“(B) seek input from the advisory committee described in

subsection (d).

“(2) 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 ccst estimates
developed under this subsection for the perils described in paragraph (1)
with—

“(A)' each State department of insurance; and

“(B) the Secretary.
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“(d) ADVISORY COMMITTEE.~

“(1) ESTABLISHMENT.-The Commission shall establish an
advisory committee of experts to assist in the development of natural

disaster catastrophe loss costs.

“(2) MEMBERSHIP.~The advisory committee established in
paragraph (1) shall consist of representatives from the following:
“(A) The property and casualfy iﬁdustry.
“(B) Natural disaster catastrophe modeling organizations.
“(C) Consumers of property and casualty insurance.
“(D) Federal government scientific agencies, such as the
United States Geological Survey, the Naﬁoﬁgl ‘Oceanic and
Atmospheric Administratién, the National Hurricane Center, the
Bureau of the Census, and the Naticnal Academy of Sciences.
“(E) Other appropriate experts in the area of natural disaster
catastrophe 1oss 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 thg State insurance

departments under subsection (c)(3) in rate filings to the State
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‘insurance departmehts for the natural disaster perils listed in
subsection (c)X1).
“(B) PRESUMPTIVE APPROVAL .—The portion of the filing
| submitted under subparagraph (A) by private insurers to the State
insurance departments 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 APPROVAL.-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'ioss cost
estimates under subparagraph (A); and

“(ii) the rates for natural disaster perils ciescribecl in
subsection (c)(1) proposed by private insurers who elect not to
cite the catastrophe loss cost estimates under subparagraph (A).
“(2) TREASURY DEPARTMENI‘.— The Treasury Department shall
rely, where relevant, 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-loss contracts described in section 902

directly from the Tfeasury 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
departménts under subsection (c)(1) in developing the rates for any property
insurance coverage they provide.

“(4) PRIVATE CORPORATION.-The private corporation described |
in section 903 shall rely on the catastrophe loss costs estimates filed with
the State insurance departments under subsection (c)(1) in developing rates
for the reinsurance coverage it providés.

“(f) APPEAL .-

“(1) APPEAL. RIGHT.—Once the catastrophe loss costs estimates

have been filed with the State insurance departments under Subsection
(c)(3), 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 (l)‘ |

shall be heard in a public proceeding by the Commission within 60 days of

- B
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receiving such appeal. The Commission shall réview the appeal and make a;
finding according to the standard described in paragraph (4).

“(3) AUTHORIZATION 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_iwith 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»withjurisdiction over the a-ctid»n. The scépe of review —\
shall be in accordance with chapter 7 of title 5, United State Code.
“(g) OPERATING COSTS.-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
aésessed by the Sectetary on the catastrophic excess-of-loss contracts described in |
section 902. |

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

business of insurance. Except for subsection (e)(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 CONTRACT S.
[This section wil! be provided by thé Ciinton Administration.]
“SEC. 903. PRIVATE DISASTER INSURANCE CORPORATION.

[The provision kas not yet been defined. One app:'oaéh is a “place-
holder” provision that would acknowledge the possible existence of a private
corporatioﬁ 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 ﬁust haje been created by private .

insurers, must be operated privately, and must have no direct or implied

oy~
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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 corporation’s reserves to allow for their rapid a'ccumula_tion;
and (2) an anti-trust exemption for setting of rates.]
“SEC. 904. STUDY ON TAX TREATMENT OF INSURER
CATASTROPHIC RESERVES.

“(a) GAO STUDY.~The Comptroller General of the United States shall
evaluate 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 marketplece.

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

“(3) The ability of private insurers to continue providing properiy
coverages following catastrophic natural disasters. |

“(4) The overall benefit to the United States and worldwide economy.
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“05) The short an_d_ 1orig-tem lo;s of tax revenues provided to the

United States Treasury.

“(c) CONSULTATION-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 insurérs,
insurance agents, gconomists,_natural disaster risk uiodeling experts, consumers of
property and casualty insurance, and other experts deemed relévant_by the
Comptroller General. | |

“(d) COMPLETION OF STUDY .-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 Protéction Partnership Act of 1996.

“SEC. 905. FLOOD INSURANCE.

“(a) STUDY.-The Director shall enter into an arrangement with the
National Academy of Sciences to conduct a study on the operation of the national
ﬂéod insurancel program managed by the Director pursuant to the National Flood
Insurance Acf of 1968 (42 U.S.C. 4001 et seq.). The stt;dy 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 fea.;:ibility 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 ;md 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 insurance 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. EVALUATION.

“(a) STUDY-The Secretary shall enter into an arrangement with the
National Academy of Sciences to ev#luate 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

subsection (a) shall be performed by a panel of recognized experts appoinied by

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

d_isaster insurance, including private insurers, insurance agents and brekers,

consumers of propérty 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), includin-g‘ 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.”.

F:\clients\quake\billw& imark3.doc



APR-03-96 18:25 FROM:

/

.

O 00 NN 0N v W -

fd ek
W N = O

14

cen L ugu ul'muID:

SEC. __. REQUIREMENT OF EXHAUSTION OF ADMINISTRA-
TIVE REMEDIES BEFORE BRINGING ACTION
IN FEDERAL COURT.

(a) IN GENERAL.—Section 1902 of the Social Secu-
rity Act, as amended by ..., is further amended by adding
at the end the following new subsection:

“(z)(1) Except as pfoﬁded in this subsection, no ben-
eficiary or provider may bring an action against & Stz_ite
in Federal court arising from this title unless the bene-
ficiary or provider has exhausted an administrative proe-
ess established by the State consistent with paragraph (4).
[By accepting funding under this title, a State is consid-
ered to have consented to be sued in Federal court consist-

ent with this subsection and to have permitted actions

15 Qagainst State officials to compel compliance with the re-

16 quirements of this title.b

17 “(2) Paragraph (1) shall not apply to an action
18 brought— |

19 “(A) for the enforcement of rights of individ-
20 uals under subsection (a)(10)(D) (relating to quali-
21 fied medicare beneficiaries) and section 1905(p) (re-
22 lating to medicare cost-sharing);

23 “(B) for the enforcemeﬁt of section 1919 (relat-
24 ing to nursing home standards);

25 “(C) for the enforcement of section 1927 (relat-
26 ing to prevention of spousal impoverishment);

April 2, 1896 (7:23 p.m.)
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1 *(D) [additional items may be added]
“(3) Paragraph (1) shall not apply to an action
brought in a case in which—
“(A) a delay in provision of services during the
period of the administrative process [mayl}/[is likely
to] result in severe and long-lasting impairment to

the héalth of an individual;
“(B) the responsible officer in the administra-

O 00 3 O L p»p W N

tive process lacks authority to provide for the relief
10 requested; and

(o
XA

11 “(C) compliance with the exhaustion require-
12 ment of such paragraph 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 ficlaries to such a hearing because they are enrolled
19 with capitated organizations under section 1903(m).

20 Subparagraph (B) shall not be construed 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 (723 p.m.) i
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