© 00O NO O WNDN w N

el el i el
a D wN PRk O

HOUSE BILL NO. 367

95TH GENERAL ASSEMBLY

INTRODUCED BY REPRESENTATIVES BRANDOM (Sponsor), MUNZLINGER, SCHAAF, SATER,
KRATKY, HODGES, SWINGER, WRIGHT AND TODD (Co-sponsors).

1031L.01l D. ADAM CRUMBLISS, Chief Clerk

AN ACT

Toamend chapter 379, RSMo, by adding thereto eight new sectionsrelating to the establishment
of the Missouri catastrophe fund.

Be it enacted by the General Assembly of the state of Missouri, as follows:

Section A. Chapter 379, RSMo, isamended by adding thereto eight new sections, to be
known assections 379.955, 379.957, 379.959, 379.961, 379.963, 379.965, 379.967, and 379.969,
to read asfollows:

379.955. Asused in sections 379.955 to 379.969, unless otherwise indicated, the
following terms mean:

(1) "Actuarially indicated", with respect to premiums paid by insurers for
reimbursement provided by the fund, an amount determined accor ding to principles of
actuarial science to be adequate, but not excessive, in the aggregate, to pay current and
futureobligationsand expensesof thefund, including additional amountsif needed to pay
debt service on revenue bondsissued under section 379.963 and to providerequired debt
service coveragein excess of the amountsrequired to pay actual debt service on revenue
bondsissued under section 379.963, and deter mined according to principles of actuarial
scienceto reflect each insurer'srelative exposureto losses from covered events,

(2) "Covered event", all earthquakes, regardless of quantity, that occur in a
calendar year, that aredeclared to beearthquakesby theUnited States Geological Survey,
which cause insured lossesin this state;

(3) "Covered policy", any insurance policy covering residential property in this
state, including, but not limited to, any homeowner's, mobile homeowner's, farm owner's,

EXPLANATION — Matter enclosed in bold-faced brackets [thus] in the above bill isnot enacted and is intended
to be omitted from the law. Matter in bold-face typein the above bill is proposed language.
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condominium association, condominium unit owner's, tenant's, or apartment building
policy, or any other policy covering a residential structure or its contents issued by any
authorized insurer, including any basic property insurance policy issued under sections
379.810t0379.880. " Covered policy" doesnot includeany policy that specifically excludes
coverage for covered losses;

(4) "Director", thedirector of the department of insurance, financial institutions
and professional registration, or hisor her designee;

(5) "Fund", theMissouri catastrophe fund created under section 379.957;

(6) "Losses', direct incurred losses under covered policies in a calendar year,
excluding losses attributable to additional living expense coverages not to exceed forty
percent of theinsured value of aresidential structure or its contents, and excluding loss
adjustment expenses and fair rental value losses and businessinterruption losses,

(7) "Retention", the amount of losses below which an insurer is not entitled to
reimbursement from thefund. Aninsurer'sretention shall be calculated asfollows:

(a) Thedepartment of insurance, financial institutionsand professional registration
shall calculate and report to each insurer the retention multiples for that year. For the
contract year beginningJanuary 1, 2010, ther etention multipleshall beequal totwobillion
dollarsdivided by thetotal estimated reimbursement premium for the contract year; for
subsequent years, the retention multiple shall be equal to two billion dollars, adjusted to
reflect the per centage growth in premium for covered policies since 2010, divided by the
total estimated reimbursement premium for the contract year;

(b) Theretention multiple asdetermined under paragraph (a) of thissubdivision
shall beadjusted to reflect the coverage level elected by theinsurer. For insurerselecting
the ninety percent coverage level, the adjusted retention multipleisone hundred per cent
of theamount deter mined under paragraph (a) of thissubdivision. For insurerselecting
the seventy-five percent coverage level, the retention multiple is one hundred twenty
per cent of the amount determined under paragraph (a) of thissubdivision. For insurers
electing the forty-five percent coverage level, the adjusted retention multiple is two
hundred percent of the amount determined under par agraph (a) of thissubdivision;

(¢) An insurer shall determine its provisonal retention by multiplying its
provisional reimbursement premium by the applicable adjusted retention multiple and
shall determineitsactual retention by multiplying its actual reimbur sement premium by
the applicable adjusted retention multiple;

(d) To the extent the Missouri catastrophe fund collects federal backdrop or
reinsurancemoneysdesigned to provideprotection abovethefinancial capacity of thefund
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as provided in sections 379.955 to 379.969, the insurer elected coverage levels shall
automatically become one hundred per cent.

379.957. 1. Thereishereby created the" Missouri Catastrophe Fund" within the
state treasury to be administered by the director. Moneys in the fund may not be
expended, loaned, or appropriated except to pay obligations of the fund arising out of
reimbur sement contracts entered into under section 379.959, payment of debtsincluding
obligations arising out of revenue bonds issued under section 379.963, costs of the
mitigation program under section 379.965, costs of procuring reinsurance, and costs of
administration of thefund. Thedirector shall invest themoneysin thefund under section
30.260, RSMo. Except asotherwiseprovided in sections379.955to 379.969, ear ningsfrom
all investments shall beretained in the fund. Notwithstanding the provisions of section
33.080, RSMo, tothecontrary, moneysin thetrust fund shall not revert tothecredit of the
general revenue fund at the end of the biennium. The director may employ or contract
with such staff and professionalsasit deems necessary for theadministration of thefund.

2. Thedirector shall promulgate such rules as are reasonable and necessary to
implement sections379.955t0379.969. Thedirector isauthorized toadopt thoserulesthat
arereasonableand necessary toaccomplish thelimited dutiesspecifically delegated within
sections 379.955t0379.969. Any ruleor portion of arule, asthat termisdefined in section
536.010, RSMo, that is promulgated under the authority delegated in sections 379.955 to
379.969 shall become effective only if it has been promulgated under the provisions of
chapter 536, RSMo. Thissection and chapter 536, RSM o, are nonsever able and if any of
the power svested with the gener al assembly under chapter 536, RSM o, toreview, to delay
theeffectivedateor todisapproveand annul arulearesubsequently held unconstitutional,
then the grant of rulemaking authority and any rule proposed or adopted after the
effective date of this section shall beinvalid and void.

379.959. 1. The director shall enter into a contract with each insurer writing
covered policies in this state to provide to the insurer the reimbursement described in
subsection 2 of thissection, in exchangefor ther eimbur sement premium paid intothefund
under section 379.961. As a condition of doing businessin this state, each such insurer
shall enter into such a contract.

2. The contract shall requirethe director to reimbursetheinsurer for forty-five
percent, seventy-five percent, or ninety percent of its losses from each covered event in
excess of the insurer'sretention, plus ten percent of the reimbursed losses to cover loss
adjustment expenses.

3. Theinsurer shall elect one of the payment percentage cover age levels specified
in this section and may, upon renewal of a reimbursement contract:
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(1) Elect alower percentage coverage level; or

(2) Elect a higher percentage if it pays to the fund an actuarially appropriate
equalization charge as determined by the director.

4. All membersof aninsurer group must elect the same per centage cover age level.
TheMissouri basic property insuranceinspection and placement program under section
379.810 shall elect the ninety per cent coverage level.

5. Thecontract shall providethat reimbur sement amountsshall not bereduced by
reinsurance paid or payabletotheinsurer from other sources; however, recoveriesfrom
such other sources, taken together with reimbursements under the contract, may not
exceed onehundred per cent of theinsurer'slossesfrom covered events. If such recoveries
and reimbursements exceed one hundred percent of the insurer's losses from covered
events, and if thereisno agreement between theinsurer and thereinsurer tothecontrary,
any amount in excessof onehundred per cent of theinsurer'slossesshall bereturnedtothe
fund.

6. The contract shall also provide that the obligation of the director with respect
toall contractscoveringaparticular year shall not exceed thebalanceof thefund, together
with themaximum amount that thedirector isabletoraisethrough theissuanceof revenue
bonds under section 379.963. The contract shall require the director to annually notify
insurer sof thefund'santicipated borr owing capacity for thenext year, thecurrent balance
of thefund, and theinsurer'sestimated share of total reimbursement premium to be paid
to thefund. For all regulatory and reinsurance purposes, an insurer may calculate its
projected payout from the fund asits share of the total fund multiplied by the sum of the
current fund balanceand thebonding capacity asreported under thissubsection. In May
and October of each year, the director shall publish in the Missouri register a statement
of the fund's anticipated borrowing capacity and the current balance of the fund.

7. (1) Thecontract shall require the insurer to report the insurer's losses from
covered events for the year to the director on December thirty-first of each year, and
quarterly thereafter. Thecontract shall requirethedirector todetermineand pay, assoon
aspracticable after receiving thesereports, theinitial amount of reimbursement due and
adjustments to this amount based on later loss information. The adjustments to
reimbur sement amountsshall requirethedirector topay, or theinsurer toreturn, amounts
reflecting the most recent calculation of losses.

(2) If the director determines that the projected year-end balance of the fund,
together with the amount that the director determinesthat it is possibleto raise through
revenue bondsissued under section 379.963, ar e insufficient to pay reimbursement to all
insurersat thelevel promised in the contract, the director shall:
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(a) Pay toeach insurer theamount of reimbursement it isowed, up to an amount
equal to the projected payout determined under subsection 2 of this section; and

(b) Thereafter, establish the prorated reimbursement level at the highest level for
which any remaining fund balance or bond proceeds ar e sufficient.

8. The contract shall provide that if an insurer demonstratesto the director that
it is likely to qualify for reimbursement under the contract, and demonstrates to the
director that the immediate receipt of moneys is likely to prevent the insurer from
becoming insolvent, the director shall advance the insurer, at market interest rates, the
amounts necessary to maintain the solvency of the insurer, up to fifty percent of the
director's estimate of the reimbursement duetheinsurer. Theinsurer'sreimbursement
shall bereduced by an amount equal to the amount of theloan and interest thereon.

9. Thecontract shall providethat in the event of the insolvency of an insurer, the
fund shall pay directly to the Missouri Property and Casualty Insurance Guaranty
Association, established under sections 375.771 to 375.779, RSMo, the amount of
reimbur sement moneysthat would otherwise be owed totheinsurer related to the claims
paid by the guaranty association.

10. Thedirector shall adopt theinitial contract form no later than September 1,
2009, and shall adopt theinitial premium formula no later than October 1, 2009. Initial
reimbursement contracts must be entered into no earlier than November 1, 2009, and no
later than December 15, 20009.

379.961. 1. Each reimbursement contract shall requiretheinsurer toannually pay
to the fund an actuarially indicated premium for the reimbursement promised.

2. Thedirector shall select an independent consultant to develop a formula for
determining the actuarially indicated premium to be paid to thefund. Theformula shall
specify, for each zip codeor other limited geographical area, theamount of premium to be
paid by an insurer for each onethousand dollarsof insured value under covered policies
in that zip code or other area. In establishing premiums, the director shall consider the
cover ageelected under subsection 2 of section 379.959 and any factor sthat tend toenhance
the actuarial sophistication of ratemaking for the fund, including deductibles, type of
construction, type of coverage provided, relative concentration of risks, and other such
factorsdeemed by thedirector tobeappropriate. Thedirector may, at any time, revisethe
formula under the procedure provided in this subsection.

3. Nolater than September first of each year, each insurer shall notify thedirector
of itsinsured values under covered policies by zip code, as of Junethirtieth of that year.
On the basis of these reports, the director shall calculate the premium due from the
insurer, based on thefor mulaadopted under subsection 2 of thissection. Theinsurer shall
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pay therequired annual premium under aperiodic payment plan specified in thecontract.
Thedirector shall providefor payment of reimbur sement premiumin periodicinstallments
and for the adjustment of provisional premium installmentscollected prior to submission
of the exposurereport to reflect data in the exposurereport.

4. All premiums paid to thefund under reimbur sement contracts shall betreated
as premium for approved reinsurance for all accounting and regulatory pur poses.

5. In order to provide startup moneys for the administration of the fund, each
insurer subject to sections 379.955 to 379.969 shall pay to the fund an advance premium
of onethousand dollarsno later than January 1, 2010. Theinsurer shall receive a credit
against future premiums for the advance payment.

379.963. 1. Upon the occurrence of a covered event and a deter mination that the
moneysin thefund areor will beinsufficient to pay reimbursement at thelevels promised
in thereimbur sement contracts, thedirector may takethe necessary stepsfor theissuance
of revenue bonds for the benefit of the fund. The bonds shall not be general obligation
bonds and shall not constitute debts of this state or any agency, political cor poration, or
political subdivision and arenot apledgeof thefull faith and credit or thetaxing authority
of the state. The terms of the bond may not exceed thirty years. The proceeds of such
revenue bonds may be used to make reimbursement payments under reimbursement
contracts; to pay interest on bonds; to fund reserves for the bonds; to pay expenses
incident totheissuanceor saleof such bonds; or for other purposesrelated tothefinancial
obligations of the fund asthe director may deter mine.

2. If thedirector determinesthat the amount of revenue produced under section
379.961 isinsufficient to fund revenuebondsto pay reimbursement at thelevels promised
in thereimbur sement contracts, thedirector shall levy an emer gency assessment on each
insurer writing property and casualty business in this state. The assessment shall be
specified as a percentage of future premium collections and is subject to annual
adjustmentsby thedirector tor eflect changesin premiumssubject to assessmentscollected
under thissubsection in order to meet debt obligations. The same per centage shall apply
to all policiesin lines of business subject to the assessment issued or renewed during the
twelve-month period beginning on the effective date of the assessment. A premium isnot
subject to an annual assessment under thissubsection in excessof six percent of premium
with respect to obligationsarising out of losses attributable to any one contract year, and
apremium isnot subject toan aggr egateannual assessment under thissubsection in excess
of ten per cent of premium. An annual assessment under thissubsection shall continueuntil
the bonds issued with respect to which the assessment was imposed are outstanding,
including any bondsthe proceedsof which wereused torefund thebonds, unlessadequate
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provision has been made for the payment of the bonds under the documents authorizing
issuance of the bonds. With respect to each insurer collecting premiumsthat are subject
totheassessment, theinsurer shall collect the assessment at the sametimeasit collectsthe
premium payment for each policy and shall remit the assessment collected to the fund or
authority as provided in the order issued by the director. Thedirector shall verify the
accurateand timely collection and remittance of emer gency assessmentsand shall maintain
reportsand report hisfindingsto thedirector. Each insurer collecting assessments shall
provide theinformation with respect to premiums and collections as may be required by
the director of the department of insurance, financial institutions and professional
registration to enablethedirector to monitor and verify compliance with this subsection.

379.965. 1. Thedirector may procurereinsurancefromreinsurersfor thepurpose
of maximizing the capacity of the fund.

2. Ineach fiscal year in which thereareno outstanding obligationsof thefund, the
gener al assembly may appropriatefromtheinvestment incomeof theMissouri catastrophe
fund an amount no less than ten percent and not more than thirty-five percent of the
investment incomefrom theprior fiscal year for thepurposeof providing fundingfor local
gover nments, state agencies, public and private educational institutions, and nonpr ofit
organizationstosupport programsintended toimprovecatastropheprepar edness, reduce
potential lossesin theevent of acovered event, provideresear ch into meanstoreducesuch
losses, educate or inform the public asto meansto reduce cover ed losses, assist the public
in determiningtheappropriatenessof particular upgradestostructuresor inthefinancing
of such upgrades, or protect local infrastructure from potential damage from a covered
loss. Moneysshall first beavailablefor appropriation under thissubsection in fiscal year
2011. Moneysin excessof theten per cent specified in thissubsection shall not beavailable
for appropriation under this subsection if the director finds that an appropriation of
investment income from the fund would jeopar dize the actuarial soundness of the fund.

3. Thedirector may allow insurers to comply with reporting requirements and
reporting format requirements by using alter native methods of reporting if the proper
administration of thefund isnot thereby impaired and if the alter native methodsproduce
data which are consistent with the purposes of sections 379.955 to 379.9609.

4. In order to assuretheequitable operation of the fund, the director may impose
a reasonable fee on an insurer to recover costs involved in reprocessing inaccur ate,
incomplete, or untimely exposure data submitted by theinsurer.

379.967. 1. There is established in the department of insurance, financial
institutions and professional registration, the "Missouri Catastrophe Fund Advisory
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Council". The advisory council shall consist of thirteen members, appointed by the
governor with the advice and consent of the senate.

2. Each of these membersshall be appointed for aterm of threeyears, except that,
of themembersfirst appointed, four shall servefor termsof oneyear, four shall servefor
terms of two years and five shall serve for terms of threeyears. Of these members, one
shall be an actuary, one shall be a meteorologist, one shall be an engineer, one shall bea
representative of insurers, one shall bearepresentative of insurance producers, one shall
be a representative of reinsurers, one shall be a consumer representative, one shall be a
representative of organized labor, one shall be a representative of law enforcement, one
shall be a representative of firefighters, one shall be a seismologist, one shall be a
representative of the state emer gency management agency, and one shall be a member of
thepublicat large. A majority of the member ship of the council shall constituteaquorum
for thetransaction of council business. Action may betaken and motionsand resolutions
adopted by the council at any meeting thereof by the affirmative vote of a majority of the
full member ship of the council. Thecouncil shall meet regularly asit may determine, and
shall also meet at the call of the director. The council shall appoint a chairperson from
among itsmembersand such other officersasmay benecessary. In addition to providing
thedirector with information and advice in connection with hisdutieswith respect tothe
fund generally, the council shall be specifically charged with developing prevention and
mitigation standardsthat prevent or significantly reduce the potential damage from the
natural or manmade covered loss. Members of the advisory council shall serve without
compensation for their services, but shall be paid any necessary expenses incurred in
attending meetings of the council or committee thereof or in the performance of other
duties authorized by the council.

379.969. Upon the creation of a federal or multistate catastrophic insurance or
reinsurance program intended to serve purposes similar to the purposes of the fund
created by section 379.957, the director shall promptly make recommendations to the
gener al assembly for coordination with thefederal or multistate program, for termination
of the fund, or for such other actions as the director finds appropriate in the
circumstances.
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