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Dan Inouye

U.S. SENATOR FROM HAWAII

INOUYE STATEMENT ON THE NATURAL
DISASTER PROTECTION & INSURANCE ACT

Monday, July 17, 1995

FOR IMMEDIATE RELEASE

HONOLULU, HAWAII --

I am pleased to anncunce the reintrcducticn of the Natural
Disagter Protaction Act (NDPA) i1 an effort to create a
comprehensive federal strategy for disaster preparation and
planning. I hcpe that many of my colleagues will join Senatcx
Stevens and me asg COSDCNSOrs, sQ that we can ensure that this
bill is considered by the full Senatae at the earliest possible
oppertunity. Time, however, is werking against us.

Since cur original legislation was introduced in the last
Congress, we have experienced time and time and again why the
bill is so urgently needed. The earthguake which struck Los
Angeles in January, 1994 is ncw rated the second most coatly
disaster in United States history, adding more than $11 killion
to the federal debt and saddling its victims, most of whom were
uninsured, with even greater lossas. The tragic earthquake in
Kobe, Japan, and the recent California and Midwest floods are
just two further examples of nature’s unpredictability.

This issue is very important to me particularly since Hurricane
Iniki struck my state in 1922, causing several billicn dollars in
damage and widespread economic disruption. Unfortunately, there
are millions of Americans who know firsthand about the :
destruction and suffering caused by these terrible evencts.

What troubles me mcocst is that the worst could still be ahead of
ug. The United States Weather Service predicts that thig year’'s
hurricane season, which began a few weeks ago, could be worse
than 1992, the year of Hurricanes Andrew and Iniki. I am deeply
concerned that we are not prepared for ancther major natural
disaster. That is why wWe are renewing cur effort to enact major
disaster policy reform.

-— MORE--



We simply mustc insist that 3.l 3secments of
menticn ingurers and hcemeowneIrs, ars dein

Riheles

gcvermmentc, nCt €C

- a.l that i3 prucdently
pessinle tco prevent lcsses beIcre they cccur and tcc reduce the
leng term ccets of disasters te federal taxcayers. We nesed
baettar enforcement cf Bulldilg ccdes, mere rhorcuch mitigaticn
plans, and a funding mechanism that is bech pred-crable and
adeguate. We must make SUrXe cur citizemsg are proCesccted with
adequate insurance so that thcse at Sreatesgt risk Zrom
hurricanes, earthquakes, and flceds do net end up totally
dependent on disaster relief. We must alsc fe certain that such
an insurance system is capable of withgtandinc the worst-pogsikcle
catastrocphes. The NDPA accomplishes these aims and does so with
a program that is totally self-funding.

This bkill advccates private insurance as an altermative tTo cosatly
faderal relief. It alsc creates a national disaster fund to
aseure the availakility of private insurance before and after a
major disaster and promotes bettar building practices and
increased planning for catastrophes. This legislaticn would
encourage states and local governments to adept building ccdes
and the type of mitigation strategies I menticned, and it would
provide them with funds derived frcom private industry, nct the
federal govermment, to implement thcase measures. The bill would
substantially increase participation in insurance precgrams for
the perils hcmeowners face and provide for a fsderal backatop of
the private insurance markat in the event of a "mega-catastrcpher
which could result in extrame devastation and economic
disrupticn.

The new bill improves upcn last year’'s lagislaticn by relying '
primarily on the private sector to address ingu-ance availability
isgues and by modifying federal disaster assistance programs to
reduce the share of disaster relief borne by U.S. taxpayers.

The NDPA enjoys the support of numercus state and local
government officials, and organizaticons representing homecwners,
consumers, emergency manademelt and response perscnnel, realtoxs,
lenders, and the insurance industry. It is clear that Members of
Congress are beginning to recognize the problem we face in _
dealing with these catastrcophic events and want te do scmething
about it.

Must we wait until another disaster on the scale of the Japanese
earthquake strikes here in America hefore we do scmething? We
are committed to bringing this important matter before the entire
Senate at the earliest possible opportunity. We need to act now,
before it is tcoo late. '

-- 30 --
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S.J. Res. 120. A jotnt resolution proposing
an amendment to the Constitution prohibit-
ing the lmposition of retroactive taxss on
the American people to the Comml:cee on
the Judiciary. -

By Mr. RIEGLE (for htmselr Mr

- D'AMATO, Ms. MIKULSKI, Mr. DUREN-
'_ BERGER, Mr. LUGAR, Mr. INOUYE, Mr.

.. MOYNTHAN, .Mr. GLENN, Mr. COATS,
:. =~ Mr. SPECTER. Mr. LAUTENBERG, Mr.
° “L=viN, Mr. COCHRAN, Mr. DECONCINI,

" Mr. SARBANES, Mr. SDMON, Mr. THUR-

° MOND, Mr. DOLE, Mr. JEFFORDS, Mr.
Dobp, Mr. HELMS, Mr. WARNER. Mr.
CONRAD, Mr. DASCHLE, Mr. HOLLINGS,
Mr. BROWN, Mr. ROTH, Mr. WOFFORD,
Mr. PRESSLER. Mr. GRAHAM, Mr.
BRADLEY. Mr. FEINGOLD, Mr. HEFLIN,

~ Mr. BRYAN, Mr. WALLOP, Mr. JOHN-

. STON, Mr. METZENBAUM, Mr. GRASS-

“LEY, Mr. BURNS, Mr. DORGAN, Mr.
SASSER, Mr., DANFORTH, Mrs. KASSE-
BAUM, Mr. EXON, Mr. MURKOWSKI, Mr.
SHELBY, Mr. MACK, Mr. CHAFEE, Mr.
ROBB, Mr. KOHL, Mr. BREAUX, Ms.
MOSELEY-BRAUN, Mr. AKAKA, Mr.

- KERRY, and Mr. PELL):

S.J. Ras. 171. A bill to designats October 6,
1993 and 1994, as *“German-American Day'’;
considered and passed. .

SUBMISSION OF CONCURRENT AND
- SENATE RESOLUTIONS .

The following concurrent resolutions
and Senate resolutions were read. and
referred (or acted upon), as indicated:

By Mr. PELL (for himself and MIr.
BIDEN):

S. Res. 123. A resolution authorizing the
printing of the publication *"To Stand
AgTession: Milosevic, the Bosnolan Republlc.
and the Conscience of the West''; considered
and agreed to.

By Mr. MITCHELL (for himself and Mr.
DOLE):

S. Res. 139. A resolution to establish proce-
dures relating to the settlement of com-
plaints filsd with the Offlce of Senate Fair
Employment Practices. and for other pur-
poses; considered and agreed to.

'STATEMENTS ON INTRODUCED
BILLS AND JOINT RESOLUTIONS

By Mr. INOUYE (for himself, Mr.
DoDpD, Mr. STEVENS, Mr. AXAKA,
Mr. GORTON, Mr. MURXOWSKI,
and Mr. SIMON):

S. 1330. A bill to amend the Earth-
quake Hazards Reduction Act of 1977 to
provide for an expanded Federal pro-
gram of hazard mitigation and insur-
ance against the risk of catastrophic
natural! disasters, such ‘as hurricanes,
earthquakes, and volcanic eruptions,
and for other purposes; to the Commit-
tes on Commerce, Science, and Trans-
portation. - -

NATURAL DISASTER PROTECTION ACT OF 1933

Mr. INOUYE. Mr. President, today, I
rise to introduce the Natural Disaster
Protection Act of 1993. I am joined by
Senators STEVENS, AKakA, Dobp, GOR-
TON, MURKOWSKI, and SIMON as original
cosponsors of my bill.

I wish to commend the National Dis-
aster Coalition for their effortas and as-
sistance in crafting this legislation.
This measure is the product of many
months of {ntense dialog, drafting, and
hard work. The Coalition 18 a task
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force comprised of the insurance indua-
try. realtors, lenders, State emergency
managers, firefighters, " and home-
owners' groups dedicated to reducing

_property losses and injuries from natu-

ral disaaters. ... .

This Iegisla.tion responda to the ‘un-
precedented losses caused by recent
catastrophic natural . disasters. Last

year's devastation from Hurricanes An-.

drew and Iniki, and now the current
floods in the Mlidwest underscores the
serfousness and vulnherability of home-
‘owners to natural disasters.
- According to experts, natural disas-
ters are becoming more frequent and
more costly. New studies project that a
class 5 hurricane striking Miami would
cost $53 billion, while & catastrophic
earthquake striking the New Madrid
zone of the Mlasissippl River Valley
could cause insured damage of up to $60
billion. Insured losses could have
reached $30 billion had Hurricane Iniki
struck the island of Oahu.

The magnitude of such losses far ex-
ceed the resources of any insurance

- company or State and local govern--

ment. Insured losses alone from Hurri-
canes Andrew and Iniki exceeded $18.2
billion. Many Iinsurance companies
continue to reassess thelr risks and ex-
posure to loss thus affecting the avail-
ability of insurance.

As a result of Hurricane Iniki, ap-
proximately 30 percent of Hawaii's
homeowners Insurance market is im-
paired. While many Hawail residents
have found alternative sources of in-
surance, coverage 1s expensive and lim-
ited. There are only two sources of in-
surance avallable in Hawalii, and appli-
cations are not taken freely. The an-
nual homeowner's insurance premiums
collected in the State are simply insuf-
ficient to cover losses from future cat-
astrophic disasters. Consequently, the
Hawail State Legislature recently es-
tablished a hurricane pool suiflcient
enough to cover losses of up to 51.6 bil-
lion. However, this pool is insufficient
should losses from a {uture cata-
strophic disaster exceed $1.6 billion.

Presently, in the absence of an ade-
quate systam for insuring against cata-
strophic losses disaster victims must
rely upon varlous forms of Federal
Government disaster asslstance. Unfor-
tunately, there are several widely rec-
ognized problems plaguing disaster as-
sistance programs. For example, they
are costly to the Federal Government
and taxpayers, and they do-not provide
adequate assistance to all victims.

While future disasters are unavoid-
able, preventive measures can be taken
to reduce the loss of life, property, and
the economic consequences of a cata-
strophic dlsaster. The Natural Disaster
Protection Act of 1993 establishes three
interrelated programs that will not re-
quire any taxpayer subsidies and will
reduce the Nation’s reliance on feder-
ally funded disaster assistance. First,
the act establishes a mitigation pro-
gram with a strong emphasis on build-
ing code enforcement and enhanced
emergency planning. Funding for these
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purposes are provided entirely by pri-
vate sector revenues. Second, the act
establishes a primary insurance pro-
gram which provides affordable com-
prehensive - disaster protection . for
homes. Third, the act establishes & na--
tional - reinsurance :. program -which

‘would provide a source of insurance

which {nsurers could purchase to better
manage the risk from highly -.infre--
quent, but extremely costly-disasters.
The reinsurance program would be fi-
nanced by the insurance Industry, and
would ‘help to prevent a homeowner'’s
insurance availability crisis currently
experienced in Hawall, Florids, a.nd
other coastal States.

The act addresses flood- related dlsas-
ters In four ways. First, the bill sup-

- ports the improvement of mitigation

and disaster preparedness efforts in dis-
aster prone regions. Second, the legis-
lation provides a new source of funding
for these activities. Third, the bill agd-
dresses the inadequate participation of
those at-risk of flooding in the Na-
tlonal Flood Insurance Program by
augmenting responsibility for enforce-
ment with greater involvement by the
insurance industry. Fourth, the bill di-
rects the Federal Emergency Manage-
ment Agency (FEMA] to study the pos-
sible integraticn of the Flood Imsur-
ance Program into the two new pro-
grams established under this legisla-
tion and provide its recommendations
to Congress within 6 months.

The following summarizes the provi-
sions of the National Disaster Protec-
tion Act of 1993.

MITIGATION PROGRAM

The mitigation program provides in-
centives to State and local govern-
ments to enhance their disaster plan-
ning and mitigation efforts in coordi-
nation with the FEMA. States would
be eligible for grants from a Federal
Disaster Mitigation Fund, which would
be financed by a 5-10 percent set-aside
of funds collected under the primary
insurance and national reipsurance
programs of the bill. To be eligible for
such grants, States would be required
to adopt stronger building and safety
codes designed to make new construc-
tion. less vulnerable to hurricanes,
earthquakes,. and other natural perils.
In addition, States will be required to
submit a comprehensive disaster plan
to FEMA that includes detailed steps
for identifying at-risk structures and
methods to improve building code en-
forcement, emergency response, and
overzll disaster preparedness. Further,
States must comply with the building
codes and implement new mitigation
plans within 5 years. -States not in
compliance would be 1ineligible for
these funds and could be denied access
to certain types of Federal disaster re-
Hef.

The legislation establishes an a.dvi-
sory committee to assist FEMA In its
efforts to encourage improved disaster
training, research, technology transfer,
and education.
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PRIMARY TNSURANCE PROGRAM

The Natural Disagter Protection Act
provides & more comprehensive home-
owners' policy that includes standard
coverage - for -sarthquakes, —volcanic
eruptions, and other perils not cor-
rently -included -in “basic <coverage.
Rates for this coverage would

areas prone o such hazards would not

“be subsidized by residents from low-’

riak aress. In addition, homeowmers
would still . hevs ~ 3 -—‘cholce "of
dednctibles, type of coverage, and addi-
tiomal endorsements. The premiuvms
and deductibles for these -expanded
lines of coverage would be set “hy
FEMA. Insurance companies wauld cal-
lsct the premiums and remit them to a

Federal trust fund which 'would be used .

topayclaims. -~ oo e e
) nmsmnezmmn

The Natural Disaster Protection Act
addresses the homeowners' insurance
availability problems which have oc-
curred in the wake of recent disasters
and helps to avoid even greater avail-
abllity problems in the afterrmath-of &
future catastrophe. It.alse reduces the
potentirl for insurance company insol-
venctes from exceptionally large disas-
ters.

This would be accomplished through
the creation of a new Federal disaster
reinsurance fund- that wonld be fi-
nanced by the insurance industry. The
reinsurance fund - would provide a
source of ipsurance which insurers
could purchase to better manage the
risk from highly infrequent, but ex-
tremely costly disasters.

Premiums for the reinsurance pro-
gram would be set by FEMA, with-com-
panies spraking payments into a na-
tional retnsurance fund. Over tme, the
fund will accummlate considerable re-
serves to ‘be used when a large disaster
strikes. If such an evext vecurs before
a, sufficient reserve has accumunlated,
the Treasury woulld be authorized to
berrow additiopal funds to cover the
shortfall and then charge -imsurers,
with inverest, to rebuild the fund.

Participating insurers would :only be
eligible to make clatms against the
fund {f a matural disaster, or series of
disasters occurring in a 12-month pe-
riod, exceeds 15 percent of the indus-

try's surplus, carrently estimated at-

5245 billion. I, for example, a cata-
strophic earthquake causes 328 billfon

in insured losses, insurance companies

would pay the first $245 billion and
could only make reinsurance claims for
3.5 billion. Individual campanies could
also make claims if they experience a
20-percent reduction in their surpius as
a result of a aingle disaster.

States would be eligible to partici—
pate in the reinsurance praogram if they
create imsurance pools or other Stata-
sponsored programeg to Pprovide insur-
ance for homecowners who are unable to
secure coverage on their own. -

Mr. President, I ask unanimous con-
sent that a section-by-gection analysis
of the legislation be printed in the
RECORD.

be
risked-based »u'-that homeowners in.
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There being on objection, the mate-
rial was ordersd to be printed In-the
RECORD, a8 {ollows.

SECTION-BY-SECTION ANALYSIS OF THE NATU-
- RAL 'D!SASTZE. 'P‘!UIE(.‘I'IC‘( .ACX‘ OF 1993—S.
1350
This legtsh.uon a.mends r.he E&rthquaka

Hazards Reduction Act of 1977 to provide for

ab expanded federal program -of hazard miti-

gation and insurance agaimst the risk of cat-

astrophlic natural disasters, such as hurri-
canes, sarthquakes, and volcanic eruptions.

Sectian 1. Title. This section entitles the
bill the “Natural Disaster Protection Act of
1993%.. - -

Section 2. Flndmgs This sect.ion adds 11
new cangressional findings to the Earth-
quake Hazard Reduction Act (EHRA) that
outline the pollcy rationale for this bill. The
findings, faor instance, state that: the majar

nsroral “disastars {eg. horricanes, earth-.

quaikes and wolcanic -eruptions) will inflict
sabstantial long-term consequences on the
country; hazard reduction measures, such as
butiding ‘codes, ‘are not im place and not ade-
quately enforced: improved first responder
and smergency managernent capabilities will
lessen- the impmet of futors . disasters: and
milltons of Americans do oot bave adequata

.nacoral disaster Mmsersncs coverage.
Sectiom 3. Purpese. Tais section adds 10

new’ parposes 1o the EHRA that explam the
objectives of the legtsiation. The purposas.
far tmstance, include: mildtog safar srrne-
tores: ‘enphancing emergency managernent
and flrst response capability; creating a self-
sustatning fonding mechamism to help states
pay for hazard mitigation programs: Trovid-
ipg adequata Imscrancs coverage for natural
disaster perils; Srvolving ths insurance {n-
dastry to speaed recovery Toliowing a cata-
strophlc disastaer; redacing reliance on gov-
ernrnent disaster assistance.

- Secttion 4. Definttions. This.section adds 29
nsw definitions to the EHRA that deflne Im-
portant terms used {n this hill. -

Sectton 5. Conforming Amendments. Thls
section makes several canxforming changes to
the EHRA, primarily renumbering section

Section 6. Multihazard Mitigation Pro-
gram. This saction adds a new title II to the
EHRA that <creatss a <comprehensive
multibazard mitigation program.

Saction 1. Identification and Designation
of Disastar-Prone States. This new EHRA
section requires the FEMA Dirsctor within 1
vear of enactument to idantify states (defined
to include territories) that are pronse to dam-
ages from hurricames, windstorms {(e.g., tor-
nadoes), earthquakes, volcanic seruptions,
and flooding. Sitx months after belng notified
as a state prope Lo 'one ar mare of these dis-

" astar perlls, the dlsaster-prone designations

bacome {inal. Any state disagreeing with its
disaster-prone designation has.a right to ap-
pesal tora local federal district conrt.

Section 202. Building and Safety Stand-
ards. This section requires each bhurricane-
prone, windstorm-prone. or earthquake-
prope stats to either adopt one «of the thres
recognized model boilding codes (and the na-
tional consensus fire safsty 'codes) or certify
that the local commmnnities within the state
have adopted and are enforcing these codes
for gll new constroction or ‘additions which
increase the value of the structurs by at
least 50 percent. Likewise. sach flood-prone
state mnast etther adopt the relevant flood
nonimum periormance standards under the
National Flood Insurance Act or oerti{y that
the flood-prone local communities within
the state have adoptsd snd are -enforcing
thess standards for new construction or-addi-
tions which increase the valus .of the struc-
ture by at least 50 percent.
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Section 203. State Mitigatton Plans. “This
saction requires each disaster-prone stata to
develop and sabmt to FEMA within two
years a mitigation plan or designats An &x-
isting mitigation plan. The mrftigacion plan
must include Processes for: verifying compli-
ance with building and safety codes xs wull
as any fedaral multthazard nutigation stand-
ards; 1dentifying ®Ereas within smates, types -
of structursa, and hazard mitigation mess—
ursg that should “be priaritized; improving -
the smergency respansa 1o natnral dsssters,. .
inctuding better training for first responders:
and axpediting the rebullding of lifelines tnd
recovery by indtviduoals and businesses. - .-

Section 204.. Compliance by States. This
section gives disastar-pronse 3tates lve years
following enactment to substantially comply
with ths building 'standards acd atate mniti-.

igation plan requirements -outlinad above. -
The ccompliance mechanism would be Belf-
csrtification subject to review by FEMA
which would rensw tompliance cartifications -
every two years.: The f{ollowing pemalttes
would be tmposed on states falling to «certify
compliance: loss -of funds {from the 3eif-sus-
talntng mitigation fund (discussed in ssection
206} htghar premiums and deductibles far the
fedaral multibhazard insorance coveragns (dis
cxssed below); and loss of assistance for any
pgew federal bullding ar mew federally-leased,

' assisted. pr regulated building. In addition,
local communities which fail, within five
yvears of enactment, to comply with the
building standards outlined above would atso
be demted Stafford Act public disastar xssist-
ance funds.

Section 205. Federal Hazard Mitizadion Au-
thorities. This section requires FEMA to de-
velop jprogragns that carry out multibazard
and emergency mansgerpent initiatives soch
as: model building code development: train-
ing 'and lcensing of code lnspectars and
other relevant professtonals: expanded re-
search -of safar baildtng technologies and
technology transfer: additional postdisaster
atd; and public educatton. This section also
requires all new butldings owned or leased by
any federal agency or recesiving federal as-
sistance £o Imeet the newest edition of the
ralevant butlding -code requirements. - -

Section 206. Self-Sustatning Mitigation
Fund. This section requires a percentage of
the preamiums collected from. both the pri-
mary and Ielnswrance programs described
below to be deposited into a self-sustaining
mitigation fond. The FEMA Dirsctor would -
sat the actual percentagse which must be be-
tween {ive and ten percent, unlass he
amounts tn the two insurance funds are suf-
ficlent to cover losses {or any probable maxi-
mum pnatural disaster. The mitigation fands

‘would be zllocated to disaster-prone .states
based on the primary program insurance pre-
miums collectad in that state. States could
use the funds as they see {it, providad they
are used for hazard mitigation activities
(subject to FEMA audits) and a portion of
the monsy Tlows through the affscted local
communtties. Finally, FEMA coumid allocate
a portion of the mitigation fund to sapport
the federal hazard rmmga.unn mtmﬂvus de-
scribed abowe. -

Sectton 207. Natural Disastar M.lt:lganan
and Planning Adwisory Committae. Tiis sec-
tion establishas a 20-member tndependsnt xd-
visory commttiae to advisa FEMA on hazard
mitigation and disaster planntng, particu-
larly the programs authortzed by this legis-
lation. The FEMA Dirsctor womld appoint
the members who would represent various
ioterests. 4ncinding: fire fightarssnd chisfs;
emergenty mmedical, search. rescue, and law
enforcernent personnsl; stats aud local emer-
gsncy manggers aod bhullding code -officials;
architects, butiders, and engineers; mesmbers
of arganizad labor: wind ‘and ssismic mitiga-
tion experts; consumers; and Insurers.
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Sectipn -7. FEDERAL INSURANCE PRO-
GRAMS. This section adds a new titla III to

the EHRA that creates two federal lnsurance _

programs...-. ...,

SUBTITLE A cam-rzs THE PRIMARY INSURANCE -
‘INSURANCE PROGRAM _-- -~ . ...~

Socuon 301 Basic Authority and Prngrnm

" Operations. This section directs FEMA to es--’

- tablish . & national :multthazard insurance
program to —provide . insurance - against
*shake'’ losses resulting.from earthquakes
and relatad seismic perils. FEMA would also
conduct a atudy to determins whether the
existing federal flood .insurance program
should be intagrated into the multihazard in-
surance program aod report agy rec-
ommendations to Congress within one year.

- Insurance agents-and companies participat-.

ing in the federal flood insurance program.
would nlso;ba,requlred to notify FEMA of
pollcybelders living in flood plains and re-

quired to have flood lnsurance who refuss to’

purchase .the coverage. FEMA would then
have six months to taks necessary and ap-
propriate steps to snsure these nom-compii-
ant policyholders purchase the coverage. The
FEMA Director, moreover, would submit a
report to Congress within six months of any
additional sanctions needed to improve par-
ticipation {n the federal insurance program.

Sectlon 302. Program Scope. This sectton
makes the multihazard coverage avatlable
only for restdential properties (deflned 1as
one-to-four family structures and personal
properly, of those living in apartments and
condomintums). Upon a finding that lnsur-
ance coverage s unavailable in the private
sector, the FEMA Director may recommend
to Congress that addltional types of prop-
erties quallfy for the multihazard coverage.

Section 303. Terms and Limitations of In-
surance Coverage. This section authorizes
FEMA to establish the terms and conditions
of insurability, including: the type, location,
and specific lusurability definitions of resi-
dential properties; damages covered by the
insurance: and premiums rates. loss-deduct-
ible. coverage limits, and minimurmn coverage
amounts. The insurance would cover losses
(1ncluding debris removal, additional llving
expenses, and ordinance and law coverage)
proximately caused by: earthquakes. except
for flres caused by earthquakes (which are
already covered !n homeowners’ policles);
volcanic eruptions, including fires caused by
volcanic lava flows; and tsunamis. Any pri-
vate insurer can participats in this program
by providing to all of its homeownsr policy-
holders living in earthquake and volcanic
eruption-prone states either the federal cov-
erage or the identical coverage on it8 own
paper at the same rata. Finally, private in-
surers electing not to participate in this pro-
gTam must notify all of the homeowner pol-
lcyholders In _at-risk states of thelr
nonparticipation and of the absence of insur-
ance protection for ear:hqua.kes and related
seismic perils.

Sectlon 304. Actuarially Sound Ratss. This
section requires FEMA to establish risk-
based rates for the multihazard coverage by
considering the following factors: the sever-
ity and frequency of earthquakes, volcanic
eruptions, and tsunamis in specified rating
zones; the value, age, construction type, and
architactural type of the residentfal struc-
tures; and whether hazard mitigation meas-
ures have been followed im the constitution
or subsequent retrofitting of the residential
structures. The rates must be actuartal so
that, over an extended periad of time, ex-
pectad losses do not exceed premiums col-
lected. The ratas established, moreover,
must minimize cross-subsidizaction by rea-
sonably reflecting the risk of losses for each
subclassification of policyholder. The rate
classification system developed by FEMA
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must also be cost-effective. simple, and easy
to understand by agents and pollcyholders.
Fipaily, any premiums collected cannot be
used to- establish highly--specific micro-
zonation maps for the covered saiamic perils.

Section 305. Primary Insurance Program
Fund. This section creates within ths U.S.
Treasury the  primary i{nsurance program .
fund which would be exsmpt from all tax (ex- :

. cept “for state -ipsurancs premium taxes).

Participating insurers would remit to this
fund on a quarterly basis all the premiums
they collect (including any interest earnmed)
from their homeowner poilcyholders who
purchase the mult{hazard coverags. Follow-
{ng an earthquake, volcanic eruption, or tsu-
nami, {nsurers would pay the damage claims

“filed by their. homeowners. The insurers

would “then be reimbursed within 30 days
from amounts in the primary insurance pro-

gram fund for the claims paid plus any loss
adjustment expenses. The fund would also:

pay for the agents' commissions in selling
and serving the coverage and for all of the
program’s administrative and operating ex-
penses. The full faith and credit of the Unit-
ed States would be pledged for full payment
of clatms.

Section 306. Borrowing from Treasury.
This section authorizes FEMA. subject to
the avallability of congressional appropria-

.tions, to borrow {rom the Treasury to cover

any shortfalls that may result in paying the
multihazard coverage claims and expenses.
Amounts borrowed would be deposited in the
primary insurance program fund and must be
repald, with interest, from future premtums
collected.

Section 307. Imsurance Mitigation Ipcen-
tives. This section requires FEMA to provide
the follecwing insurance mitigation incec-
tives: lower premiums or deductibles for res-
{dential structures in earthquake-prope
states which meet selsmic building standards
or pass a seismic safety lnspection: and
lower premiums or deductibles for new resi-
dential structures not conscrucr.ed in
highrisk volcanic zones.

sUB’n’ru-: B CREATES THE REINSURANCE
“ PROGRAM

Section 311. Basic Authority and Program
Operation. This section directs FEMA tao
make excess reinsurancs caverage available
to the following entities for losses arising
from catastrophic hurricanes, earthquakes,
volcanic eruptions, and tsunamis: private in-
surers participating in the primary insur-
ance program described abave; private rein-
surers that reinsure private insurers partici-
pating ino the primary program; and state {n-
surance programs such as workers' com-
pensation funds and state residual insurance
pooling programs.

Section 3J12. Lavels of Retained Losses.
This section establishes the amount of in-
sured losses that must.be borne by eligible

entities befors they can qualify or raceive re-

insurance claims.

Industry-wide Retained Losses. Reinsur-
ance would be available to companies If the
property-casualty -industry as a whole i3
llkely to ifncur gross losses (l.e.. losses prior
to deducting any anticipatad private reinsur-

ance payments) from catastrophic natural ’

disasters occurring during any 12 month pe-
riod that exceed 15 percent of the industry's
consolidated surplus, except that only sepa-

‘rats events which cause at least 31.5 billion

in losses (adjusted for inflation) would be
countad. Once the Industry has sustatned
this magnitude of loss (currently estimated
to be about $25 billion), reinsurancs would
pay 95 percent of a company's losses which
exceed 15 percent of that particular compa-
ny's consolidated surplus.

Individual Company Retained Losses. If
the industry-wide retained losses level Is not
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reachad. individual companies could receive
reinsurancs if a single natural disaster re-
sulted in losses that exceed 20 percent of
..that company's consolidatad surplus. At this .
-point, reinsurance would pay 95 percent of -
the company's losses which exceed 20 per.
cent of the company's consolidated surplus -
-uptoa limit of 200 percen: ot t.ho compnny s
-surplus.
~..8Btats Insurance Promms -Relnsumnce
‘would be avallabls to eligible state insuranca
programas if the Insurancs industry is likely*
* to {ncur gross losses in that state arising
from pnatural disaster’'s occurring during any
12 month perfod that exceed the lesser of 10
times the premiums earned in that state or
310 billion (adjusted for inflation). This less-
er amount, howevar., must equal at least $500
_milllon (adjusted for fnflatlion). Once this -
level_ of losses has been reached, reinsurance
would pay to state {nsurance programs 95 -
percent of the losses which oxceed the lesser E
amount described abave. . 7T

The federal reinsurance clalms pald to
these eligible antities would be reduced by
any . reinsurance recovered from private
sources. The full faith and credit of the Unit-
ed States would be pledged for full payment
of reinsurance claims.

Seaction 313. Lines of Insurancs. This sec-
tion directs FEMA to provide excess reinsur-
‘ance coverage for 16 llpes of Insurance, in-
cluding fire, mulitiple peril, workers' com-
pensation, and general liabiiity. Other lines
of caverage could be added by the Director of
FEMA (n consuitation with the Insurance
advisory committee described in section 322

Secttion 314. Actuarially Sound Rates. This
section requires FEMA to establish risk-
based rates for the excess reinsurance cov-
erage 30 that, over an extended period of
time. expected losses do not exceed pre-
miums collected. The rates must also mint-
mizs the degree of cross-subsidization among
classes of reinsured and the following rating
factors must be conpsidered: the premium
rate volume of reinsureds and the total ex-
pectad reinsurance payments by llpe of in- -
surance; the adequacy of private reinsurance
purchased; the payback of losses sustained
by the reinsurance fund; and the retnsured's
ratio of premiums written to consolidated
surplus. Any rate classification system es-
tablished by FEMA cannot impose dispropor-
tionate administrative costs. . ’

Section 315. Reinsurance. Fund. This sec-
tion creates within the U.S. Treasury the re-
tnsurance fund which would be exempt from
all tax. Companies and state insurancs pro-
grams participating in the reinsurance pro-
gram would pay to this fund quarterly pre-
miums where they would accumulate and be
avallable to pay reinsurance claims.

Section 316. Borrowing f{rom Treasury.
This sectlion authorizes FEMA, subject to
the availabtlity of congressional appropria- -
tions, to borrow {rom the Treasury to cover
- any shortfalls that may resuit in paying the
. excess reinsurance claims and expenses.
Amounts borrowed would be deposited In the
reinsurance fund and must he repald, with
interest, from futures premiums collecr.ad
from companies.

SUBTITLE C DESCRIBES THE ADMINISTRATION °

. FOR THE INSURANCE PROGRAMS

Sectton 321. Plan of Operation. This sec-
tion requires the FEMA Dirsctor to develop
a plan of operation for the administration of
the two federal i{nsurance programs. Within

.one year of enactment, the Director would
submit the draft plan of operation to the in--
suranca advisory committee (described In
the pext section) for review and comment.
The Director must consider all recommenda-
tions of the advisory committee and must
publish 1o the Federal Register, with an ac-
companying explanation., any jnstances .!n


must.be
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which the Directar fails to adopt axn advrisory
comndties Tacommendation. The final pian
of operstion would be issued as federal regu-

lawsuits {llad against the Director In connac-
tion with the lnsurance prograrmns muast be
brought I e retevent Tederal dtsorict coart

(which would be the D.C. Tederal district |

sourt Tor actions brought by nsurecs). -— .- -

-Sectuton 322, Faderad -Insuramow sud Rasto-

surance Adwisory Committes. This section
establishes & seven-mamber independent ad-
visary committas to adviss FEMA on tha op-
erations of the two insurancs programs. The
members would be appointed by the FEMA
Drirector and must 1ngclads: & state emer-
gency planner; a2 state Insurance COMIAls-
sionsr, a professional actuary: and reprasagt-
arives of consumars, Insnra:s ramxn.mrs and
‘msnruxmnga.m:s. anma- 3

Mr.~"DODD. " Mr, Presldent. I am
pleased to cosponsor the Natural Disas-
ter Protaction Act of 1333 with my dis-
tinguished Tolleague, Sanator INOUYE.

The reactive nature of the current
syetem Of disaster relief i3 2 major
problem. A hurricane or ®arthquaks
strikes, and the Federal Government
scrambtles to fird the mroney to repalr
the damage. This usually requires the
Federal Government to borrow more
money and increase the deficit.

The Natural Disaster Protection Act
would change that approach. It would
help commmunities plan for disasters
and provide an imsurance fund that
would cover damages. With this reform
in place, the disaster rellef costs patd
by taxpayers would decrease. Addition-
ally, the bill would assure the contin-
ued availability of homeowner's insur-
ance both before and aiter a major dis-
aster. -

In recent years, the Nation has been
hit with a series of devastating and ex-
Pensive natural disasters. The rampag-
ing waters [looding the XMidwest are
the most tecent tragedy. Dozens of
lives have been lost, millions of acres
of crops have been dJdestroyed., and
countless businesses hawve been farced
to close. The most recent estimates put
losses at $10 billton.

Last year, Hurritane Andrew swept
through Florida leaving a path of de-
struction {n its wake The final costs
from that storm are still not known,
bat they may exceed 317 billion. Simi-
larly, Hurricane Iniki left 8,000 people
homeless and :catsed more than 31.5 bil-
lion in damages. Although {t was not
a8 severe ‘a8 the tropical storms, my
home State of Connecticut also experd-
enced a natural disaster last winter
when a nonheasr,er smashed into the
coast.

These disasters w‘lll cosr. the Amer-
ican taxpayers an snormous amount of
money. Thils year, Prasidant Clintom
has regquested 343 billion to help the
victims of the flooding in the Midwest.
That 18 on $op of the 3156 millian patd
earlier this gear $£o0 help victims of
flooding Iin Callformia. In 1992, tax-
Payers paid $2.1 bilHon to assist the
victims of Hurricane Andrew and $352
million to repair the damags cansed by
Hurricane Inikt. A1l told, Federal Gov-
eérnment cutlays for disaster relief ex-
Ceeded 375 per taxpayer for the year.
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Althoagh the last 2 years hawve been
particularty Hficult, we aiso paid 3202
million for costs asscciated with the

. Loma Prieta Earthqua ke in Callfornia,

and 1.5 hu.uan :tor Hurnune H:::g'u in
1989, - :
Of cmn-se px:tvu:e {nmurens- Day’ fur
most of the costa assoriated with nate-
ral dismsters. Insured dosses from Hur-

.ricanes Anndrew and hmikdi exceeded 318
- billion. These enorinous i{gsses dawve

hurt the fpdustry and homeowners.
Eight insmrers, respansibhe for 15800
homeowners' polictea failed as a Tesuit
of Hurricane Atuirew. Forty percemdt of
bormeowners in Hawaii are sither cuor-
rently without homeowner's insurancs,
or will not hawe their palicias renewed
‘a8 & result of nsurance conpany inscl-
vencies. Forthermore, manmy Anrecicans
4o ot have sdegmate cmm;ge for mat-
ural disasters.

“The high cost paid hy r.a.xpa.yer& de
the difficalties faced try private insor-
ers, suggests that there mhould be a
better way 10 deal with disaster relef.
The Natural Disaster Protaction Act
offers 2 new approach that would re-
dece the Nation's reliance on federally-
fonded disaster assistance.

Under this legisiatiofl. the Federal
Emergency Management ([FEMA]
would wark with State and local gov-
ernments and private Insurers to im-
prove the Federal disaster reifef sys-
term. The till has three main compo-
nenis: First., a hazard mitigation pro-
gram that would require States in dts-
aster-prone areas 1o develop a plan for
dealing with natural dtsasters and. cer-
Tify that building and safety codes are
being complied with: second, 8 national
Insurance program that would provide
comprehensive disaster protection for

- hames; and third, a reimsurance pro-

grar, financed by the insurance indus-
Iy, to help prevent an insura.nce awail-
abllity crists.

The Nationail Insorance Program is a
key part of the bill. FEMA would begin
the process by desigmating disaster-
prone States. Working with & cammit-
tee whose members would represent
thre interests of copsumers, State emer-
gency planners, and insurers; FEMA
wonld also establish the terms and lim-
iftations of the {nsurance coverage.
Most Important, the premtums would
be actuarially based so that the cost
reflects the risk faced by individual
homeowners. Insurance ° tompanies
would collect the premmiums and foward
them to & Federal Inswrance fund
whizh wonld be used to pay clalms.

With this fund in place, the Nation
wpuld kave B ctushion to soften Xhe
costs ansoctated with matural disasters.
This should redusce the amount of d4i-
rect Federal expenditures after a disas-
ter. Additionally., the gpovernment
could lnvest part of the fund bo delp
build up the reserve.

Up to 19 percent of the fund wcmld
also be used for grants to help State
mitdgatian efforts. To qualify for the
grants, States would have to: First,
submit a comprehenstve disaster pian
to FEMA which would identify ways to
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improve building code enforcement,
emergency response, and overall disas-
tar preparedness; and second, certify
that local cemmunities are complyimg
with Tederally approved bullding codes.

Finailly, the bill woeuld establish & ¢

Federal reinsurance -fund. - Premiums
would be set by FEMA, and pald by in-

surance companies. Easentially, the re-
insurance fund would provide lasurance '

1or {nsurera, 80 that they could better
managse the risk from extremely coatly
disasters. This will help reduce the po-
tential for insurance company Insol-
vencies alter major disasters. -

With the Natural Disaster Protectlon

.Act In place, the Nation will be better

equipped to deal with natural disasters.
As a result of mitigation efforts, and
the establishment of Federal 1nsurance
funds,
would be substantially redaced. 'The de-
velopment of the reinsarance program
would also protect against {nsurance
tompanies going. out of business and
leaving homeowners stranded. Not sur-
prisingly. a wide range of organtzations

.have voiced thelr support for this bill

including the Nationmal Emergency
Mamnagement Association, the Amer-
ican Insurance Association, the Na-
tional Consumers League, the National
Associatton of Realtors, the Inter-
national Assoeciation of Fire Fignters
JAFL~CIQ], the United Homeowners of
America. and the National Council of
Senior Clitizens.

Of conrse, some modifications to this
bill may be necessary as the legislative
process moves forward. One issue that I
am concerned about {8 the way in
which the new disaster imsorance fund
{s Toordinated with other Federal in-
surance programs, including the Na-
tiomal Flood Iinsmrance Program. But
this legislatiom merves as 2 starting
point, and I look ferward to worldny
with mry tolleagues to reform our sys-
tem of Federal dtsaster reiief. -

Mr. . AKAKA. Mr. President. today I
join Senators INGUYE, STEVENS, DODD,
MURKOWKSI, SIMON, and GORTGN in in-
troducing legisliation te lessen the eco-
nomic consequences of a catastrophic
disaster. Our bill provides a workable
sointion to reducing the loss of life and
property ‘and lessens the need for mas-

.sive Federal disaster assistance.

iast September..the garden island of

-Kauai took a direct hit from Hurricane

Iniki, with slamming winds of up to 165
miles per hour. Damage to the island
totaled over $1.4 tillion. It is important
to remember 4hiat Hurricane Iniki oc-

cmrred shortly after the Nation's most

costly natoral disaster, Hurricane An-
drew, and preceded the great flood of
1993 by iess than a year. .

To those Americans displaced -both
physically and emotionally fram their
honres and livellhoods by natural disas-
ters, the Federal Government offers a
variety of emergency disaster services.
For many disaster victims, the shock
of losing one's home or business is
compounded by the realtzation that the
Federal Government can only do 8o
much. Moreover, mmany affected by

.the costs pald by taxpayers
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Section-by-Section Analysis of the
Natural Digaster Protection Act of 1993

s. 1350
July 1863

This legisiation amends the Earthquake Hazards Reduction Act of 1877 to
provide for an expanded federal program of hazand mitigation and insurance against
the risk of catastrophi¢ natural disasters, such as hurricanes, earthquakes, and
volcanic eruptions.

Segction 1. TITLE. This sactidn entities the biil the "Natural Disaster Protection
Act of 1863".

Sectlon 2. FINDIN@S. This saction adds 11 new congressional findings to the
Earthqueke Hazard Reduction Act (EHRA) that outline the policy rationale for this bill,
The findings, for instancs, state that: the major natural disesters (e.g., hurricanes,
earthquakes and volcanic eruptions) will Inflict substantial long-term consequencss on
the country; hazard reduction measurses, such as building codes, are not in place and
naot edequately anforced; improved first respondsr and emergericy management
capabilities will lesgon the impact of future disastars; and millions of Americans da not
have adequate natural disaster Insurance coverage.

Section 3. PURPOSE. This saction adds 10 new purposes to the EHRA that
explain the objectives of the lagislation. The purposes, for instance, include: buiding
safer structures; enhancing emergency management and firat response capability;
creating a self-sustaining funding mechanism to help states pay for hazard mitigation
programs; providing adsquate ingsurance coverage for natural digaster perils; involving
the Insurance Industry to speed recavery following a catastrophic disaster; reducing
reliance on government disaster assistance.

Section 4. DEFINITIONS. This section adds 25 new definitions to the EHRA
that define Important terms used In this bill.

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

08—-03-83 10:38PM
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Section 6. MULTIHAZARD MITIGATION PROGRAM. This section adds a

new titla Il to the EHRA that creates a comprahensive multhazard mitigation program.

Saction 201. Identification and Designation of Disaster-Prone
States. This now EHRA section requires the FEMA Diractor within 1 year of
enactment to idantity statas (defined to Include tarritories) that are prons to
damages from hurricanes, windstormsa (e.g., tomados), earthquakes, vaicanic
eruptions, and flooding. Six months after been notified az a state prone to one
or more of these disaster perils, the disaster-prone designations bacoma final.
Any state disagresing with its disaster-prone designation has a right to appeal
to a local federal district court.

Section 202. Bullding and Safety 8tandards. This section requires
each hurricans-prone, windstarm-prona, or sarthquake-prone state to either
adopt one of the three recognized model building codes (and the national
congensus fire safety codes) or cartify that the local communities within the
state have adopted and are enforcing these codes for all new construction or
additions which increase the value of the structure by at least S0 percent.
Likewise, each flood-prene state must either adopt ths relevant flood minimum
performance standards under the Netional Flood Insurance Act or certify that
the flood-prone local communities within the state have adoptad and are
enforcing these standards for new construction or additions which increase the
value of the structure by at least 50 percent.

Section 203. State Mitigation Plans. This gection requires each
disaster-prone state to devealop and submit to FEMA within two years a
mitigation plan or designate an existing mitigation plan. The mitigation plan
must Include processes for: verifying compliance with building and safety
codes as well as any federal multihazard mitigation standards; identtfying areas
within states, types af structures, and hazard mitigation measures that should
be prioritized; Improving the emergency response to natural digasters, Including
better training for first respanders; and expediting the rebuilding of Iifelines and
recovery by individuals and businesses.

Soction 204. Compliance by States. This section gives disastar-prone
states five years following snactment to substantlally comply with the bullding
standards and state mitigation plan requiremsnts outined above. The
compliance mechanism would ba self-certification subject to review by FEMA
which would renew compliance certifications every two years. The fallowing
penaities would be impaeged on states failing to certify compliance: losg of
funds from the self-sustaining mitigation fund (discussed in section 208); higher
premiums and deductibies for the federal multihazard (nsurance coverage
(discussed below); and loss of agslstance for any new federal bullding or new

08—-03-93 10:38PM
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federally-leased, assistad, or regulated bullding. [n addition, local communities
which fall, within fiva yeara of snactment, to comply with the bullding standards
outtined above would aiso be denled Stafford Act public disaster assistance
funde.

Saction 208. Federal Hazard Mitigation Authorities. Thig section
raquirss FEMA to deveiop pragrams that carry out muitihazard snd emergency
management Initietives such as: model building code development; training
and licensing of code inspectors and other relevant professionals; expanded
regearch of safer bullding technologies and technology transfer; additional poet-
disaster aid; and public education. This section also requires ail new bulldings
owned or leased by any federal agancy or receiving federgl assistance to meet
the newest edition of the relevant buliding code requirements.

Section 206. Self-Sustaining Mitigation Fund. This section requires a
percentage of the premiums collected from both the primary and reinsuranece
programs described below to be deposited Into a salf-sustaining mitigation fund.
The FEMA Director would set the actual percentage which must be between five
and ten percent, unless the amounts in the two Insuranca funds are sufficient 1o
cover losses for any probable maximum natural disaster. The mitigation funds
would be allocated to disaster-prone states based on the primary program
insurance pramiums collectad in that state. Statss could usa the funds as they
see fit, provided they are used for hazard mitigation activities (subject to FEMA
audits) and a portion of the money flows through the affacted local
communities. Finally, FEMA could allccate a portion of the mitigation fund to
eupport the federal hazard mitigation Iinitlatives described above.

Sacticn 207. Natural Disaster Mitigation and Pianning Advisory
Committee. This section establishes a 20-member independent advisory
committee to advise FEMA on hazard mitigation and disaster planning,
particularly the programs autharized by this legislation. The FEMA Director
would appoint the members who would regresent various Intersests, including:
fire fighters and chisfs; emergency medical, search, rescus, and law
enforcement personnel; state and local emergency managers and bullding code
officials; architects, builders, and engineers; members of organized faber; wind
and seismic mitigation experts; conaumers; and Insurers.

8Baction 7. FEDERAL INSURANCE PROQRAMS. This section adds a new

title 1l to the EHRA that creates two federal Insurance programs.

SUBTITLE A CREATES THE PRIMARY INSURANCE PROGRAM.

Section 301. Basic Authortty and Program Operations. This saction
diracts FEMA to establigh a national multhazard insurance program to provide
Insurance against "shake” losaes resuling from earthquakes and related selsmic
perils. FEMA would siso conduct a study to determine whsther the exlsting

08-=03-93 10:38FPM

PQQa

#24



Jo=u9—dg UbD:JUEM  FKUM SeNATUK INUUYL IV auNuLyLy PO08/011

L=96%

4.

federal flood insurance program should be integrated Into the multinazerd
insurance program and repart any recommendations to Congress within one
year. Insurance agents and companies participating in the federal fload
insuranca program would aiso be required to notify FEMA of policyholders living
in flood plains and required to have flood insurance who refuse to purchase the
coverags. FEMA wouid then have six months to take necesseary and
appropriats steps to ensure these non-compliant policyholders purchase the
coverage. The FEMA Director, mareover, would submit a report to Congress
within six months of any additional sanctions neaded to improve participation In
the federal Insurancs pragram.

Section 302. Program Scope. This saction makes the multihezard
covaerage avallable only for residential properties (defined as ane-to-four family
strueturas and peraonal property of thase living In apartments and
condominiums). Upon a finding that Insurance coverage is unavallable in the
private saector, the FEMA Director may racommend to Congress that additionel
types of propertiss qualify for the multihazard coverage.

Section 303. Tarms and Limitations of Insurance Coverage. This
section authorizes FEMA to eatablish the terms and conditions of ingurability,
induding: the type, location, and spacific inaurability definitiona of residentlal
propertles; damages covered by ths insurance; and premiums rates, loss-
deductibles, coverage [Imits, and minimum caverage amounts. The insurance
would cover lossas (Including debris removal, additional living expenses, and
ardinance and law coverage) proximately caused by: earthquakss, except for
fires caused by earthquakes (which are already cavered in homeowners'
policies); voleanic eruptions, including fires caused by voleanic lava flows; and
tsunamis. Any private nsurer can participate in this program by providing to all
of its homeowner pollcyhalders living In earthgquake and volcanic eruption-prone
states sither the fedleral coverage or the Identical coverage on its own paper st
the same rate. Finally, private insurers electing not to particlpate in this
program must notify all of the homeowner policyholders in at-risk states of their
nonparticipation and of the absence of insurance protection for sarthquakes
and relsted seismic perils.

Saction 304. Actuariaily Sound Ratgs. This saction requires FEMA to
establish risk-based rates for the multihazard caverage by considering the
following factors: the geverity and frequency of earthquakes, volcanic
eruptions, and tsunamis in spacified rating zones; the value, ags, construction
type, and architectural typs of the residential structures; and whether hazard
mitigation measures have been fallowed In the constructlon or subsequent
retrofitting of the residentlal structures. The rates must be actuarial so that.
over an extended period of time, expected losses do not exceed premiums
collscted. The ratas estahlished, moreover, must minimize cross-subsidization
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by reasonably reflecting the risk of 10sses for each subclassification of
policyholder. The rata classification systern developed by FEMA must also be
cost-sffective, simple, and easy to understand by agents and policyholders.
Finally, any premiums collected cannot be uged to establish highly specific
micro-zonation mapa for the covered seismic perils.

Section 308. Primary ineurance Program Fund. This section creates
within the U.S. Treasury the primary insurance program fund which would be
exempt from all tax (expect for statd Insurancse premium taxes). Participsting
ingurars would remit to thig fund on a quarterly basis all the premiums they
collect (including any intarest earnad) from their homseowner policyhalders who
purchase the multhazard coverage. Following an sarthquake, voicanic
eruption, or tsunami, Insurers would pay the damage claims flled by their
homeowners. The insurers would then be reimbureed within 20 days from
amounts in the primary insurance program fund for the claims peid plus any
loss adjustment expenses. The fund would also pay for the agents’
commissionsg in eeliing and serving the coverage and for all of the program’s
administrative and opsrating expenses. The full fath and credit of the United
States would be pledged for full payment of claims.

Soection 308. Borrowing from Treasury. This sectlon guthorizes
FEMA, sublect to the availability of congressional eppropriations, to borrow from
the Treasury to cover any shortfalls that may result in paying the multhazard
coverage clalms and expensss. Amounts borrowed would be deposited In the
primary insurance program fund and. must be repald, with interest, from future
premiums collected.

Sectlon 307. insurance Mitigation Incentives. This section raquires
FEMA to provide the following insurance mitigation incentives: lower premiums
or deductibles for residentlal structures In earthquake-prone states which mest
seismic building standards or pass a seismic safsty ingpection; and lower
premiums or deductibies for new residential structures not constructed in high-
rigsk voleanic zones.

SUBTITLE B CREATES THE BEINSURANCE PROGRAM.

Section 311. Baslc Authority and Program Operation. This section
directs FEMA tc make exceas reinsurencs coverage avallable to the following
antities for losses arising from catastrophic hurricanes, earthquakes, volcanic
eruptiens, and tsunamis: privata insurers participating in the primary insurance
program describsed above; private reinsurers that reinsure private [nsurers
participating In the primery program; end state Insurance programs such as
warkars' compensation funds and state residual ingurance pooling programs.

Section 312. Levels of Retained Lossos. This section establishes the
amount of Insured logaes that must be borne by eligible entitles before they can
qualify to recsive reinsurance claims.
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Industry-wide Retained Losses Reinsurance would be avalable to
campanies if the property-casualty industry as a whole is llkely to Incur

gross losses (Le., [osses prior to deducting any anticipated private
relnsurance payments) fram catastrophic natural disasters occurring
during any 12 month period thet exceed 15 percent of tha Industry's
consolidated surplus, except that anly separate events which cause at
least $1.5 billian in losses (adjusted for Inflation) would be counted.

Once tha Industry has sustgined this magnitude of loss (currently
estimated to be about $25 billion), reinsurance would pay 85 percent of a
company's losses which exceed 15 percent of that particular company's
consolidated surplue.

Individual Company Retained Losses. If the industry-wide retained
loases level Is .not reached, individual companies could receive
reinsurance if a singls natural disaster resuitad in lossas that excesd 20
percent of that company’s consolidatad surpius. At this point,
reinsurance would pay 85 percent of the company'’s losses which exceed
20 percant of the company's consolidated surplus up tc a limit of 200
percent of the company’s surpius.

Siate Insuranca Programs. Reinsurence would be available to siigible

state insurance programs # the Insurance induetry is likely to Incur gross
losses In that stata arising from natural disasters occurring during any 12
month period that exceed the lesser of 10 times the premiums sarned in
thet state or $10 bilflon (adjustad for inflation). This lesser amount,
howsver, must equel at least $500 milllon (adjusted for inflation). Once
thig level of lossea has been reached, reinsurance wauld pay to stats
insurance programs 85 percent of the losses which exceed the lesser
amaunt described abave.

The federal reinsurance claims pald to thege eligible entites would be reduced
by any reinsurance rescoverad from private sourcss. The full faith and credit of
the United States would be pledged for full payment of reinsurancea claims.

Saction 313. Lines of Insurance. This section dirscts FEMA to provide
excess reinsurance coverage for 1€ lines of insurance, including firs, muitipls
peril, workers’ compenaation, and general labliity. Other lines of caverage
could be edded by the Director of FEMA In consuitation with the insurance
advisary committee described In saction 322.

Saction 314. Actuarially Sound Rates. This section requires FEMA to
establish risk-based retes for the exceseé rainsurance coverage so that, over an
exterided period of time, expected losses do not exceed premiums coliectad.
The rates must also minimize the degree of cross-subsidization among classes
of reinsured and the fallowing rating factors must be considered: the premium
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rate volume of reinsureds and the total expected rainsurance payments by ling
of ingurance; the adequacy of privats reinsuranca purchased; the paybeck of
lossas sustained by the reinsurance fund; and the reinsured's ratio of premiums
written to consolidated surplus. Any rate classfication system established by
FEMA csnnot impose disproportionate administrative costs.

Section 318. Relnsurance Fund. This section creatas within the U.S.
Treasury the reinsurance fund which would be axempt from all tax. Compenies
and state insurance programs participating in the reingurance program would
pay to thig fund quarterly premiums where they wouid accumulate and be
available to pay reinsurance claims.

Section 316. Borrowing from Treasury. This section authorizes
FEMA, subject to the avallability of congressional eppropriations, to borrow from
the Treasury to cover any shortfalls that may result In paying the excess
reinsurance claims and expenses. Amounts borrawed would be deposited in
the reinsurance fund and must be repaid, with interest, from future premiums
collected from compenies,

Sectlon 321. Plan of Operation. This section requires the FEMA
Diractor to develop a plan of operation for the administration of the two federal
Insurance programs. Within one year of anactment, the Director would submit
the draft plan of operation to the Inaurance advisory committee (described in
the next section) for review and comment. The Diractor must consider all
recommendations of the advisary committes and must publish in the Federal
Register, with an accompanying explanetion, any instancas in which the Director
fails to adopt an advisory committee recommendation. The final plan of
operation would be issued as fedaral regulations within 18 months of
enactment. Any lawsuits filed agalnst the Director in connaction with the
ingurancs programs must be brought In the relevant federal district court {which
would be the D.C. federal district court for actions braught by insurers).

Bectlon 322. Federal Inaurance and Reinsurance Adviaary
Comnmiittee. This saction establishes a seven-member indspendert advisory
commitiee to advise FEMA on the operations of the two insurance programs.
The members wauld be appeointed by the FEMA Director and must include: a
etate smargency planner; a state Insurance commissioner; a professlonal
actuary; and representatives aof caonsumers, insurers, reinsurers, and Insurance
agents.
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STATEMENT BY U.S., SENATOR DANIEL K. INOUYE
REGARDING -APROVAL OR HURRICANE INTKI
DISASTER RELIEF FUNDS

FRIDAY, SEPTEMBER 18, 1992

Mr. President. I wish to thank those who have assisted
in the expeditious response to the needs of the people of
Hawaii arising from Hunricane Iniki which struck the
Hawaiian Islands last Friday. Extraordinary efforts are
being made to cut through the "red tape" and minimize
bureaucratic requirements in providing relief to citizens
affected by Hurricane Iniki.

I thank my colleagues for including my request foxr
increases in the various disaster relief accounts to make
more than $1.2 billion available to Hawail.

At least $850 million in immediate FEMA emergency aid,
such as the focd and water center at Hanalei; medical
asgistance at Lihue, Kalaheo, Waimea, and Princeville;
temporary housing; electricity, police, and fire
protection, is available to the victims of Hawaii’s
disastrous hurricane. FEMA has opened similar centers in
hard hit areas such as the Waianae coast on OQahu.
Fmergency food stemps will be made more available
statewide as households begin to require a higher
percentage of their paychecks for repairs.

I am pleased that my colleagues have further recognized

the importance of following up immediate emergency aid
with additional funds for the following areas:

-— MORE —-




Agriculture

For emergency housing assgistance grants and loans to
repair homes, payments to Hawaii’s farmers for crops that
were destroyed, and for rebuilding damaged land and
facilities, such =ms pens and greenhouses. Nurseries,
floral, dairy, produce, animal and other farms are all
eligikle for this federal aid,

In order to apply for aid, vietims can apply at one of
four Disaster Application Centers, which opened yesterday
-~ Kekaha Neighborhood Center, Hanapepe National Guard
Armory, Lihue Veterans Memorial Convention Center, and
Kapaa National Guard Armory. \

Transportation

To help clear debris and replace or restore damaged
roads, signs, and lights. Funds will also be provided to
restore the air traffic control towers, terminals, and
hangars at airports.

Harbors and Maritime Safetv

Damaged harbors need gimilar attention from the Army
Corps of Engineers, while additional funds will enable
the United States Ccoast Guard to restore vessels and
equipment.

Bducation

Funds to cover the cost of extended school day programs
80 that parents can devote time to rebuilding homes and
businesses. Special funds will help students and
families cope with added stress and anxiety through
disaster counseling. College students eligible for
student aid under Pell grant awards, may have their
eligibility increased to account for losses in family
assets and income due to the hurricane.

Heoalth and Human Sexvicas

For funds to help medical personnel and community health
centers establish or improve medical services, shelters,
mental health services, and special services to elderly
citizens, and to repailr or replace health centers and
medical egquipment.
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Veterans Services

For medical care and replacement of any damaged
equipment. Special funds are also provided to ensure
proper disbursement of benefit checks to Hawaii’s
veterans.,

Tourism

Grants to hotels and tourist-related businesses in order

to speed the reopening ¢f doors to visitors. Promotional
campaigns will help attract tourists back to paradise and
show that Hawaii has fully recovered from the hurricane.

This funding is vitally .important ‘to the

re-establishment of jobs.

Weather

Funds to repair National Weather Service equipment,
warning devices, and surveying and monitoring stations.

Environment

For the rehabilitation)of national wildlife rofugees and
buildings, including recreational facilities at national
parks, and for assessment of damage so that a forest
management plan, to restore state forests, can be
implemented to protect the habitats of Hawali’s rare
flora and fauna. )

Mr. President, I would like to conclude by thanking
members of the Florida and California delegations, and
members of the Senate Appropriations and Agriculture
Committees, who provided me with support and information
over the last few days to better enable me to respond to
the victims of Hurricane Iniki., Their advice, based on
the recent tragedies they were faced with, was
invaluable.
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