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SUMMARY 

This operational audit focused on the State Board of 
Administration’s (SBA) Insurance Capital Build-Up 
Incentive Program (ICBIP) and the follow-up on 
prior audit findings from audit report Nos. 2004-
074, 2004-084, and 2006-045.  Our audit included 
examinations of various transactions during the 
period March 2005 through February 2007, and 
selected actions taken through June 30, 2007.  Our 
audit disclosed: 

Finding No. 1: ICBIP reports did not include 
certain disclosures that could be helpful to the 
Legislature in evaluating ICBIP effectiveness. 

Finding No. 2: Governing statutes do not address 
how ICBIP receipts and related investment 
earnings may be used. 

Finding No. 3: Contrary to governing provisions 
of law, administrative costs for the ICBIP were paid 
from the Florida Hurricane Catastrophe Fund. 

Finding No. 4: The SBA had not adopted written 
policies and procedures addressing the inclusion of 
nonperformance provisions and dispute resolution 
provisions in contractual agreements. 

Finding No. 5: While the SBA had made progress 
in addressing the development of a contract 
administration program, written contract 
monitoring procedures had not yet been adopted. 

 

FINDINGS AND RECOMMENDATIONS 

Insurance Capital Build-Up 
Incentive Program 

The Legislature, through Section 215.5595, Florida 
Statutes, created the Insurance Capital Build-Up 
Incentive Program (ICBIP) to provide to insurers State 
funds as a low-cost source of capital.  The additional 
capital was for the purpose of enabling the insurers to 
write additional residential property insurance coverage 
and to mitigate property insurance premium increases. 

The ICBIP’s design provides for the loan of State 
moneys to new or existing authorized residential 
property insurers (insurers) in amounts up to $25 
million, or 20 percent of the total amount of funds 
available under the ICBIP, whichever is greater.  Each 
loan transaction was to be memorialized in a surplus 
note agreement, and, consistent with the requirements 
of Section 215.5595, Florida Statutes, key terms of the 
surplus notes were to include a repayment period of 20 
years, a commitment by the insurer to meet a minimum 
net written premium ratio1 and a minimum 
contribution of new capital.  Additionally, the insurer 
must maintain a minimum amount of surplus.2  The 

                                                      
1 The minimum net written premium ratio is the ratio of net written 
premium to surplus.  After an initial period, the insurers are to have a 
minimum ratio of 2 to 1. 
2 The minimum required surplus for insurers must equal at least $50 million 
($14 million for manufactured home insurers).  The amount of surplus is 
equal to the difference between the insurer’s admitted assets and liabilities. 
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surplus notes are interest bearing, with variable rates 
equal to the 10-year U.S. Treasury Bond rate. 

The Legislature, in Section 43, Chapter 2006-12, Laws of 
Florida, appropriated to the State Board of 
Administration (SBA), the sum of $250 million from the 
General Revenue Fund to fund the ICBIP.  Staff of the 
Florida Hurricane Catastrophe Fund (FHCF) within the 
SBA were primarily responsible for the administration of 
the ICBIP.  As of June 30, 2007, the SBA had negotiated 
13 surplus notes totaling $247.5 million, as shown in 
Table 1.  

Page 2 of 12 
 

Insurer

Amount 
Surplus Note 

(Millions)

Amount 
Contributed by 

Insurer 
(Millions)

Projected
New

Policies
1 25.0$            25.0$             86,000       
2 20.0              20.0               321,172      
3 25.0              25.0               150,000      
4 25.0              25.0               310,000      
5 20.0              20.0               142,000      
6 25.0              25.0               144,696      
7 25.0              25.0               67,203       
8 20.5              20.5               95,000       
9 17.0              34.0               3,500         

10 14.5              29.0               59,600       
11 16.5              33.5               125,000      
12 7.0               7.0                 149,000      
13 7.0               7.0                 59,964       

Totals 247.5$          296.0$            1,713,135   

Table 1
Insurance Capital Build-Up Incentive Program

Activity from Inception

Source:  Surplus note applications and surplus note 
agreements.

 

 

 

 

 

 

 

 

 

 

 

 

 

To be considered for an ICBIP loan, insurers were 
required to submit an application.  Each application was 
considered by the FHCF staff and the Office of 
Insurance Regulation (OIR), and following the 
verification of application information and the 
application of ICBIP underwriting criteria, the loan was 
submitted for the approval of the SBA’s Executive 
Director.  Our audit included tests of the procedures 
used to verify the loan application information, apply 
underwriting criteria, and close the loan transactions.  
Our audit also included tests to measure the extent of 
SBA’s monitoring of insurer compliance with the terms 
and conditions of the surplus loan agreements. 

With respect to the controls tested, we found them to 
be adequate to reasonably ensure compliance with 
Section 215.5595, Florida Statutes.  In addition, for the 
transactions tested, we found evidence that the SBA 
had complied with applicable provisions of Section 
215.5595, Florida Statutes.  However, as described 
below, our audit also disclosed the need for ICBIP 
reimbursement of administrative costs and 
recommendations for some statutory changes to 
address certain aspects of ICBIP administration. 

Finding No. 1: ICBIP Reporting 

Through the provision of a low-cost source of capital, 
the ICBIP is to enable insurers to write additional 
residential property insurance coverage and act to 
mitigate premium increases.  We found that while 
ICBIP applications required insurers to estimate the 
number of additional policies that could, with the 
infusion of additional capital, be written, neither the 
authorizing statutes nor the terms and conditions of 
surplus notes required any subsequent reporting of the 
insurer’s progress in writing additional residential 
property insurance coverage or in mitigating premium 
increases. 

The availability of this information may enhance the 
Legislature’s ability to measure the effect the ICBIP 
investment is having on the State of Florida residential 
property insurance market, determine whether 
additional appropriations for surplus notes would be 
effective, and consider what, if any, changes to the 
ICBIP could make it more effective.   

Recommendation: We recommend that the 
Legislature consider amending Section 215.5595, 
Florida Statutes, to require the SBA or the OIR to 
report to the Legislature on a periodic basis, the 
extent to which, for the participating insurers, the 
ICBIP has contributed to an increase in the 
number of residential insurance policies written 
and to the mitigation of premium increases.   
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Finding No. 2: Disposition of ICBIP Repayment 

Account Deposits 

Section 215.5595(2)(f), Florida Statutes, requires that 
surplus notes be repaid over a period of 20 years, with 
payments only of interest during the first three years of 
the term of the surplus note.  Upon receipt of the 
surplus note payments from the insurers, the SBA 
recorded the payments into the ICBIP Repayment 
Account.  As of June 30, 2007, the SBA had recorded in 
the Account, $5.7 million in interest payments.  The 
SBA had also recorded in the Account $7.3 million in 
interest earnings derived from the investment of the 
initial $250 million deposit and the interest payments 
from insurers.  Our audit disclosed that governing 
statutes did not address the disposition to be made of 
the amounts received from the insurers or of the 
investment earnings derived from Account deposits. 

Absent statutory provisions addressing the usage of 
these moneys, the SBA can only hold and invest the 
amounts received.   

Recommendation: We recommend that the 
Legislature amend Section 215.5595, Florida 
Statutes, to provide instructions as to the allowable 
usage of these moneys.   

Finding No. 3: Administrative Costs 

Section 43, Chapter 2006-12, Laws of Florida, provided 
that costs and fees incurred by the SBA in administering 
the ICBIP shall be paid from the $250 million 
appropriated for the ICBIP and limited to $2.5 million 
over the life3 of the ICBIP.  

Our audit disclosed that approximately $75,000 of the 
$93,000 in administrative cost attributed to the ICBIP 
had been paid by the FHCF.  The amounts paid by the 
FHCF were associated with FHCF staff time spent on 
ICBIP activities.  FHCF staff responded in a 
memorandum dated July 26, 2007, “…that no decision 
as to allocation of FHCF staff salary and benefit cost has 
been made.”   

                                                      
3 The life of ICBIP is approximately 21 years based upon the 20-year term of 
the surplus notes and the dates the surplus notes were negotiated. 

In view of the provisions of Section 43, Chapter 2006-
12, Laws of Florida, which specified that the amounts 
appropriated for the ICBIP were to be used to pay 
ICBIP costs and fees, and the provisions of Section 
215.555(3), Florida Statutes, which limit the use of 
FHCF moneys to specified FHCF purposes, it was not 
clear that the payment of ICBIP costs and fees 
constituted authorized expenditures of the FHCF. 

Recommendation: We recommend that the 
SBA transfer from ICBIP funds the amount 
necessary to reimburse the FHCF for ICBIP costs 
and fees paid.  

Prior Audit Follow-Up 

In audit report No. 2004-074, we included findings and 
recommendations related to the establishment of the 
Public Employee Optional Retirement Program, also 
known as the Defined Contribution Plan, and in audit 
report No. 2004-084, findings and recommendations 
related to SBA’s corporate governance practices.  Our 
audit disclosed that the SBA had implemented 
corrective actions and taken appropriate steps to 
address the findings noted in these reports.  However, 
as described in succeeding findings, we found that for 
audit report No. 2006-045, relating to contract 
administration, the SBA had taken corrective action to 
address some, but not all, of the audit findings and 
recommendations. 

Finding No. 4: Contract Provisions 

In finding No. 4 of audit report No. 2006-045, we 
recommended that the SBA ensure future contracts 
included clauses that provided mechanisms to address 
consultant nonperformance issues (penalties, for 
example) and contract disputes (dispute resolution 
procedures).  While the SBA stated that it considers 
such provisions for inclusion within contracts on a 
case-by-case basis, we noted only one nonperformance 
provision and no dispute resolution provisions had 
been included in the five contracts reviewed as part of 
our current audit.  We also found that the SBA had still 
not adopted written policies and procedures addressing 
when to include such contract clauses. 
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Absent such a policy, the SBA may not include in its 
contracts, mechanisms that could be used to compel 
contractor performance, address contract disputes, and 
avoid potentially costly litigation. 

Recommendation: We recommend that the SBA 
adopt written policies and procedures addressing 
when contracts should include nonperformance 
penalty provisions and dispute resolution 
procedures.  

Finding No. 5: Contract Monitoring 

In finding No. 6 of audit report No. 2006-045, we 
recommended that the SBA continue to develop and 
adopt monitoring procedures and standards, including: 
the assignment of contract monitoring responsibilities; a 
methodology for determining the nature and timing of 
contract monitoring; and a mechanism to accumulate 
information to evaluate contractor performance, track 
contract payments and deliverables, and provide 
performance feedback.  

Our current audit disclosed that while the SBA had 
made progress in addressing the development of a 
contract administration program (including the hiring of 
a Contract Analyst III and the purchase of a software 
program that was being implemented to track contract 
data), written contact monitoring procedures had not 
been adopted.  The absence of written contract 
monitoring procedures increases the risk that contractor 
performance may not be effectively monitored and that 
such efforts may not be appropriately documented.  

Recommendation: We recommend that the SBA 
continue its efforts in developing and implementing 
a contract administration program and that those 
efforts include the development and adoption of 
written contract monitoring procedures.  

OBJECTIVES, SCOPE, AND METHODOLOGY 

This operational audit focused on the SBA’s ICBIP and 
the follow-up on prior audit findings from audit report 
Nos. 2004-074, 2004-084, and 2006-045.  In evaluating 
the ICBIP, we concentrated primarily on the issuance of 
surplus notes and SBA monitoring of insurer compliance 

with the terms of the surplus notes.  Our specific 
objectives were to:  

 Determine the effectiveness of the SBA’s 
policies and procedures over the issuance of 
the surplus notes, the monitoring of the 
residential property insurers receiving the 
surplus notes, the receipt of required interest 
payments, and the taking of any required 
administrative actions. 

 Evaluate management’s performance in 
achieving compliance with controlling laws, 
administrative rules, and other guidelines; the 
economic, efficient, and effective operation of 
State government; the validity and reliability of 
records and reports; and the safeguarding of 
assets. 

 To identify statutory and fiscal changes that 
may be recommended to the Legislature 
pursuant to Section 11.45(7)(h), Florida 
Statutes. 

Our audit included examinations of various 
transactions during the period March 2005 through 
February 2007, and selected actions taken through June 
30, 2007.  In conducting our audit we: 

 Interviewed selected SBA personnel. 

 Obtained an understanding of internal controls 
and observed, documented, and tested key 
processes and procedures related to areas 
within the scope of the audit.  

 Examined 3 of 13 ICBIP applications for 
minimum qualifications and approval; 4 of 13 
surplus notes for appropriate monitoring, 
reporting, and receipt of interest payments; and 
the appropriateness of the denial for 1 of 3 
rejected applications. 

 Examined SBA records relative to the ICBIP 
records administrator contract to determine 
whether the records demonstrated contractor 
compliance with the material provisions of the 
contract.  

 Examined the completeness of terms and 
conditions included in 5 contracts negotiated 
during the period October 27, 2005, through 
February 28, 2007.  

 Performed various other auditing procedures, 
as necessary, to accomplish the objectives of 
the audit. 
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To promote accountability in government and improvement in government operations, the Auditor General makes 
operational audits of selected programs, activities, and functions of State agencies.  This operational audit was conducted in 
accordance with applicable Generally Accepted Government Auditing Standards.  This audit was conducted by Leslee Walker, 
CPA, and Matthew Tracy, CPA, and supervised by Allen Weiner, CPA.  Please address inquiries regarding this report to 
Kathryn Walker, CPA, Audit Manager, by e-mail (kathrynwalker@aud.state.fl.us) or by telephone (850-487-9085).  

This report and other audit reports prepared by the Auditor General can be obtained on our Web site 
(http://www.myflorida.com/audgen); by telephone (850-487-9024); or by mail (G74 Claude Pepper Building, 111 West 
Madison Street, Tallahassee, Florida  32399-1450). 

AUTHORITY MANAGEMENT RESPONSE 

Pursuant to the provisions of Section 11.45, Florida 
Statutes, I have directed that this report be prepared to 
present the results of our operational audit. 

In a letter dated November 28, 2007, the Executive 
Director of the SBA provided a response to our 
preliminary and tentative findings.  The letter is 
included at the end of this report as Appendix A.  
Additionally, in a letter dated December 18, 2007, the 
Office of Insurance Regulation provided a response to 
finding No. 1.  That letter, included at the end of this 
report as Appendix B, makes reference to a spreadsheet 
containing individual company information.  The 
spreadsheet, to the extent its data are public 
information, may be obtained from the Office of 
Insurance Regulation. 

 

 

David W. Martin, CPA 
Auditor General 

 

 

mailto:kathrynwalker@aud.state.fl.us
https://flauditor.gov/
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 APPENDIX A 
MANAGEMENT RESPONSE 
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APPENDIX A 
MANAGEMENT RESPONSE (CONTINUED) 
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APPENDIX B 
OFFICE OF INSURANCE REGULATION RESPONSE 
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APPENDIX B 
OFFICE OF INSURANCE REGULATION RESPONSE 
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