Explanatory Memorandum

We have attached Jim Oliver’s memo to the TWIA Board of Directors for the September 2008 Board meeting explaining how the new endorsement TWIA-220 will automatically increase the amount of coverage for the dwelling at renewal.  Although TWIA originally intended to implement a direct bill process, which will not be implemented in phase 1 of the BillingCenter System, that made the TWIA-220 essential, the TWIA-220 is still considered essential for many other reasons.  First, the TWIA-220 will eliminate the need for agents to re-calculate the limit of liability and premium for the dwelling at renewal because the renewal notice will automatically include an appropriate increase in the limit of liability. The endorsement is intended to keep the policyholder’s relationship relative to replacement cost or actual cash value that they have on their expiring policy static. Also with the attachment of the TWIA-220, increases due to inflation are automatic and are not dependant on an agent or policyholder to effect a change that is necessary to maintain the appropriate amount of coverage.  Lastly, approval of the TWIA-220 prepares the way for TWIA to implement the next phase of the BillingCenter system, to incorporate “direct bill”, without having to re-file the endorsement.    

The November 2008 petition proposed to increase the dwelling limit based on the Boeckh Index by a percentage established each year on January 1, using the same building cost index formula (an average of certain cities) that is used for TWIA’s annual increase in liability limits. At the behest of the TWIA Board, the new submission, however, contemplates increasing the dwelling limit based on the Boeckh Index established each year on January 1, for the area the dwelling is located based on the 3 digit zip code.  For example in 2008, the increase in the maximum limits for dwellings was approved at 2.53%.  The November 2008 petition proposed to apply the 2.53% to all TWIA renewals.  The new submission will apply the percentage increase for each applicable 3 digit zip code to all renewals located in that 3 digit zip code.  This process is consistent with how the voluntary market increases dwelling limits at renewal.  

Automatic Adjusted Building Cost Endorsement, Form Number, TWIA-220, will be attached to all policies insuring dwellings.  An automatic increase as outlined above will be applied at each renewal.  The increase will be calculated using the respective building cost index for that year, rounding to the next $1000.  The insured has the right to request modification of the adjusted limit of liability. A request from the insured to modify the limit will take effect as of the date received or a later date if requested.  The agent will be asked to submit a valid Marshall & Swift/Boeckh replacement cost calculation with the request for the change in dwelling limit of liability to confirm insurance to value will remain adequate for the level of coverage desired, at either “Replacement Cost” or “Actual Cash Value”. 
It should be noted that approval of the automatic increase endorsement would benefit agents, insured’s, and TWIA.  

· Agents – Eliminate most of the renewal calculations made by agents, since they would not have to re-calculate limits and premiums if the policyholder was satisfied with the new suggested limits that were automatically presented on the renewal notice from TWIA.

· Insured’s – Benefit from an automatic increase to keep up with insurance to value on the cost to rebuild without having to rely on the agent to prompt an increase.

· TWIA – Gain efficiency in operation and more consistency in seeking adequate coverage amounts for its policyholders, while dealing with a divergent agency group that may or may not keep up with best practices.

