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l. Summary:

Committee Substitute for Senate Bill 2234 crestes anew resdud market mechaniam affording
coverage to consumers (homeowners and commercid property owners) who are unable to obtain
property insurance coverage from an authorized insurance company in the private market. It
provides for the following:

Creates the “ Citizens Property Insurance Corporation” (CITIZENS), by renaming the
Horida Resdentia Property and Casuaty Joint Underwriting Association (RPCJUA) as
CITIZENS and by transferring dl policies from the Florida Windstorm Underwriting
Association (FWUA) to CITIZENS, effective October 1, 2001.

CITIZENS will offer persond resdentia and commercia nonresidentia full coverage,
al perils policies on a gatewide basis and will offer wind-only coverage for persona
resdentid and commercia resdentia and commercid nonresdentid risksin current
FWUA-digible aress.

CITIZENS will offer a coinsurance program with authorized insurers for hurricane
coverage within FWUA aress.

CITIZENS is structured to meet legd criteriato be digible to be tax exempt from the
Internd Revenue Service and thus will be exempt from State corporate income tax and
premium tax.

Insurance Commissioner gppoints a 7-member board (3-year terms) to operate
CITIZENS.

The capacity of CITIZENS to pay clams and service debt will be strengthened by using
the current assessment mechanism of the FWUA for dl three CITIZENS accounts, and
by requiring surplus lines policyholders to pay regular and emergency assessmentsin the
same manner as authorized insurers and their policyholders. The Florida Surplus Lines
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Office will be respongble for identifying premiums subject to assessments and verifying
and collection of assessments.

The same bonding and borrowing provisions of the current RPCJUA apply to CITIZENS.
Als0, regular assessments are collected againgt insurers of up to 10 percent of premium
(in each account) or 10 percent of the deficit, whichever is grester. In addition, multi-year
emergency assessments may be collected from policyholders up to these same limits.
Rates. The current RPCJUA rating law appliesto CITIZENS, which requires CITIZENS
to charge the highest ratesin each county, as compared to the average rates in the county
charged by the top 20 insurersin the state (or top 5 for mobile home coverage).
Reped s the provison that arisk isno longer eigible for coverage in the FWUA if an
offer of coverage is made by an authorized insurer.

Specifies that the transfer of policies, assats and obligations from the RPCIJUA and the
FWUA to CITIZENS will not impact coverage of policies by the FHorida Hurricane
Catastrophe Fund.

Provides that the same public records and open meeting exemptions which are currently
in place for the RPCIUA apply to CITIZENS.

Limited gpportionment company status for small insurers currently alowed under the
FWUA law is aso provided for in CITIZENS.

CITIZENS will operate satewide and will write dl perils, full coverage in aress
previoudy served by the RPCIJUA and the current FWUA boundaries will remain intact.
Although the CITIZENS board is authorized to reduce the boundaries of an area after a
public hearing if it is determined that the property market is stable and competitive in that
area

Furnishes a satement of Legiddive intent to preserve the exigting financid obligations

of the RPCIUA and the FWUA in the newly created CITIZENS.

Adds a new assessment account covering medical ma practice insurance in the Florida
Insurance Guaranty Association to pay clams of insolvent medica mapractice insurers.
Provides an implementation date of October 1, 2001, but the CITIZENS board, after
consultation with the Residentia Property Insurance Coordinating Council, is given
authority to phase in any provison of the act which does not rdate to financing issues.

This bill substantialy amends sections 627.351 and 631.55 of the FHorida Statutes.
Present Situation:

Guaranteeing Availability of Property Insurance through Residual Market Insurers

Two state- created associations provide property insurance to persons unable to obtain coverage
from an authorized insurer -- the Forida Windstorm Underwriting Association (FWUA) and the
Florida Residentiad Property and Casudty Joint Underwriting Association (JUA) -- both
commonly referred to as "resdud market" insurers.

The Florida Windstorm Underwriting Association (FWUA)

The FWUA was formed nearly 30 years ago in 1970, under a plan approved by the Department
of Insurance as authorized by law, in response to problems of availability of property insurance
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in certain coastal areas.! The FWUA offers coverage only for windstorm and hail losses, and
only in those aress where the department determined that windstorm coverage was unavailable
and that certain economic conditions existed. Coverage wasiinitidly limited to the coasta aress
of eight counties, which was expanded to areasin 23 counties by the time of Hurricane Andrew
in 1992, and now includes coastal areasin 29 of FHorida s 35 coastal counties. In Dade, Broward,
and Pam Beach Counties, the entire areaeast of Interstate 95 is eligible for FWUA coverage
(extending up to 5 miles from the coast) and al of Monroe County (the Keys) isdigible, but in
other counties digihility istypicaly limited to about 1,000 to 1,500 feet from the coast. By act of
the Legidature in 1998, further expangon of the digible boundaries of the FNVUA isnow
prohibited. The boundaries of the FWUA directly affect the obligation of private market insurers
to provide windstorm coverage. Outside of FWUA dligible areas, insurers must include
windstorm coverage in every residentia property insurance policy they write. Insde FWUA
aress, insurers are free to write policies that exclude windstorm coverage.

The FWUA insures homes, mobile homes, condominiums, and apartments, as well as

commercia business property. A purchaser of a FWUA policy must aso obtain a separate policy
from another insurer to cover perils other than windstorm, such asfire, theft, and liability. The
FWUA operates pursuant to a plan of operation approved by the department and is governed by a
15-member board of directors, including 12 representatives of member insurersand 3
representatives of consumers, including the department’ s Insurance Consumer Advocate. The
FWUA employs a gaff located in Jacksonville to administer its operation.

Rates for FWUA coverage must be filed for approval by the board with the department and are
subject to the same rating laws that apply to other resdentid property insurers. Rates may not be
excessve, inadequate, or unfairly discriminatory, based on avariety of factors. Unlike the
RPCJUA (discussed below), there is no specific statutory requirement that the rates for the
FWUA betied to highest- price insurers. However, 1997 amendments provide legidative intent
that FWUA rates not be competitive with voluntary market rates and requires the plan of
operation to provide, by January 1, 1999, a means of assuring that FWUA'’ srates are reflective
of department-gpproved hurricane ratesin the voluntary market.

The FWUA is authorized to assess dl Florida property insurers and their policyholdersto fund a
deficit if premiums are not sufficient to cover clams payments. Regular assessments may be
made againgt property insurers, up to 10 percent of the FWUA'’s deficit, or 10 percent of
property insurance premiums in the state, whichever is greater. Insurers may later recoup these
assessments from thelr policyholders after getting arate filing gpproved. If the deficit exceeds
the maximum regular assessment, emergency assessments may be impaosed on al new and
renewd property insurance policiesin the state, dso limited to the greater of 10 percent of the
deficit, or 10 percent of the prior year' s statewide premium for property insurance. Unlike
regular assessments which an insurer mugt initidly pay out of its own funds, insurers merely
collect and remit emergency assessments as policies are written and renewed. An insurer can
obtain credits againgt regular assessments by voluntary writingsin FWUA-€dligible areas, but not
credits againgt emergency assessments. The board of the FWUA may pledge emergency
assessments to secure debt financing.

1 Ch. 70-234, Laws of Florida (s 626.352, F.S)
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Hurricanes Opa and Erin in 1995 resulted in a$117 million deficit assessment that was billed by
the FWUA to all property insurers. As these insurers have obtained gpproval for rate filings after
paying their assessment, they have included a one-time annua premium surcharge to recoup the
assessment, averaging about 4 to 5 percent of the annual premium, which some policyholders
have just recently seen in their premium notices.

Like dl residentid property insurers, the FWUA must buy reinsurance from the Horida
Hurricane Catastrophe Fund, which reimburses insurers for a portion of their hurricane losses. In
generd, this reinsurance provides funding to the FWUA after regular assessments are imposed,
but before debt financing and emergency assessments would be necessary.

In 1997, legidation provided that a FWUA policyholder is no longer digible for coverage with
the FWUA if an offer of coverage is made by an authorized insurer to cover therisk at the
insurer’ s gpproved rates under a policy that includes windstorm coverage. The law states that the
FWUA must provide written notice to the policyholder and agent that the FWUA policy will be
canceled 60 days after the notice because of the offer of coverage from an authorized insurer.
These provisons were modeled on smilar provisionsin the RPCJUA law. One sgnificant
practica difference, however, compared to the Situation of an insurer taking a policy out of the
RPCJUA, isthat requiring a FWUA policyholder to accept a policy from atake-out insurer
effectively forces the policyholder to aso lose their other perils policy with a private market
insurer, if the take-out insurer is offering full coverage, not just windstorm coverage.

Asof March 31, 2001, the FWUA has 429,672 policies representing an exposure of $93.3 billion
with a probable maximum loss (PML) of $5 hillion for a 100-year storm.

Residential Property and Casualty Joint Underwriting Association (RPCJUA)

The legidative enactment of the RPCIUA in Specid Session of December 1992 was a direct
response to the severe market disruption following Hurricane Andrew.? The RPCJUA provides
resdentia property insurance statewide, insuring al perils covered under a standard residentia
policy (except in FWUA-digible areas, where a RPCJUA policy excludes windstorm coverage).
The RPCIJUA operates pursuant to a plan of operation approved by the department and is
governed by a 13-member board, including 7 members representing insurers and 6 members
representing consumers and other noninsurer interedts.

The RPCIJUA must charge the same rates charged by the insurer with the highest ratesin the
county, among the top twenty insurersin the state by premium volume. This requirement was
enacted in 1995 and amended in 1996 in an effort to assure that the RPCIJUA would be the
insurer of last resort, a atime when the RPCIUA was experiencing rapid growth in policies and
exposure.

The RPCJUA may impose regular and emergency assessments to fund deficits and may pledge
emergency assessments to secure debt financing, under the same limitations that apply to the
FWUA, as previoudy discussed. It must also obtain reinsurance from the Florida Hurricane
Catastrophe Fund at the same level asthe FWUA.

2 Ch. 92-345, Laws of Florida (s 627.351, F.S)
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Beginning in 1995, the Legidature, Department of Insurance, and the RPCIJUA focused on
depopulation of the RPCIJUA by encouraging insurers to take policies out of the RPCJUA,
including cash bonuses and exemptions from assessments. Presently, the RPCJUA has 68,740
policies representing an exposure of $11.5 hillion with aPML of $749 million.

Binding Arbitration

Florida sinsurance laws require insurers to file property and casudty insurance rates for
approva with the department either 90 days before the proposed effective date or 30 days after
the rate filing is implemented. Under the latter option, however, the department may order the
insurer to refund that portion of the rate determined to be excessive.

If the Department of Insurance disgpproves arate filing, the insurer, including the Florida
Windstorm Underwriting Association (FWUA), may ether request an administretive hearing
under the Administrative Procedures Act (ch. 120, F.S,, A.P.A.) or seek binding arbitration (s.
627.062(6), F.S.).

In 1996, the law was amended to alow insurersto request binding arbitration of arate filing as

an dternative to an adminidtrative hearing. After the department issues a notice of intent to
disapprove aratefiling, the insurer may request arbitration before apand of three arbitrators.

The pand is chosen asfollows: one is sdlected by the insurer, one by the Department, and the
third is chosen by the two other arbitrators. An arbitrator must be certified by the American
Arbitration Association and may not be the employee of any insurance company or insurance
regulator. The procedures outlined in the Arbitration Code (chapter 682, F.S.) are gpplied to rate
arbitration and the cogts of arbitration are paid by the insurer. The decison of the panel, which
must be made within 90 days, condtitutes the find goprovd of araefiling.

Thereisno apped per e of the pand’s decision to a higher court, as there would be under the
APA. However, either party to the arbitration proceeding may apply to the circuit court to vacate
or modify the pand’s decision under limited conditions. In genera, grounds for vacating include
corruption or fraud, evident partidity by aneutrd arbitrator, and action beyond the arbitrators
powers or jurisdiction. Grounds for modification include miscalculations, errors asto form, and
actions on matters not submitted for arbitration. Upon initiation of arbitration, the insurer waives
al rights to challenge the action of the Department of Insurance under the APA or any other law;
however, these rights are restored to the insurer if the arbitrators fail to act within 90 day's after
initiation of arbitration.

Florida Insurance Guaranty Association

Hurricane Andrew resulted in the insolvency of ten insurers. The Florida Insurance Guaranty
Asociation (FIGA), which began operation in 1972, is required to pay claims of insolvent
insurers, up to alimit of $300,000 per claim with a $100 deductible (Ch. 631, Part I, F.S).
However, after Andrew, FIGA estimated that it would experience a shortfal of about $500
million. FIGA had acash bdance of $50 million and could collect an additiona $63 million by
assessing property and casudty insurers up to 2% of written premium for the prior year. This
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clearly posed an emergency, given thousands of policyholders waiting for claims payments,
many without roofs over their heads.

The Legidature convened a specid sesson in December 1992, and authorized the issuance of
$500 million in municipa bondsto fund the FIGA shortfal. To fund the bonds, the Legidature
authorized FIGA to impose a specia assessment on property and casualty insurers of up to 2% of
premiums, in addition to the regular 2% assessment. Insurers were allowed to passthe
assessments on to policyholders through premium increases. (Ch. 92-345, L.O.F.)

FIGA ultimaey paid over $499 million in Andrew-related claims. The 2% specia assessment
was levied for 4 years from 1993 through 1996, plus a partia amount in early 1997, collecting
$374.3 million. In addition, FIGA levied regular assessments at the maximum 2% rate in 1992
($63 million), 2% in 1993 ($68 million), and 0.75% assessment in 1994, and alocated most of
these revenues to Andrew-related claims. Since then, FIGA has levied a0.125% assessment in
1996 and a 0.125% assessment in 1997. No assessments have been collected since 1997.

The current law ill limits FIGA assessments in any one year to 2% of net written premiums for
the prior year. The law divides FIGA into three accounts and limits assessments to the premiums
written in each account. One account covers auto physica damage claims and a separate account
covers auto liability insurance clams. The third account covers “dl other” property and casuaty
lines. A fourth account previoudy established for workers compensation, was transferred by
1997 legidation to a new guaranty association. As of February 28, 2001, FIGA had a baance of
$79 millioninits“dl other” account, received from the estates of liquidated insurers and earned
on investments. Assessing insurers in this account based on premiums for 1999 (the most current
year available) of $6 hillion, a the maximum 2% rate, could collect an additiona $122 million.
FIGA may aso borrow from the two auto insurance accounts which have a combined balance of
$28 million.

Forida s guaranty fund law is typica of other states’ guaranty fund laws. Thirty-seven (37)
dtates, including FHorida, cap assessments at 2% of premium, 13 states cap assessments a 1% of
premium, and one State caps at 1.5%. Foridais one of 34 gatesthat divide their property and
casudty guaranty funds into separate accounts and limit assessments to the lines of insurance
within those accounts. The other 17 states have only one account for property and casudty
insurance which provides a broader assessment base. No state has an account for medica
malpractice. New Y ork isthe only state that collects assessments at the 2% rate each year,
whether or not insolvencies have occurred. This enables the New Y ork fund to build its cash
reserves and provides greater assurance that al clams will be covered. However, on occasion,
the New Y ork Legidature has “raided” the fund by making appropriations for other purposes.

Effect of Proposed Changes:

Section 1. Amends s. 627.351(6), F.S., relating to insurance risk gpportionment plans, to
provide for the following:

1. Createsthe*” Citizens Property Insurance Corporation” (CITIZENS) and recites findings
of Legidative purposein creating CITIZENS. Specificdly, the Legidature finds that:
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actua and threatened catastrophic losses to property in Forida from hurricanes have
caused insurers to be unwilling or unable to provide property insurance coverage to
the extent sought and needed;

itisin the public interest to asss in assuring that property in the sate isinsured to
facilitate recongtruction of damaged or destroyed property to avoid negative effects
resulting to public hedth, safety and wdfare;

it is necessary, therefore, to provide insurance to applicants who are entitled to
procure insurance through the voluntary market, but are unable to do so;

such insurance be provided through an entity organized to achieve efficiencies and
economies to fulfill this public purpose.

2. Renamesthe Residentia Property and Casuaty Joint Underwriting Associetion
(RPCJUA) as CITIZENS, effective October 1, 2001, which will provide insurance and
coinsurance for resdentid and commercia property for gpplicants who arein good faith
entitled, but are unable, to procure insurance through the voluntary market.

3. Assessable Insurers: are those subject to assessment by the CITIZENS, asinsurers
authorized to write one or more “subject lines of business and insurers writing one or
more subject lines of business pursuant to part V11 of Chapter 626 (surplus lines
insurers.) “ Subject lines of business’ is defined as. “insurance on red or persona
property, as defined in s. 624.604, including insurance for fire, indudtrid fire, dlied lines,
farm owners multiperil, homeowners multiperil, commercid multiperil, and mobile
homes, including ligbility coverage on dl suchinsurance but excluding inland marine as
defined in s. 624.607(3) and excluding vehicle insurance as defined in s. 624.605(1) other
than insurance on mobile homes used as permanent dwellings.

4. CITIZENSwill be divided into three accounts:

personal linesaccount: for persona residentia policiesissued by CITIZENS or the
RPCJUA and renewed by CITIZENS on risks not located within the areas digible for
coverage in the FWUA area as that area was defined on January 1, 2001;
commercial lines account: for commercia resdentia policiesissued by CITIZENS
or by the RPCJUA and renewed by CITIZENS on risks not located within areas
eligible for coverage in the FWUA,; and,
high risk lines account: for persona resdentia, commercid residentid and
commercid norresidentia property policiesissued by CITIZENS or transferred to it
on risksthat are located in FWUA areas. The high risk account aso includes
coinsurance of digiblerisks.

The three accounts may be merged into a Sngle account after financing obligations are no

longer outstanding. For federd income tax purposes, the bill specificaly states that no

part of the income of CITIZENS may inure to the benefit of any private citizen, and

declares that the revenues of CITIZENS are necessary to meet the requirements set forth

in the documents authorizing the issuance of bonds by CITIZENS.

5. Thehill creates arole for the Horida Surplus Lines Service Office to play in the
collection of any assessment levied by CITIZENS to pay covered losses. If CITIZENS
levies an assessment, such assessment will be collected from the surplus lines
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policyholder by the surplus lines agent, who will forward the assessment to the Florida
Surplus Lines Service Office which will send the fundsto CITIZENS.

6. CITIZENS mugt offer:
Persond resdential and commercid nonresdentia full coverage, dl perils policies
on a statewide bas's,
Commercid nonresidentid property wind-only policiesin current FWUA aress, and
Persond resdentid and commercid resdentid wind-only policiesin current FWUA
areas.

7. Within the current FWUA areas, CITIZENS must adopt a coinsurance program whereby
CITIZENS enters into a coinsurance agreement with an authorized insurer to coinsure
“hurricane coverage” asthat term is defined in s. 627.4025(2)(a) for “eligiblerisks” i.e,
those risks located in current FWUA aress. (Coinsurance specifically means an
agreement between CITIZENS and an authorized insurer wherein esch is severdly
responsible for a specified percentage of the hurricane coverage for an digiblerisk.)

8. The hurricane coverage coinsurance agreements offered by CITIZENS.

must provide coinsurance options of 80 percent and 50 percent;

may be established at different levelsby CITIZENS Board, not to exceed 80 percent,
if necessary to maximize participation in coinsurance agreements,

must be approved by the Department;

must provide for separate reporting to the FHorida Hurricane Catastrophe Fund of
coinsured digible risks by the insurer and CITIZENS in aform and in the manner
required by the Florida Hurricane Catastrophe Fund

provide that the rates for coinsurance coverage be caculated by multiplying the retio
of the latest approved Insurance Services Office hurricane loss cogts to the latest
approved Insurance Services Office total |oss costs by the Corporation’ s then-current
rates.

9. CITIZENSis specifically authorized to reduce aress of digible risks, with Department
gpproval, if, after a public hearing, and the Corporation finds the voluntary market is
stable and competitive.

10. For federa income tax purposes, the Corporation is authorized, but not required, to seek
judicid vaidation of its bonds or other indebtedness under chapter 75.

11. CITIZENS shdl be governed by a Board of Governors:

Conggting of seven people;

Appointed by the Insurance Commissioner (one designated by the Insurance
Commissioner asthe Chair);

Serving three year terms at the pleasure of the Insurance Commissioner.

The legidation requires that the Insurance Commissioner appoint the members of the
board of governors by July 1, 2001, to permit the board to coordinate with the
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exising Residentid Property Insurance Market Coordinating Council between then
and October 1, 2001, on appropriate implementation, organizational operationa and
financid matters rdaing to formation of CITIZENS. CITIZENS is given the specific
authority, after consultation with the Residential Property Insurance Market
Coordinating Council, to phase in any provison of the act which does not rdate to
financing issues

12. The bill prohibits the FWUA, on or after July 1, 2001, from entering into an agreement
with an authorized insurer to remove policies from the FWUA. Similarly, the bill
prohibits the CITIZENS, during the period of October 1, 2001 to December 31, 2001,
from entering into an agreement with an insurer to remove any policy trandferred to the
CITIZENS from the FWUA. CITIZENS is authorized to extend such period if necessary
and gppropriate to effective implementation of the Act.

13. At the expiration of such period, if apolicy istaken out of CITIZENS by an insurer,
whether by assumption, midterm cancellation or at renewal, or kept out of CITIZENS,
the insurer must:

Pay to the producing agent, for one year, the greater of the insurer’s usua and
customary commission and that of CITIZENS; or

Offer to dlow the producing agent to continue to service the palicy for at least one
year and pay the agent the greater of the insurer’ s usud and customary commission
and that of the CITIZENS,

If the agent is unable or unwilling to accept appointment by the new insurer, the new
insurer must pay the agent the greater of its usua and customary commission and that
of the Corporation.

14. Limited Apportionment Status: with respect to the high risk account, any assessable
insurer with asurplus as to policyholders of $20 million or less writing 25 percent or
more of itstota countrywide property insurance premiumsin FHorida may petition the
Department of Insurance, within the first 90 days of each calendar year, to quaify asa
“limited apportionment corporation.” As such, the limited gpportionment corporations,
are not required to participate in any assessment, within the high risk account, which
exceeds $50 million after payment of available high risk account fundsin any caendar
year. However, such limited apportionment corporations must collect fromits
policyholders any emergency assessment imposed. Further, if the department determines
that any regular assessment will result in impairment of the surplus of alimited
gpportionment corporation, the department may direct that al or part of such assessment
is deferred. But, there will be no deferment with respect to emergency assessments
collected from policyholders. Also, CITIZENS must appoint asits licensed agents only
those agents who aso hold an appointment with an insurer who is authorized to write
persona residential property coverage, commercia residentiad or commercid
nonresidentia property coverage within Forida

15. Rates therates for persond lines resdentia wind-only policiesissued by the CITIZENS
must be calculated by multiplying the ratio of the latest gpproved Insurance Services
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Officewind-only loss codts to the latest approved Insurance Services Office tota |oss
costs by the then-current rates of CITIZENS.

16. Deetesthe arbitration provison for CITIZENS: the effect of this provison isthat the
adminigirative hearing procedure under ch. 120, F.S,, would be the only avenue to litigate
rate filing digputes with the departmen.

17. For federa income tax purposes and to secure the ability to issued tax exempt bonds, the
legidation exempts CITIZENS from payment of the state premium tax, but requires the
callection by CITIZENS of a*“premium tax equivdent” to augment the financid
resources of CITIZENS available to carry outsiits public purpose.

18. The bill dso exempts CITIZENS from payment of corporate income tax, and provides,
dueto CITIZENS public purpose, that any bondsissued by CITIZENS, their transfer, and
the income there from, including any profit made, shdl be free from taxation of every
kind by the state and its political subdivisons.

19. CITIZENS s subject to continuing oversight by the Department and is required to file
quarterly statements of financid condition with the Department, as well as annud and
audited statements of financia condition, and exposure and other reports as required by
the Department. However, CITIZENS is not required to hold a certificate of authority
from the Department, nor isit required to participate as amember insurer of the Horida
Insurance Guaranty Associaion (FIGA). CITIZENS is nonetheless required to pay
assessments pledged by FIGA to secure bondsissued or other indebtedness incurred to
pay clams arisng from insurer insolvencies resulting from hurricane losses,

20. The bill provides, that, effective October 1, 2001
al policies of the RPCJUA shal become palicies of CITIZENS,
al obligations, rights, assets and liahilities of the RPCJUA and the FWUA, including
bonds, notes and debt obligations, and the financing documents related thereto, shall
become those of CITIZENS.
al policies of the FWUA are transferred to CITIZENS and become policies of
CITIZENS;
any new gpplicant for insurance coverage who would otherwise have been igible for
coverage in the FWUA is digible for coverage with CITIZENS
the transfer of FWUA policies, obligations, and assetsto CITIZENS and the
renaming of the RPCJUA as CITIZENS shdl in no way affect coverage of those
policies provided by the Florida Hurricane Catastrophe Fund.

21. Public Records/Open mestings: records of CITIZENS will have the same public records
exempt status as for the RPCIUA. Meetings of CITIZENS are subject to the Sunshine
Law in the same fashion as the RPCIJUA.

22. The bill contains a gatement of legidative intent that recognizes the existence of
financing arrangements entered into by the FWUA and the RPCIJUA, and provides that
nothing in the legidation should be no construed to compromise, diminish or interfere
with the rights of creditors under such financing arrangements.
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Section 2. Amends s. 631.55, relating the Florida Insurance Guaranty Association (FIGA), to
provide that a medica ma practice claims account be added to the three current adminisirative
and assessment accounts within FIGA. The three accounts are: auto physical damage claims,
auto liability dams, and dl other property and casudty clams. By creeting anew medicd

mal practice account, this provison would have the effect of reducing the amount available to

pay homeowner clamsin the “dl other account.” Estimates provided by FIGA for 1999 (current
year available) are that the medical mal practice account would reduce the amount currently
avalablein thedl other account from $122 million down to $113 million. Also, estimates by
FIGA for this same period for premiums as to the medical malpractice account are $425 million,
and, at the maximum 2 percent rate, FIGA could collect $8.5 million to pay medica mapractice
dams

Section 3. Amends s. 627.351, F.S,, to reped the provisions which provide that arisk isno
longer digible for coverage in the FWUA if an offer of coverage is made by an authorized
insurer. This“forcible takeout” provison sometimes resulted in the “takeout” insured having to
pay a higher homeowners premium, change insurance agents or adjusters, lose multi-policy
discounts on other coverages, e.g., auto, and possibly not being able to obtain persona articles
floaters and other coverages.

Section 4. Provides for an effective date of October 1, 2001, except that two provisions, one
relating to the gppointment of the board of governors of CITIZENS and, one prohibiting takeouts
or keepouts, become effective June 1, 2001.
IV.  Constitutional Issues:
A. Municipality/County Mandates Restrictions:
None.
B. Public Records/Open Meetings Issues:
None.

C. Trust Funds Restrictions:

None.
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V. Economic Impact and Fiscal Note:

A. Tax/Fee Issues:

The bill providesthat CITIZENS is exempt from the corporate income tax and the State
premium tax and is not required to obtain a certificate of authority. Further, CITIZENS is
established to be under greater control by the state, and as such, these measures along with
other provisons may enhance CITIZENS potentia for afavorable IRS tax ruling asto its
tax exempt status.

B. Private Sector Impact:

There should be some economies of scae achieved under one entity (CITIZENS) and thus
lower administrative costs as opposed to the current two board structure (RPCJUA and the
FWUA). A policyholder will be able to obtain from CITIZENS persona residentia or
commercia nonresidentia full coverage no maiter where such policyholder resdesin the
dtate or where their commercid establishment islocated. Insurers who participate in the
coinsurance program with CITIZENS will benefit because their hurricanerisk in digible
aress, e.g., current FWUA areas, will be reduced depending on the specified percentage of
the insurance coverage.

Critics of the CITIZENS concept point out that the current resdua market mechanism
(RPCJUA and FWUA) is not serioudy flawed and that progress has been made in reducing
the Size of the resdua market. The current adminisiration of the RPCJUA and FWUA
appears to be working well and has the confidence of the insurance market.

The effect on bonding capacity is uncertain: It appears that the bonding capacity is
unchanged during the time that CITIZENS maintains the current accounts of the FWUA and
RPCJUA as segregated accounts. But, after current financial obligations are satisfied,
CITIZENS may utilize one account, which would gppear to reduce bonding capacity. Thisis
because both the RPCJUA and the FWUA can now assess up to 10 percent of premium for
each of the subject lines of business, which together equates to 20 percent of premium for
resdential property insurance policies. With a single account, the maximum assessment
would be 10% of this premium base. (But, assessments may a so be as great as 10 percent of
the deficit, which would grow proportionately, in theory.)

By creating anew medica malpractice assessment account within FIGA, this provison
would have the effect of reducing the amount available to pay homeowner clamsin the“dl
other account.” Estimates provided by FIGA for 1999 (current year available) are that the
medica ma practice account would reduce the amount currently available in the dl other
account from $122 million down to $113 million. Estimates by FIGA for this same period
for premiums as to the medica mal practice account are $425 miillion, and, at the maximum
2 percent rate, FIGA could collect $8.5 million to pay medica mapractice clams.

C. Government Sector Impact:

Unknown.
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VI. Technical Deficiencies:
None.
VII. Related Issues:
None.
VIIL. Amendments:
None.

This Senate staff analysis does not reflect the intent or official position of the bill’ s sponsor or the Horida Senate.




