Fl ori da Senate - 2006 SB 2604
By Senator Canpbell

32-1147A-06

1 A Dbill to be entitled

2 An act relating to insurance risk apportionnment

3 pl ans; amending s. 627.351, F.S.; revising

4 standards for determining rates to be charged

5 for coverage by the Citizens Property |nsurance

6 Corporation; deleting obsol ete provisions;

7 requiring the paynent of clainms for hurricane

8 damage within specified tines; providing an

9 effective date.

10

11| Be It Enacted by the Legislature of the State of Florida:

12

13 Section 1. Paragraphs (c) and (d) of subsection (6) of
14| section 627.351, Florida Statutes, are anended to read:

15 627.351 Insurance risk apportionnment plans.--

16 (6) CITIZENS PROPERTY | NSURANCE CORPORATI ON. - -

17 (c) The plan of operation of the corporation

18 1. Must provide for adoption of residential property
19| and casualty insurance policy fornms and conmercial residentia
20| and nonresidential property insurance forns, which fornms nust
21| be approved by the office prior to use. The corporation shal
22| adopt the follow ng policy forns:
23 a. Standard personal lines policy forns that are
24| conprehensive multiperil policies providing full coverage of a
25| residential property equivalent to the coverage provided in
26| the private insurance nmarket under an HO- 3, HO- 4, or HO 6
27| policy.
28 b. Basic personal lines policy fornms that are policies
29| simlar to an HO-8 policy or a dwelling fire policy that
30| provide coverage neeting the requirements of the secondary
31
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nort gage market, but which coverage is nmore linmted than the
coverage under a standard policy.

c. Comercial lines residential policy forns that are
generally simlar to the basic perils of full coverage
obt ai nabl e for commrercial residential structures in the
adm tted voluntary market.

d. Personal lines and commrercial lines residentia
property insurance forms that cover the peril of wi nd only.
The fornms are applicable only to residential properties
|l ocated in areas eligible for coverage under the high-risk
account referred to in sub-subparagraph (b)?2.a.

e. Commercial lines nonresidential property insurance
forms that cover the peril of wind only. The forns are
applicable only to nonresidential properties |located in areas
eligible for coverage under the high-risk account referred to
i n sub-subparagraph (b)2.a.

2.a. Mist provide that the corporation adopt a program
in which the corporation and authorized insurers enter into
gquota share primary insurance agreenments for hurricane
coverage, as defined in s. 627.4025(2)(a), for eligible risks,
and adopt property insurance forns for eligible risks which
cover the peril of wind only. As used in this subsection, the
term

(') "Quota share primary insurance" means an
arrangenent in which the prinmary hurricane coverage of an
eligible risk is provided in specified percentages by the
corporation and an authorized insurer. The corporation and
authorized insurer are each solely responsible for a specified
percentage of hurricane coverage of an eligible risk as set
forth in a quota share primary insurance agreenment between the
corporation and an authorized insurer and the insurance

2
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contract. The responsibility of the corporation or authorized
insurer to pay its specified percentage of hurricane | osses of
an eligible risk, as set forth in the quota share prinmary

i nsurance agreenent, nmay not be altered by the inability of
the other party to the agreenent to pay its specified
percentage of hurricane |osses. Eligible risks that are

provi ded hurricane coverage through a quota share primry

i nsurance arrangenent nust be provided policy fornms that set
forth the obligations of the corporation and authorized

i nsurer under the arrangenent, clearly specify the percentages
of quota share primary insurance provided by the corporation
and authorized insurer, and conspicuously and clearly state
that neither the authorized insurer nor the corporation my be
hel d responsi bl e beyond its specified percentage of coverage
of hurricane | osses.

(1) "Eligible risks" nmeans personal lines residentia
and comercial lines residential risks that neet the
underwriting criteria of the corporation and are located in
areas that were eligible for coverage by the Florida Wndstorm
Underwriting Association on January 1, 2002.

b. The corporation may enter into quota share prinmary
i nsurance agreenents with authorized insurers at corporation
coverage |l evels of 90 percent and 50 percent.

c. |If the corporation deternm nes that additiona
coverage |l evels are necessary to maxim ze participation in
guota share primary insurance agreenents by authorized
insurers, the corporation may establish additional coverage
| evel s. However, the corporation's quota share prinmary
i nsurance coverage | evel nmay not exceed 90 percent.

d. Any quota share prinmary insurance agreenent entered
into between an authorized insurer and the corporation nust

3
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provide for a uniform specified percentage of coverage of
hurri cane | osses, by county or territory as set forth by the
corporation board, for all eligible risks of the authorized
i nsurer covered under the quota share primary insurance
agreenent .

e. Any quota share primary insurance agreenent entered
into between an authorized insurer and the corporation is
subj ect to review and approval by the office. However, such
agreenent shall be authorized only as to insurance contracts
entered into between an authorized insurer and an insured who
is already insured by the corporation for wi nd coverage.

f. For all eligible risks covered under quota share
primary i nsurance agreenents, the exposure and coverage | evels
for both the corporation and authorized insurers shall be
reported by the corporation to the Florida Hurricane
Cat astrophe Fund. For all policies of eligible risks covered
under quota share primary insurance agreenents, the
corporation and the authorized insurer shall naintain conplete
and accurate records for the purpose of exposure and | oss
rei mbursenent audits as required by Florida Hurricane
Cat ast rophe Fund rul es. The corporation and the authorized
i nsurer shall each nmaintain duplicate copies of policy
decl aration pages and supporting clains docunents.

g. The corporation board shall establish in its plan
of operation standards for quota share agreenments which ensure
that there is no discrimnatory application anpong insurers as
to the terns of quota share agreenents, pricing of quota share
agreenents, incentive provisions if any, and consideration
pai d for servicing policies or adjusting clains.

h. The quota share primary insurance agreenment between
the corporation and an authorized i nsurer nust set forth the

4
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1| specific terns under which coverage is provided, including,

2| but not Iimted to, the sale and servicing of policies issued
3| under the agreenent by the insurance agent of the authorized
4| insurer producing the business, the reporting of information
5| concerning eligible risks, the paynent of premumto the

6| corporation, and arrangenents for the adjustnent and paynent
7| of hurricane clains incurred on eligible risks by the clains
8| adjuster and personnel of the authorized insurer. Entering

9| into a quota sharing insurance agreenent between the

10| corporation and an authorized insurer shall be voluntary and
11| at the discretion of the authorized insurer.

12 3. My provide that the corporation may enploy or

13| otherwise contract with individuals or other entities to

14| provide admnistrative or professional services that may be
15| appropriate to effectuate the plan. The corporation shall have
16| the power to borrow funds, by issuing bonds or by incurring
17| other indebtedness, and shall have ot her powers reasonably

18| necessary to effectuate the requirenments of this subsection
19| including, without limtation, the power to issue bonds and
20| incur other indebtedness in order to refinance outstanding

21| bonds or other indebtedness. The corporation nay, but is not
22| required to, seek judicial validation of its bonds or other
23| i ndebt edness under chapter 75. The corporation may issue bonds
24| or incur other indebtedness, or have bonds issued on its

25| behalf by a unit of |ocal government pursuant to subparagraph
26| (g)2., in the absence of a hurricane or other weather-rel ated
27| event, upon a determ nation by the corporation, subject to

28| approval by the office, that such action would enable it to
29| efficiently neet the financial obligations of the corporation
30| and that such financings are reasonably necessary to

31| effectuate the requirenents of this subsection. The
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corporation is authorized to take all actions needed to
facilitate tax-free status for any such bonds or indebtedness,
including formation of trusts or other affiliated entities.
The corporation shall have the authority to pl edge
assessnents, projected recoveries fromthe Florida Hurricane
Cat ast rophe Fund, other reinsurance recoverabl es, market
equal i zati on and ot her surcharges, and other funds avail able
to the corporation as security for bonds or other

i ndebt edness. I n recognition of s. 10, Art. | of the State
Constitution, prohibiting the inpairment of obligations of
contracts, it is the intent of the Legislature that no action
be taken whose purpose is to inpair any bond indenture or

fi nanci ng agreenent or any revenue source comitted by
contract to such bond or other indebtedness.

4.a. Mist require that the corporation operate subject
to the supervision and approval of a board of governors
consisting of 8 individuals who are residents of this state,
fromdifferent geographical areas of this state. The Governor
the Chief Financial Oficer, the President of the Senate, and
t he Speaker of the House of Representatives shall each appoint
two nmenbers of the board, effective August 1, 2005. At | east
one of the two nmenmbers appoi nted by each appointing officer
nmust have denonstrated expertise in insurance. The Chi ef
Financial O ficer shall designate one of the appointees as
chair. Al board nmenbers serve at the pleasure of the
appointing officer. Al board nenbers, including the chair
nmust be appointed to serve for 3-year terns begi nning annually
on a date designated by the plan. Any board vacancy shall be
filled for the unexpired termby the appointing officer. The
Chi ef Financial Oficer shall appoint a technical advisory
group to provide information and advice to the board of

6
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governors in connection with the board's duties under this
subsection. The executive director and senior managers of the
corporation shall be engaged by the board, as recommended by
the Chief Financial Oficer, and serve at the pleasure of the
board. The executive director is responsible for enploying
other staff as the corporation may require, subject to review
and concurrence by the board and the Chief Financial Oficer.
b. The board shall create a Market Accountability
Advi sory Comrittee to assist the corporation in devel oping
awareness of its rates and its custonmer and agent service
levels in relationship to the voluntary nmarket insurers
writing simlar coverage. The nenbers of the advisory
committee shall consist of the following 11 persons, one of
whom nust be el ected chair by the nmenbers of the committee:
four representatives, one appointed by the Florida Association
of Insurance Agents, one by the Florida Association of
I nsurance and Fi nanci al Advisors, one by the Professiona
I nsurance Agents of Florida, and one by the Latin Anmerican
Associ ati on of Insurance Agencies; three representatives
appointed by the insurers with the three highest voluntary
mar ket share of residential property insurance business in the
state; one representative fromthe O fice of Insurance
Regul ati on; one consuner appointed by the board who is insured
by the corporation at the tinme of appointnment to the
committee; one representative appointed by the Florida
Associ ati on of Realtors; and one representative appointed by
the Florida Bankers Association. Al nmenbers nust serve for
3-year terms and may serve for consecutive ternms. The
committee shall report to the corporation at each board
nmeeting on insurance nmarket issues which may include rates and
rate conpetition with the voluntary market; service, including
7
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policy issuance, clains processing, and general responsiveness
to policyhol ders, applicants, and agents; and matters rel ating
t o depopul ati on.

5. Muist provide a procedure for determning the
eligibility of a risk for coverage, as foll ows:

a. Subject to the provisions of s. 627.3517, with
respect to personal lines residential risks, if the risk is
of fered coverage from an authorized insurer at the insurer's
approved rate under either a standard policy including w nd
coverage or, if consistent with the insurer's underwiting
rules as filed with the office, a basic policy including w nd
coverage, the risk is not eligible for any policy issued by
the corporation. If the risk is not able to obtain any such
offer, the risk is eligible for either a standard policy
i ncludi ng wi nd coverage or a basic policy including w nd
coverage issued by the corporation; however, if the risk could
not be insured under a standard policy including wi nd coverage
regardl ess of market conditions, the risk shall be eligible
for a basic policy including wind coverage unl ess rejected
under subparagraph 8. The corporation shall determ ne the type
of policy to be provided on the basis of objective standards
specified in the underwiting manual and based on generally
accepted underwiting practices.

(1) If the risk accepts an offer of coverage through
the market assistance plan or an offer of coverage through a
mechani sm est abl i shed by the corporation before a policy is
issued to the risk by the corporation or during the first 30
days of coverage by the corporation, and the producing agent
who submitted the application to the plan or to the
corporation is not currently appointed by the insurer, the
i nsurer shall:

8
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(A) Pay to the producing agent of record of the
policy, for the first year, an anount that is the greater of
the insurer's usual and customary conm ssion for the type of
policy witten or a fee equal to the usual and custonmary
commi ssi on of the corporation; or

(B) Ofer to allow the producing agent of record of
the policy to continue servicing the policy for a period of
not less than 1 year and offer to pay the agent the greater of
the insurer's or the corporation's usual and customary

commi ssion for the type of policy witten.

If the producing agent is unwilling or unable to accept
appoi ntnent, the new i nsurer shall pay the agent in accordance
Wi t h sub-sub-sub- subparagraph (A).

(I'l') When the corporation enters into a contractua
agreenent for a take-out plan, the producing agent of record
of the corporation policy is entitled to retain any unearned
conmi ssion on the policy, and the insurer shall

(A) Pay to the producing agent of record of the
corporation policy, for the first year, an ampunt that is the
greater of the insurer's usual and customary conm ssion for
the type of policy witten or a fee equal to the usual and
customary comni ssion of the corporation; or

(B) Ofer to allow the producing agent of record of
the corporation policy to continue servicing the policy for a
period of not less than 1 year and offer to pay the agent the
greater of the insurer's or the corporation's usual and

customary comni ssion for the type of policy witten.

9
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If the producing agent is unwilling or unable to accept
appoi ntnent, the new i nsurer shall pay the agent in accordance
Wi t h sub-sub-sub- subparagraph (A).

b. Wth respect to comrercial lines residential risks,
if the risk is offered coverage under a policy including w nd
coverage from an authorized insurer at its approved rate, the
risk is not eligible for any policy issued by the corporation
If the risk is not able to obtain any such offer, the risk is
eligible for a policy including wind coverage i ssued by the
corporation.

(1) If the risk accepts an offer of coverage through
the market assistance plan or an offer of coverage through a
mechani sm est abl i shed by the corporation before a policy is
issued to the risk by the corporation or during the first 30
days of coverage by the corporation, and the produci ng agent
who submitted the application to the plan or the corporation
is not currently appointed by the insurer, the insurer shall

(A) Pay to the producing agent of record of the
policy, for the first year, an anount that is the greater of
the insurer's usual and customary conm ssion for the type of
policy witten or a fee equal to the usual and customary
commi ssi on of the corporation; or

(B) Ofer to allow the producing agent of record of
the policy to continue servicing the policy for a period of
not less than 1 year and offer to pay the agent the greater of
the insurer's or the corporation's usual and customary

commi ssion for the type of policy witten.

If the producing agent is unwilling or unable to accept
appoi ntnent, the new i nsurer shall pay the agent in accordance
Wi t h sub-sub-sub- subparagraph (A).

10
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(I'l') When the corporation enters into a contractua
agreenent for a take-out plan, the producing agent of record
of the corporation policy is entitled to retain any unearned
conmmi ssion on the policy, and the insurer shall

(A) Pay to the producing agent of record of the
corporation policy, for the first year, an ampunt that is the
greater of the insurer's usual and customary conm ssion for
the type of policy witten or a fee equal to the usual and
customary comni ssion of the corporation; or

(B) Ofer to allow the producing agent of record of
the corporation policy to continue servicing the policy for a
period of not less than 1 year and offer to pay the agent the
greater of the insurer's or the corporation's usual and

customary comni ssion for the type of policy witten.

If the producing agent is unwilling or unable to accept
appoi ntnent, the new i nsurer shall pay the agent in accordance
Wi t h sub-sub-sub- subparagraph (A).

6. Must include rules for classifications of risks and
rates therefor.

7. Mist provide that if prem um and investnent incone
for an account attributable to a particul ar cal endar year are
in excess of projected | osses and expenses for the account
attributable to that year, such excess shall be held in
surplus in the account. Such surplus shall be available to
defray deficits in that account as to future years and shal
be used for that purpose prior to assessing assessabl e
i nsurers and assessabl e insureds as to any cal endar year

8. Muist provide objective criteria and procedures to
be uniformy applied for all applicants in determn ning whether
an individual risk is so hazardous as to be uninsurable. In

11
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maki ng this deternmination and in establishing the criteria and
procedures, the follow ng shall be considered:

a. Whether the likelihood of a |loss for the individua
risk is substantially higher than for other risks of the sane
class; and

b. Wether the uncertainty associated with the
i ndi vidual risk is such that an appropriate prem um cannot be

det er m ned.

The acceptance or rejection of a risk by the corporation shal
be construed as the private placement of insurance, and the
provi si ons of chapter 120 shall not apply.

9. Muist provide that the corporation shall make its
best efforts to procure catastrophe reinsurance at reasonabl e
rates, to cover its projected 100-year probable maxi mum | oss
as determ ned by the board of governors.

10. Must provide that in the event of regular deficit
assessnment s under sub-subparagraph (b)3.a. or sub-subparagraph
(b)3.b., in the personal lines account, the commercial |ines
residential account, or the high-risk account, the corporation
shall |evy upon corporation policyholders in its next rate
filing, or by a separate rate filing solely for this purpose,
a market equalization surcharge arising froma regul ar
assessnment in such account in a percentage equal to the tota
anount of such regul ar assessnents divided by the aggregate
statewide direct witten prem um for subject |ines of business
for the prior calendar year. Market equalization surcharges
under this subparagraph are not considered pren um and are not
subj ect to commi ssions, fees, or prem umtaxes; however,
failure to pay a market equalization surcharge shall be
treated as failure to pay prem um

12
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11. The policies issued by the corporation nust
provide that, if the corporation or the narket assistance plan
obtains an offer froman authorized insurer to cover the risk
at its approved rates, the risk is no |longer eligible for
renewal through the corporation.

12. Corporation policies and applications nust include
a notice that the corporation policy could, under this
section, be replaced with a policy issued by an authorized
i nsurer that does not provide coverage identical to the
coverage provided by the corporation. The notice shall also
speci fy that acceptance of corporation coverage creates a
concl usive presunption that the applicant or policyholder is
aware of this potential.

13. My establish, subject to approval by the office,
different eligibility requirenments and operational procedures
for any line or type of coverage for any specified county or
area if the board determ nes that such changes to the
eligibility requirements and operational procedures are
justified due to the voluntary market being sufficiently
stabl e and conpetitive in such area or for such line or type
of coverage and that consuners who, in good faith, are unable
to obtain insurance through the voluntary market through
ordi nary nethods woul d continue to have access to coverage
fromthe corporation. When coverage i s sought in connection
with a real property transfer, such requirenments and
procedures shall not provide for an effective date of coverage
| ater than the date of the closing of the transfer as
established by the transferor, the transferee, and, if
applicable, the |ender.

14. Must provide that, with respect to the high-risk
account, any assessable insurer with a surplus as to

13
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policyholders of $25 million or less witing 25 percent or
nore of its total countryw de property insurance prem uns in
this state may petition the office, within the first 90 days
of each cal endar year, to qualify as a |limted apportionnment
conpany. In no event shall a limted apportionment conpany be
required to participate in the portion of any assessment,

wi thin the high-risk account, pursuant to sub-subparagraph
(b)3.a. or sub-subparagraph (b)3.b. in the aggregate which
exceeds $50 million after paynent of available high-risk
account funds in any cal endar year. However, a limted
apportionnent conpany shall collect fromits policyhol ders any
energency assessnent inposed under sub-subparagraph (b)3.d.
The plan shall provide that, if the office determ nes that any
regul ar assessnment will result in an inpairnment of the surplus
of a linmted apportionnent conpany, the office may direct that
all or part of such assessnent be deferred as provided in
subpar agraph (g)4. However, there shall be no limtation or
defernent of an emergency assessnent to be collected from

pol i cyhol ders under sub-subparagraph (b)3.d.

15. Must provide that the corporation appoint as its
licensed agents only those agents who al so hold an appoi nt nent
as defined in s. 626.015(3) with an insurer who at the tinme of
the agent's initial appointnent by the corporation is
authorized to wite and is actually witing personal I|ines
residential property coverage, comercial residential property
coverage, or commercial nonresidential property coverage
within the state.

16. Must provide for paynent of homeowners' clains for

danmages resulting fromhurricanes as follows: 50 percent nust

be paid within 6 nonths after the claimis filed, and the

claimnust be paid in full within 1 vear after it is filed.
14
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(d)yl. It is the intent of the Legislature that the
rates for coverage provided by the corporation be actuarially
sound and be subject to s. 627.062 akrdret—conpetitive—with

. : . o .

e .

prectred—inthe—volunrtary—rmarket. Rates shall include an

appropriate catastrophe |oading factor that reflects the

actual catastrophic exposure of the corporation.
2—Feor—each——county—theaveragerates—ofthe
. : . : . : .
o . - ? :  nel -

. . : . . - .
2.3— Rates for personal |ines residential w nd-only

policies nust be actuarially sound and—ret—econpetitive—with

appreved—+ates—charged—by—autherized—insurers. Corporation

rate manual s shall include a rate surcharge for seasona
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1| subjeet—to—at—otherrequirerents—of this paragraph—and—s—

2| 627062

3 3.6~ Nothing in this paragraph shall require or all ow
4| the corporation to adopt a rate that is inadequate under s.

5| 627.062.

6 4.7~ The corporation shall certify to the office at

7| least twice annually that its personal lines rates conply with
8| subparagraph the—+requirerents—oef——subparagraphs 1. anrd—2— |f

9| any adjustnment in the rates or rating factors of the

10| corporation is necessary to ensure such conpliance, the

11| corporation shall make and inpl enent such adjustments and file
12| its revised rates and rating factors with the office. If the
13| office thereafter determ nes that the revised rates and rating
14| factors fail to conply with subparagraph the—previsions—ef

15| subparagraphs 1. and—2—, it shall notify the corporation and
16| require the corporation to anend its rates or rating factors
17| in conjunction with its next rate filing. Fhe—effiecerust

18| netifythe—eorporationbyeleetroniec—neans—ofanyratefiHng
19| H—appreoves—for—anyAsurer—ampRg—theinsurers—+referredto—in
20| subparagraph—2—

21 5.8 In addition to the rates otherw se determ ned

22| pursuant to this paragraph, the corporation shall inpose and
23| collect an amobunt equal to the premiumtax provided for in s.
24| 624.509 to augnent the financial resources of the corporation
25 6.9-a. To assist the corporation in devel oping

26| additional ratemaking nethods to assure conpliance with

27| subpar agraph subparagraphs 1. and—4—, the corporation shal

28| appoint a rate methodol ogy panel consisting of one person

29| recomended by the Florida Association of |nsurance Agents,

30| one person recommended by the Professional |Insurance Agents of
31| Florida, one person reconmended by the Florida Association of
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I nsurance and Fi nanci al Advi sors, one person recomended by
the insurer with the highest voluntary narket share of
residential property insurance business in the state, one
person recomended by the insurer with the second- hi ghest
vol untary market share of residential property insurance
business in the state, one person reconmended by an insurer
writing conmercial residential property insurance in this
state, one person reconmended by the O fice of Insurance
Regul ati on, and one board nenber designated by the board

chai rman, who shall serve as chairman of the panel

b.d~ The rates ptan nust include a provision that

producer conmi ssions paid by the corporation shall not be
calculated in such a manner as to include any rate
equal i zati on surcharge. However, without regard to the plan to
be devel oped or its inplenentation, producer comi ssions paid
by the corporation for each account, other than the quota

18
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1| share primary program shall remain fixed as to percentage,

2| effective rate, calculation, and paynent nmethod until January

3| 1, 2004.

4 10 By danuary 12004 the corpoaration shabl develep

5| a—netieeto—potieyholders—or—apptcantsthatthe rates—of

6| Gtizens—Property—tnsurance—Corporation—are—intendedtobe

7| hgher—thantherates—of anyadmttedcarrier—andproviding

8| ether—informationtheecorporation—deenrs—necessary—to—assist

9| eehsurers—hntHrAdirgother—velonrtary—admttedtnsurers—witing

10| to—inAsure—thelr—property—

11 Section 2. This act shall take effect July 1, 2006

12

13 Kk ok ko ko ok ko ko ko ko kR ko kK ko kR kK kR kK kK Kk

14 SENATE SUMVARY

15 Revi ses the cal cul ation of rates for the Citizens

16| reqnirenent that rates be no lower than fhe fates charged
by the insurer with the highest rate anong the 20

17 insurers with the greatest total witten premumin the

18| Their effect . PLovides a schedule f 8P3§L§h§n?r of ol 8 o8

10 resulting fromhurricane damage. (See bill for details.)
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