Florida Senate - 1998 CS for SB 2054

By the Committee on Banking and | nsurance and Senat or
D az- Bal art

311-1950-98
1 A bill to be entitled
2 An act relating to property insurance; anending
3 ss. 627.7013, 627.7014, F.S.; providing
4 findings relating to the noratorium on
5 hurricane-rel ated cancel |l ati ons and nonrenewal s
6 of personal lines residential policies and
7 condom ni um associ ati on policies, respectively;
8 deleting provisions relating to accel erated
9 exposure reduction plans; providing
10 ci rcunst ances under which the sections are
11 i noperative; delaying the future repeal date of
12 the sections; providing an effective date.
13
14 | Be It Enacted by the Legislature of the State of Florida:
15
16 Section 1. Subsection 627.7013, Florida Statutes, is
17 | anended to read:
18 627.7013 Oderly narkets for personal |ines
19 | residential property insurance. --
20 (1) FINDI NGS AND PURPCSE. - -
21 (a) The Legislature finds that personal |ines
22 | residential property insurers, as a condition of doing
23 | business in this state, have a responsibility to contribute to
24 | an orderly market for personal |lines residential property
25 | insurance and that there is a conpelling state interest in
26 | mai ntai ning an orderly nmarket for personal |ines residential
27 | property insurance. The Legislature further finds that
28 | Hurricane Andrew, which caused over $15 billion of insured
29| losses in South Florida, has reinforced the need of consuners
30| to have reliable honeowner's insurance coverage; however, the
31| enornous nonetary inpact to insurers of Hurricane Andrew
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1| clainms has pronpted insurers to propose substanti al

2 | cancellation or nonrenewal of their honeowner's insurance

3| policyholders. The Legislature further finds that the nassive
4 | cancel | ati ons and nonrenewal s announced, proposed, or

5] contenplated by certain insurers constitute a significant

6 | danger to the public health, safety, and welfare, and

7 | destabilize the insurance market. In furtherance of the

8 | overwhel mi ng public necessity for an orderly market for

9| property insurance, the Legislature, in chapter 93-401, Laws
10| of Florida, inposed, for alinmted tine, a noratorium on

11 | cancel l ation or nonrenewal of personal |ines residential

12 | property insurance policies. The Legislature further finds

13 | that upon expiration of the noratorium additional actions are
14 | required to maintain an orderly market for personal |ines

15| residential property insurance in this state. The purposes of
16 | this section are to provide for a phaseout of the noratorium
17 | and to require advance pl anning and approval for progranms of
18 | exposure reduction

19 (b) The Legislature finds, as of the beginning of the
20| 1996 Regul ar Session of the Legislature, that:
21 1. The conditions described in paragraph (a) remain
22 | applicable to the property insurance nmarket in this state in
231 1996 and are likely to remain applicable for several years
24 | thereafter.
25 2. The Residential Property and Casualty Joint
26 | Underwriting Association, a residual narket nechani sm created
27| to alleviate tenporary unavailability of property insurance
28 | coverage, renmins the primary or exclusive source of new
29 | property insurance coverage in significant portions of the
30 | state.
31
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1 3. Recent enactnents intended to restore a

2| conpetitive, private sector property insurance narket,

3| including creation and enhancenent of the Florida Hurricane

4 | Cat astrophe Fund, incentives for depopul ation of the

5| Residential Property and Casualty Joint Underwiting

6 | Associ ation, incentives for hurricane loss nmitigation and

7 | prevention, creation of the Florida Comm ssion on Hurricane

8 | Loss Projection Methodol ogy, and revisions of laws relating to
9 | rates and coverages, are beginning to have their intended

10 | effects; however, the market instability that persists could
11 | frustrate these efforts to restore the market.

12 4. The noratorium conpletion provided in this section
13| is the least intrusive nethod for nmmintaining an orderly

14 | market, insofar as it applies only to hurricane-rel ated

15| cancel | ati ons and nonrenewal s of personal |ines residential
16 | policies that were in force on the effective date, and insofar
17 ) as it allows an insurer annually to nonrenew up to 5 percent
18 | of the total nunber of such policies as of the effective date.
19 (c) The Legislature finds, as of March 1, 1998, that:
20 1. The conditions described in paragraphs (a) and (b)
21 | remain applicable to the property insurance market in this

22 | state in 1998 and are likely to remain applicable for severa
23 | years thereafter

24 2. The general instability of the nmarket is refl ected
25| by the foll owing facts:

26 a. |In spite of depopul ation efforts under which

27 | approxi mately 600, 000 policies have been transferred fromthe
28 | Residential Property and Casualty Joint Underwiting

29 | Association to the voluntary nmarket, the Joint Underwriting
30 | Association, with approximately 370,000 policies in force,

31
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remai ns the primary or exclusive source of new property

i nsurance coverage in significant portions of the state.

b. The Florida Wndstorm Underwriting Association is

growing rapidly, with nore than 430,000 policies in force,

approxi mately half of which were initially issued after
January 1, 1997.
3. A further extension of the operation of this

section until June 1, 2001, will provide an opportunity for

the market to stabilize and for conti nuati on of residua

nmar ket depopul ation efforts.
(2) MORATORI UM COWVPLETI ON. - -
(a) As used in this subsection, the term"total nunber

of policies" nmeans the nunber of an insurer's policies of a
specified type that were in force on June 1, 1996, or the date
on which this section becane | aw, whi chever was | ater

(b) The following restrictions apply only to
cancel l ation or nonrenewal of personal |ines residential
property insurance policies that were in force on June 1
1996, or the date on which this section becane | aw, whichever
was | ater.

1. In any 12-nonth period, an insurer nay not cance
or nonrenew nore than 5 percent of such insurer's total nunber
of honeowner's policies, 5 percent of such insurer's total
nunber of nobile honme owner's policies, or 5 percent of such
insurer's total nunber of personal |ines residential policies
of all types and classes in the state for the purpose of
reducing the insurer's exposure to hurricane clains and nay
not, with respect to any county, cancel or nonrenew nore than
10 percent of its total number of honeowner's policies, 10
percent of its total nunber of nobile honme owner's policies,
or 10 percent of its total nunber of personal |ines

4
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residential policies of all types and classes in the county
for the purpose of reducing the insurer's exposure to
hurricane clains. This subparagraph does not prohibit any

cancel | ati ons or nonrenewal s of such policies for any other
| awf ul reason unrelated to the risk of loss from hurricane

exposure.
2.a. |If, for any 12-nonth period, an insurer proposes
to cancel or nonrenew personal lines residential policies to

an extent not authorized by subparagraph 1. for the purpose of
reduci ng exposure to hurricane clains, the insurer nust file a
phaseout plan with the departnent at |east 90 days prior to
the effective date of the plan. In the plan, the insurer nust
denonstrate to the departnent that the insurer is protecting
mar ket stability and the interests of its policyholders. The
plan may not be inplenented unless it is approved by the
departnment. In devel oping the plan, the insurer nust consider
pol i cyhol der | ongevity, the use of voluntary incentives to
acconplish the reduction, and geographic distribution. The

i nsurer nust denonstrate that under the plan the insurer wll
not cancel or nonrenew nore policies in the 12-nonth period
than the | argest nunber of simlar policies the insurer
cancel ed or nonrenewed for any reason in any 12-nonth period
bet ween August 24, 1989, and August 24, 1992.

b. If the insurer considers the nunber of
cancel | ati ons and nonrenewal s under sub-subparagraph a. to be
insufficient, the insurer may apply for approval of additiona
cancel l ati ons or nonrenewal s on the basis of an unreasonable
risk of insolvency. In evaluating a request under this
sub- subpar agraph, the departnent shall consider and shal
require the insurer to provide information relevant to: the
insurer's size, market concentration, and general financi al

5
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condition; the portion of the insurer's business in this state
represented by personal lines residential property insurance;

t he reasonabl eness of assunptions with respect to size,
frequency, severity, and path of hurricanes; the reinsurance
available to the insurer and potential recoveries fromthe
Florida Hurricane Catastrophe Fund; and the extent to which
the insurer's assets have been voluntarily transferred by

di vidend or otherwise fromthe insurer to its stockhol ders,
parent conpanies, or affiliated conpanies since June 1, 1996,
or the date on which this section becane | aw, whi chever was
later. In the inplenentation of exposure reductions under this
sub- subpar agraph, the departnent and the insurer shal

consi der such factors as policyhol der |ongevity, the use of
voluntary incentives to acconplish the exposure reduction, and
geographi c distribution

c. A policy shall not be counted as havi ng been
cancel ed or nonrenewed for purposes of this subsection if any
of the foll owi ng apply:

(1) The policy was cancel ed or nonrenewed for an
underwiting reason unrelated to the risk of loss from
hurricane exposure, nonpayment of prem um or any other | awful
reason that is unrelated to the risk of loss fromhurricane
exposure. The departnent shall consider the reason specified
in the notice of cancellation or nonrenewal to be the reason
for the cancellation or nonrenewal unless the departnment finds
by a preponderance of the evidence that the stated reason was
not the insurer's actual reason for the cancellation or
nonr enewal .

(I'1) The cancellation or nonrenewal was initiated by
t he insured.

6
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(I'11) The insurer has offered the policyhol der

repl acenent or alternative coverage at approved rates, which
coverage neets the requirenents of the secondary nortgage
mar ket .

d. In addition to any other cancell ations or
nonrenewal s subject to the limtations in this subsection, a
policy shall be considered as having been cancel ed or
nonrenewed for purposes of this subsection if:

(1) The insurer inplenents a rate increase under the
use-and-file provisions of s. 627.062(2)(a)2., which rate
i ncrease exceeds 150 percent of the increase ultimtely
approved by the departnent, and, while the rate filing was
pendi ng, the policyhol der voluntarily cancel ed or nonrenewed
the policy and obtained replacenent coverage from anot her
insurer, including the Residential Property and Casualty Joint
Underwriting Association; or

(I'l1) The insurer reduces the commission to an agent by
nore than 25 percent and the agent thereafter places the risk
wi th another insurer, including the Residential Property and
Casualty Joint Underwriting Association, the Florida Wndstorm
Underwriting Association, or the Coastal Zone Insurance Pl an

e. The departnent nust approve or di sapprove an
application for a waiver within 90 days after the departnent
receives the application for waiver.

3. In addition to the cancellations or nonrenewal s
aut hori zed under this section, an insurer may cancel or
nonrenew policies to the extent authorized by an exenption
fromor waiver of either the noratoriumcreated by chapter
93-401, Laws of Florida, or the noratorium phaseout under
former s. 627.7013(2).
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4. Notwi thstandi ng any provisions of this section to
the contrary, this section does not apply to any insurer that,
prior to August 24, 1992, filed notice of such insurer's
intent to discontinue witing insurance in this state under s.
624. 430, and for which a finding has been made by the
departnment, the Division of Adm nistrative Hearings of the
Departnent of Managenent Services, or a court that such notice
satisfied all requirenents of s. 624.430. Nothing in this
section shall be construed to authorize an insurer to wthdraw
fromany |ine of property insurance business for the purpose
of reducing exposure to risk of hurricane loss if such

wi t hdrawal conmmenced at any tine that the noratorium under
chapter 93-401, Laws of Florida, or the noratorium phaseout
under this section is in effect.

5. The followi ng actions by an insurer do not
constitute cancellations or nonrenewals for purposes of this
subsecti on:

a. The transfer of a risk fromone adnmtted insurer to
another admtted i nsurer, unless the ternms of the new or
repl acenent policy place the policyholder in default of a
nort gage obligation

b. An increase in the hurricane deductible applicable
to the policy, unless the new deductible places the
policyholder in default of a nortgage obligation or the
deducti bl e exceeds the linits specified in s. 627.701

c. Any other |awful change in coverage that does not
pl ace the policyholder in default of a nortgage obligation

d. A cancellation or nonrenewal that is part of the
sane action as the renoval of a policy including windstorm or
hurricane coverage fromthe Residential Property and Casualty
Joint Underwriting Association
8

CODING:WOrds st+ieken are deletions; words underlined are additions.




© 00 N o O W DN PP

W WNNNNMNNMNNNMNNNNRRRERRPRPEPR R PR R
P O © 0 N O U0~ WNIERPLO O ®~NOO®UuDWNPRER O

r

Florida Senate - 1998 CS for SB 2054
311-19

i 50- 98

6. In order to assure fair and effective enforcenent
of this subsection, each insurer shall, no | ater than October
1, 1996, report to the departnent the policy nunber of each
policy subject to this subsection, arranged by county. The
report shall include the policy nunber for each personal |ines
residential policy that was in force on June 1, 1996, or the
date this section becane |aw, whichever was |ater. Begi nning
Cctober 1, 1996, each insurer shall also report, on a nonthly
basis, all cancellations and nonrenewal s of policies included
in such policy list and the reasons for the cancell ations and

nonr enewal s.
. . I I . f i
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(c) The departnent may adopt rules to inplenent this

N
(00]

subsecti on.

N
©

(d) This section shall cease to operate when the

w
o

departnent deternines that the insured val ue of al

w
=

residential properties insured by the Florida Wndstorm
10
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1| Underwriting Association and all properties insured by the

2| Residential Property and Casualty Joint Underwiting

3 | Associ ation under policies providing wind coverage, conbined,
4 | has remai ned bel ow $25 billion for 3 consecutive nonths, based
5] on exposure data reported to the departnment by the

6 | associ ati ons.

7 (e) td)y This subsection is repealed on June 1, 2001

8 | $999.

9 Section 2. Section 627.7014, Florida Statutes, is

10 | anended to read:

11 627.7014 Oderly narkets for condom ni um associ ation
12 | residential property insurance. --

13 (1) FINDI NGS AND PURPCSE. - -

14 (a) The Legislature finds:

15 1. That residential property insurers providing

16 | condomi ni um associ ati on coverage, as a condition of doing

17 | business in this state, have a responsibility to contribute to
18 | an orderly market for condoni nium associ ati on residenti al

19 | property insurance and that there is a conpelling state
20| interest in nmaintaining an orderly market for condom ni um
21 | association residential property insurance.
22 2. That Hurricane Andrew, which caused over $15
23| billion of insured |osses in South Florida, has reinforced the
24 | need of consumers to have reliabl e condom ni um associ ati on
25 | i nsurance coverage; however, even nore than 3 years after
26 | Hurri cane Andrew, the hurricane's enornous nonetary inpact is
27 | causing insurers to propose substantial cancellation or
28 | nonrenewal of their condom ni um associ ation insurance
29 | policyhol ders.
30 3. That the nmssive cancell ations and nonrenewal s
31 | announced, proposed, or contenplated by certain insurers

11
CODING:Words st+ieken are deletions; words underlined are additions.




Florida Senate - 1998 CS for SB 2054
311-19

i
1950- 98

1| constitute a significant danger to the public health, safety,
2| and wel fare and destabilize the insurance market.

3 4. That the Residential Property and Casualty Joint

4| Underwiting Association, a residual narket nechani sm created
5|to alleviate tenporary unavailability of property insurance

6 | coverage, remains the primary or exclusive source of new

7 | property insurance in significant portions of the state.

8 5. That recent enactnents intended to restore a

9| conpetitive, private sector property insurance narket,

10 | including creation and enhancenent of the Florida Hurricane
11 | Catastrophe Fund, incentives for depopul ati on of the

12 | Residential Property and Casualty Joint Underwiting

13 | Association, incentives for hurricane |loss nmitigation and

14 | prevention, creation of the Florida Conm ssion on Hurricane
15| Loss Projection Methodol ogy, and revisions of laws relating to
16 | rates and coverages, are beginning to have their intended

17 | effects; however, the market remai ns unstabl e.

18 6. That the noratoriumcreated by this section is the
19 | least intrusive nethod for naintaining an orderly narket for
20 | condom ni um associ ati on insurance, insofar as it applies only
21| to hurricane-related cancell ations and nonrenewal s of persona
22 | lines residential policies that were in force on the effective
23| date of this section, and insofar as it allows an insurer

24 | annually to nonrenew up to 5 percent of the total nunber of
25| such policies as of the effective date of this section.

26 (b) The Legislature finds, as of March 1, 1998, that:
27 1. The conditions described in paragraph (a) remin
28 | applicable to the commercial residential property insurance
29 | market in this state in 1998 and are likely to remain

30 | applicable for several years thereafter

31
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2. The general instability of the nmarket is refl ected

by the recent rapid growh of the Florida Wndstorm

Underwriting Association, which had nore than 9, 700 conmerci a

residential policies in force as of Decenber 31, 1997,

representing a 58 percent increase over the nunber of

commercial residential policies in force on Decenber 31, 1996.

3. An extension of the operation of this section until

June 1, 2001, will provide an opportunity for the market to

stabilize and for continuation of residual narket depopul ation

efforts.

(c) tb)y The purposes of this section are to provide for
a tenporary noratoriumon hurricane-rel ated cancellations and
nonrenewal s of condom ni um associ ati on coverage and to require
advance pl anni ng and approval for programs of condom ni um
associ ati on exposure reduction

(2) MORATORI UM - -

(a) As used in this subsection, the term"total nunber
of policies" means the nunber of an insurer's condom ni um
associ ation policies providing windstormor hurricane coverage
that were in force on the effective date of this section. The
following restrictions apply to the cancell ation or nonrenewal
of condomi ni um associ ation residential property insurance
policies that were in force on the effective date of this
section:

1. In any 12-nonth period, an insurer nay not cance
or nonrenew nore than 5 percent of its total nunber of
condom ni um associ ation policies in the state for the purpose
of reducing the insurer's exposure to hurricane clains and may
not, with respect to any county, cancel or nonrenew nore than
10 percent of its total nunmber of condom ni um association
policies in the county for the purpose of reducing the

13
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insurer's exposure to hurricane clainms. This subparagraph does
not prohibit any cancell ations or nonrenewal s of such policies
for any other |lawful reason unrelated to the risk of loss from
hurri cane exposure.

2.a. |If, for any 12-nonth period, an insurer proposes
to cancel or nonrenew condom ni um associ ation policies to an
extent not authorized by subparagraph 1. for the purpose of
reduci ng exposure to hurricane clains, the insurer nust file a
phaseout plan with the departnent at |east 90 days prior to
the effective date of the plan. In the plan, the insurer nust
denonstrate to the departnent that the insurer is protecting
mar ket stability and the interests of its policyholders. The
plan may not be inplenented unless it is approved by the
departnment. In devel oping the plan, the insurer nust consider
pol i cyhol der | ongevity, the use of voluntary incentives to
acconplish the reduction, and geographic distribution. The
i nsurer nust denonstrate that under the plan the insurer wll
not cancel or nonrenew nore policies in the 12-nonth period
than the | argest nunber of simlar policies the insurer
cancel ed or nonrenewed for any reason in any 12-nonth period
bet ween August 24, 1989, and August 24, 1992.

b. If the insurer considers the nunber of
cancel | ati ons and nonrenewal s under sub-subparagraph a. to be
insufficient, the insurer may apply for approval of additiona
cancel l ati ons or nonrenewal s on the basis of an unreasonabl e
risk of insolvency. In evaluating a request under this
sub- subpar agraph, the departnent shall consider, and shal
require the insurer to provide information relevant to: the
insurer's size, market concentration, and general financi al
condition; the portion of the insurer's business in this state
represent ed by condom ni um associ ati on residential property
14
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i nsurance; the reasonabl eness of assunptions with respect to
si ze, frequency, severity, and path of hurricanes; and the
reinsurance available to the insurer and potential recoveries
fromthe Florida Hurricane Catastrophe Fund. In the

i mpl enrent ati on of exposure reductions under this

sub- subpar agraph, the departnent and the insurer shal

consi der such factors as policyhol der |ongevity, the use of
voluntary incentives to acconplish the exposure reduction, and
geographi c distribution

c. A policy shall not be counted as havi ng been
cancel ed or nonrenewed for purposes of this subsection if any
of the foll owi ng apply:

(1) The policy was cancel ed or nonrenewed for an
underwiting reason unrelated to the risk of loss from
hurricane exposure, nonpayment of prem um or any other | awful
reason that is unrelated to the risk of loss fromhurricane
exposure. The departnent shall consider the reason specified
in the notice of cancellation or nonrenewal to be the reason
for the cancellation or nonrenewal unless the department finds
by a preponderance of the evidence that the stated reason was
not the insurer's actual reason for the cancellation or
nonr enewal .

(I'1) The cancellation or nonrenewal was initiated by
t he insured.

(I'11) The insurer has offered the policyhol der
repl acenent or alternative coverage at approved rates.

(I'V) The risk is transferred fromone adnmitted insurer
to another admtted insurer, unless the terns of the new or
repl acenent policy place the policyholder in default of a
nort gage obligation

15
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(V) The hurricane deductible applicable to the policy
is increased unless the new deducti bl e exceeds statutory
limts or places the policyholder in default of a nortgage
obl i gation.

(VI) Any other |awful change in coverage that does not
pl ace the policyholder in default of a nortgage obligation is
nade.

d. In addition to any other cancell ations or
nonrenewal s subject to the limtations in this subsection, a
policy shall be considered as having been cancel ed or
nonrenewed for purposes of this subsection if:

(1) The insurer inplenents a rate increase under the
use-and-file provisions of s. 627.062(2)(a)2., which rate
i ncrease exceeds 150 percent of the increase ultimtely
approved by the departnent, and, while the rate filing was
pendi ng, the policyhol der voluntarily cancel ed or nonrenewed
the policy and obtained replacenent coverage from anot her
insurer, including the Residential Property and Casualty Joint
Underwriting Association; or

(I'l1) The insurer reduces the commission to an agent by
nore than 25 percent and the agent thereafter places the risk
wi th another insurer, including the Residential Property and
Casualty Joint Underwriting Association

e. The departnent nust approve or di sapprove an
application for a waiver within 90 days after the departnent
receives the application for waiver.

3. Notwithstandi ng any provisions of this section to
the contrary, this section does not apply to any insurer that,
prior to August 24, 1992, filed notice of such insurer's
intent to discontinue witing insurance in this state under s.
624. 430, and for which a finding has been made by the
16
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departnent, the Division of Adm nistrative Hearings of the
Departnent of Managenent Services, or a court that such notice
satisfied all requirenents of s. 624.430. This section al so
does not apply to any insurer that:

a. Collects at least 75 percent of its Florida
prem uns from policies that include hurricane coverage
provi ded to condoni ni um associations in coastal counties.

b. Collects at |east 80 percent of its Florida
prem uns from policies that include hurricane coverage
provi ded to condoni ni um associ ations in Broward, Dade, and
Pal m Beach Counti es.

c. Has, annually since 1992:

(1) Increased its aggregate Florida premn um vol une
frompolicies that include hurricane coverage provided to
condoni ni um associ ati ons in coastal counties.

(I'l) Increased its aggregate Florida pren um vol une
frompolicies that include hurricane coverage provided to
condom ni um associ ations in Broward, Dade, and Pal m Beach
Counti es.

(I'1'1) Increased its aggregate Florida exposure from
policies that include hurricane coverage provided to
condoni ni um associ ati ons in coastal counties.

(I'V) Increased its aggregate Florida exposure from
policies that include hurricane coverage provided to
condom ni um associ ations in Broward, Dade, and Pal m Beach
Counti es.

d. Has surplus as to policyholders of no nore than

$200 mllion as reflected in its annual statenent for 1995.
4. |In order to assure fair and effective enforcenent
of this subsection, each insurer shall, no | ater than Cctober

1, 1996, report to the departnent the policy nunber of each
17
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policy subject to this subsection, arranged by county. The
report shall include the policy nunber for each condom ni um
association policy that was in force on the effective date of
this section. Beginning October 1, 1996, each insurer shal

al so report, on a nonthly basis, all cancell ations and
nonrenewal s of policies included in such policy list and the

reasons for the cancell ati ons and nonrenewal s.
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(b) The departnent may adopt rules to inplenent this

subsecti on.
(c) This section shall cease to operate when the

departnent deternines that the insured val ue of al

residential properties insured by the Florida Wndstorm

Underwriting Association and all properties insured by the

Resi dential Property and Casualty Joint Underwiting

Associ ati on under policies providing wind coverage, conbined,

has remai ned bel ow $25 billion for 3 consecutive nonths, based
19
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on exposure data reported to the departnent by the

associ ati ons.
(d)te)r This subsection is repealed on June 1, 2001

1999.

Section 3. This act shall take effect upon becoming a
| aw.

STATEMENT OF SUBSTANTI AL CHANGES CONTAI NED | N

COW TTEE SUBSTI TUTE FOR
Senate Bill 2054

Updates Ieglslatlve findings as to the nunber of policies
i ssued he Florida WndStorm Underwiting Association and
ReS|dent|aI Property and Casualty Joint Undérwiting

Associ ati on.
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