SB 1213, As Passed Senate, December 5, 2002

SUBSTI TUTE FOR
SENATE BI LL NO 1213
(As anended by the Senate, Decenber 5, 2002)
(Page 1 of 2)

A bill to amend 1956 PA 218, entitled
"The insurance code of 1956,"
by amendi ng sections 456, 2236, 2401, and 2601 (MCL 500. 456, 500. 2236,
500. 2401, and 500. 2601), section 456 as anended by 2002, PA 26, section
2236 as anended by 1993 PA 200 and section 2401 as anended by 1982 PA 8.

THE PEOCPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 456. (1) Everv insurance commanv. association. risk retention
aroun. or nurchasi na aroun not oraani zed under the statutes of this state
shall file with the conm ssioner. as a conditi on nrecedent to doi na
business in this state. the nane and address of a resident aaoent ubon
whi ch anv | ocal pnrocess affectina the connanv. associ ati on. or aroun mav
be served. Servi ce unon the resi dent aoent desi anated under this section
is service on the connanv. associ ati on. or aroup. Thi s desi anati on shal
remain in force as lona as anv liabilitv remains within this state.

(2) As a condition of doina business in this state. an unaut hori zed
i nsurer who does not have a resident aaoent shall file with the
conm Ssi oner an irrevocable witten stinoul ati on aareei na that anv | eaal
orocess affectina the commanv. association. or aroup that is served upon
t he conm ssioner or his or her desi anee has the sane effect as if
nersonal | v served ubpon the commanv. associ ati on. or aroup. A conv of the
aponoi nt nent shall be filed with the conm ssi oner. Servi ce upon t he
conm SSi oner i s service unon the conmmanv. associ ation. or aroun and the
fee for service is $10. 00 navable at tine of service. Thi s anpoi nt nent
remains in force as lona as anv liabilitv remains within this state.

(3) EVERY | NSURANCE COWPANY NOT ORGANI ZED UNDER THE STATUTES OF THI S
STATE THAT PROVI DES A SURETY BOND REQUI RED OR PERM TTED UNDER THE LAWS OF
THE UNI TED STATES SHALL | RREVOCABLY APPO NT THE COVM SSI ONER OR HI S OR
HER DESI GNEE AS THE COMPANY' S AGENT TO RECEI VE SERVI CE OF PROCESS | N ANY
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ACTION I N UNI TED STATES DI STRI CT COURT ON THE SURETY BOND. SERVI CE UPON
THE COVM SSI ONER | S SERVI CE UPON THE COVPANY. AND THE COVWM SSI ONER NMAY
ESTABLI SH A REASONABLE FEE, PAYABLE AT THE TI ME OF SERVI CE, FOR THE
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ACCEPTANCE OF SERVI CE. UPON RECEI PT OF SERVI CE OF PROCESS. THE
COVM SSIONER OR HI'S OR HER DESI GNEE SHALL FORWARD THE SERVI CE OF PROCESS
TO THE RESI DENT AGENT DESI GNATED UNDER SUBSECTI ON (1). SERVI CE OF PROCESS
ON THE COVM SSI ONER UNDER THI S SUBSECTI ON ONLY APPLI ES FOR A BOND
PROVIDED WTHI N THI S STATE AND IS I N ADDI TI ON TO AND NOT | N PLACE OF ANY
OTHER METHOD OF SERVI CE AUTHORI ZED BY LAW OR COURT RULE.

Sec. 2236. (1) A basic insurance policy formor annuity
contract formshall not be issued or delivered to any person in
this state, and an insurance or annuity application formif a
witten application is required and is to be made a part of the
policy or contract, a printed rider or indorsenment formor form
of renewal certificate, and a group certificate in connection
with the policy or contract, shall not be issued or delivered to
a person in this state, until a copy of the formis filed with

the insurance bureau and approved by the conm ssioner as
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conformng with the requirenents of this act and not inconsistent
with the law. Failure of the conm ssioner to act within 30 days
after submttal —shatH—eonstitute— CONSTI TUTES approval. Al
such forns, except policies of disability insurance as defined in
section 3400, shall be plainly printed with type size not |ess
t han 8-point unless the comm ssioner determ nes that portions of
such a formprinted with type |l ess than 8-point is not deceptive
or m sl eadi ng.

(2) An insurer may satisfy its obligations to make formfil-
i ngs by becom ng a nenber of, or a subscriber to, a rating organ-
i zation, |icensed under section 2436 or 2630, which makes such
filings and by filing with the comm ssioner a copy of its autho-
rization of the rating organization to nmake the filings on its
behal f. Every nenber of or subscriber to a rating organi zation
shall adhere to the formfilings nade on its behalf by the organ-
i zation except that an insurer may file with the conm ssioner a
substitute form and thereafter if a subsequent formfiling by
the rating organi zation affects the use of the substitute form
the insurer shall reviewits use and notify the conm ssioner
VWHETHER to wthdraw its substitute form

(3) Beginning January 1, 1992, the conm ssioner shall not
approve a formfiled pursuant to this section providing for or
relating to an insurance policy or an annuity contract for per-
sonal, famly, or household purposes if the formfails to obtain
the readability score or neet the other requirements of this sub-

section, as applicable:

S05962' 01 (S-1)
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(a) The readability score for a formfor which approval is
required by this section shall not be |less than 45, as determ ned
by the nethod provided in subdivisions (b) and (c).

(b) The readability score for a formshall be determ ned as
fol | ows:

(i) For a formcontaining not nore than 10,000 words, the
entire formshall be analyzed. For a formcontaining nore than
10, 000 words, not |ess than two 200-word sanpl es per page shal
be anal yzed instead of the entire form The sanples shall be
separated by at least 20 printed |ines.

(ii)) Count the nunber of words and sentences in the formor
sanpl es and divide the total nunber of words by the total nunber
of sentences. Miltiply this quotient by a factor of 1.015.

(iii) Count the total nunber of syllables in the formor
sanpl es and divide the total nunber of syllables by the total
nunmber of words. Miltiply this quotient by a factor of 84.6. As
used in this subparagraph, "syllable" neans a unit of spoken | an-
guage consisting of 1 or nore letters of a word as indicated by
an accepted dictionary. |If the dictionary shows 2 or nore
equal |y accept abl e pronunci ati ons of a word, the pronunciation
contai ning fewer syll ables my be used.

(iv) Add the figures obtained in subparagraphs (ii) and
(iii) and subtract this sum from 206.835. The figure obtained
equal s the readability score for the form

(c) For the purposes of subdivision (b)(ii) and (iii), the

foll ow ng procedures shall be used:

S05962' 01 (S-1)
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(i) A contraction, hyphenated word, or nunbers and letters
when separated by spaces shall be counted as 1 word.

(ii)) A unit of words ending with a period, sem colon, or
col on, but excluding headi ngs and captions, shall be counted as 1
sent ence.

(d) I'n determining the readability score, the method pro-
vided in subdivisions (b) and (c):

(i) Shall be applied to an insurance policy formor an annu-
ity contract, together with a rider or indorsenment formusually
associ ated with such an insurance policy formor annuity
contract.

(ii) Shall not be applied to words or phrases that are
defined in an insurance policy form an annuity contract, or
riders, indorsenents, or group certificates pursuant to an insur-
ance policy formor annuity contract.

(iii) Shall not be applied to | anguage specifically agreed
upon t hrough coll ective bargaining or required by a collective
bar gai ni ng agreenent.

(iv) Shall not be applied to | anguage that is prescribed by
state or federal statute or by rules or regulations pronul gated
pursuant to a state or federal statute.

(e) Each formfor which approval is required by this section
shall contain both of the foll ow ng:

(i) Topical captions.

(ii)) An identification of exclusions.

(f) Each insurance policy and annuity contract that has nore

than 3,000 words printed on not nore than 3 pages of text or that

S05962' 01 (S-1)
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has nore than 3 pages of text regardl ess of the nunber of words
shall contain a table of contents. This subdivision does not
apply to indorsenents.

(g) Each rider or indorsenment formthat changes coverage
shall do all of the follow ng:

(i) Contain a properly descriptive title.

(ii)) Reproduce either the entire paragraph or the provision
as changed.

(iii) Be acconpani ed by an expl anati on of the change.

(h) If a conmputer system approved by the comm ssioner cal cu-
| ates the readability score of a formas being in conpliance with
this subsection, the formis considered in conpliance with the
readability score requirenents of this subsection

(4) After January 1, 1992, any change or addition to a
policy or annuity contract formfor personal, famly, or house-
hol d pur poses, whether by indorsenent, rider, or otherwi se, or a
change or addition to a rider or indorsenent formto such policy
or annuity contract form which policy or annuity contract form
has not been previously approved under subsection (3), shall be
subm tted for approval pursuant to subsection (3).

(5) Upon witten notice to the insurer, the conmm ssioner may
di sapprove, withdraw approval or prohibit the issuance,
advertising, or delivery of any formto any person in this state
if it violates any provisions of this act, or contains inconsis-
tent, anbi guous, or m sleading clauses, or contains exceptions
and conditions that unreasonably or deceptively affect the risk

purported to be assuned in the general coverage of the policy.

S05962' 01 (S-1)
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The notice shall specify the objectionable provisions or
conditions and state the reasons for the conm ssioner's
decision. If the formis legally in use by the insurer in this
state, the notice shall give the effective date of the
conmm ssi oner's di sapproval, which shall not be | ess than 30 days
subsequent to the mailing or delivery of the notice to the
insurer. |If the formis not legally in use, then disapproval
shall be effective imrediately.

(6) If a formis disapproved or approval is wthdrawn under
the provisions of this act, the insurer —shatH+—be— IS entitled
upon demand to a hearing before the comm ssioner or a deputy com
m ssioner within 30 days after the notice of disapproval or of
Wi t hdrawal of approval. ——angd—after— AFTER the hearing, the com
m ssi oner shall make findings of fact and |law, and either affirm
nmodi fy, or wthdraw his or her original order or decision.

(7) Any issuance, use, or delivery by an insurer of any form
W t hout the prior approval of the comm ssioner as required by
subsection (1) or after withdrawal of approval as provided by
subsection (5) constitutes a separate violation for which the
conmm ssi oner may order the inmposition of a civil penalty of
$25. 00 for each offense, but not to exceed the nmaxi mum penalty of
$500. 00 for any 1 series of offenses relating to any 1 basic
policy form which penalty may be recovered by the attorney gen-
eral as provided in section 230.

(8) The filing requirenents of this section —shat+— DO not
apply to ANY OF THE FOLLOW NG

S05962' 01 (S-1)
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(a) I nsurance agai nst |oss of or danage to:

(i) I'nmports, exports, or donestic shipnents.

(ii) Bridges, tunnels, or other instrunentalities of trans-
portation and conmuni cati on.

(iii) Aircraft and attached equi prment.

(iv) Vessels and watercraft under construction or owned by
or used in a business or having a straight-line hull |ength of
nore than 24 feet.

(b) Insurance against loss resulting fromliability, other
t han worker's conpensation or enployers' liability arising out of
t he ownershi p, mai ntenance, or use of:

(i) Inmports, exports, or donestic shipnents.

(ii)) Aircraft and attached equi pnment.

(iii) Vessels and watercraft under construction or owned by
or used in a business or having a straight-line hull |ength of
nore than 24 feet.

(c) Surety bonds other than fidelity bonds.

(d) Policies, riders, indorsenments, or forns of unique char-
acter designed for and used with relation to insurance upon a
particul ar subject, or —whieh— THAT relate to the manner of dis-
tribution of benefits or to the reservation of rights and bene-
fits under life or disability insurance policies and are used at
t he request of the individual policyholder, contract hol der, or
certificate holder. Beginning Septenber 1, 1968, the conm s-
sioner by order may exenpt fromthe filing requirenents of this
section and sections 2242, 3606, and 4430 for so long as he or

she consi ders proper any insurance docunent or form except that

S05962' 01 (S-1)
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portion of the docunent or formthat establishes a relationship
bet ween group disability insurance and personal protection insur-
ance benefits subject to exclusions or deductibles pursuant to
section 3109a, as specified in the order to which this section
practicably may not be applied, or the filing and approval of
whi ch are consi dered unnecessary for the protection of the
public. Insurance docunments or forns providing nedical paynents
or income replacenent benefits, except that portion of the docu-
ment or formthat establishes a relationship between group dis-
ability insurance and personal protection insurance benefits
subj ect to exclusions or deductibles pursuant to section 3109a,
exenpt by order of the comm ssioner fromthe filing requirenents
of this section and sections 2242 and 3606 are consi dered
approved by the comm ssioner for purposes of section 3430.

(E) 1 NSURANCE THAT MEETS BOTH OF THE FOLLOW NG

(i) I'S SOLD TO AN EXEMPT COMMERCI AL POLI CYHOLDER

(1i) CONTAI NS A PROM NENT DI SCLAI MER THAT STATES "THI S
POLI CY | S EXEMPT FROM THE FI LI NG REQUI REMENTS OF SECTI ON 2236 OF
THE | NSURANCE CODE OF 1956, 1956 PA 218, MCL 500.2236." OR WORDS
THAT ARE SUBSTANTI ALLY SIM LAR

(9) AS USED IN THI' S SECTI ON AND SECTI ONS 2401 AND 2601,
"EXEMPT COMVERCI AL PCLI CYHOLDER' MEANS AN | NSURED THAT PURCHASES
THE | NSURANCE FOR OTHER THAN PERSONAL, FAM LY, OR HOUSEHCLD
PURPCOSES.

(10) 99— Every order nmade by the conm ssioner under the
provi sions of this section —shatH+—be— | S subject to court review

as provided in section 244.

S05962' 01 (S-1)
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Sec. 2401. (1) Except as provided in subsection (2), this
chapter applies to the follow ng kinds of insurance or coverages
on risks or operations in this state:

(a) Casualty insurance, as defined in section 624, except as
to |livestock insurance.

(b) Surety and fidelity.

(c) Autonobile insurance, as defined or included under the
foll ow ng sections:

(i) 624 (general definition of casualty insurance).

(ii) 7202 (insuring powers of reciprocal insurers).

(iii) 620 (autonobile insurance (limted) defined).

(iv) 614 (rmarine insurance defined).

(d) Worker's conpensation insurance, as defined or included
under the foll ow ng sections:

(i) 624 (general definition of casualty insurance).

(ii) 7202 (insuring powers of reciprocal insurers).

(e) To all insurance transacted by a reciprocal insurer pur-
suant to section 7202 (insuring powers of reciprocal insurers).

(f) Personal property floaters.

(g) Title insurance.

(2) This chapter —shatt+— DOES not apply to ANY OF THE
FOLLOW NG

(a) Reinsurance, other than joint reinsurance to the extent
stated in section 2464.

(b) Disability insurance.

(c) Insurance against |oss of or danage to aircraft or

against liability, other than worker's conpensati on and

S05962' 01 (S-1)
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enpl oyers' liability, arising out of the ownership, maintenance,
or use of aircraft.

(D) 1 NSURANCE THAT MEETS BOTH OF THE FOLLOW NG AND | S NOT
WORKER S COMPENSATI ON | NSURANCE

(i) I'S SOLD TO AN EXEMPT COMMERCI AL POLI CYHOLDER

(1i) CONTAI NS A PROM NENT DI SCLAI MER THAT STATES "THI S
POLI CY | S EXEMPT FROM THE FI LI NG REQUI REMENTS OF SECTI ON 2236 OF
THE | NSURANCE CODE OF 1956, 1956 PA 218, MCL 500.2236." OR WORDS
THAT ARE SUBSTANTI ALLY SIM LAR

(3) This chapter —shatt+—appty— APPLIES to all cl asses of
insurers admtted to do business in this state, including stock,
nmut ual , reciprocal, and interinsurers authorized to wite any of
the kinds of insurance to which this chapter applies under this
act .

(4) 1f any kind of insurance, subdivision, or conbination
thereof, or type of coverage, subject to this chapter, is also
subject to regulation by another rate regulatory chapter of this
act, an insurer to which both chapter 24 and chapter 26 are oth-
erwi se applicable shall file with the conm ssioner, a designation
as to which rate regul atory chapter shall be applicable to the
insurer with respect to such kind of insurance, subdivision, or
conbi nati on thereof, or type of coverage.

(5) | F, PURSUANT TO SUBSECTI ON (6), THE COMM SSI ONER CERTI -
FI ES THE ABSENCE OF A REASONABLE DEGREE OF COWPETI TI ON FOR A
SPECI FI ED CLASSI FI CATI ON, TYPE, OR KIND OF | NSURANCE, THE COW S-
SI ONER MAY ORDER THAT EACH | NSURER FI LE FOR PRI OR APPROVAL,
SUBJECT TO THE PROVI SIONS OF THI S CHAPTER, ANY CHANGES TO I TS

S05962' 01 (S-1)
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MANUALS OF CLASSI FI CATI ON, MANUALS OF RULES AND RATES, AND RATI NG
PLANS THE | NSURER PROPOSES TO USE FOR THAT SPECI FI ED CLASSI FI CA-
TION, TYPE, OR KIND OF | NSURANCE. THE ORDER SHALL STATE, IN
VWRI TI NG THE REASONS FOR THE COMM SSI ONER' S DECI SI ON TO ORDER THE
FI LING AN ORDER | SSUED UNDER THI S SUBSECTI ON EXPI RES 2 YEARS
AFTER THE DATE OF | SSUANCE. | F SUCH AN ORDER | S | N EFFECT, RATES
TO WHI CH THE ORDER APPLI ES SHALL BE FI LED AT LEAST 30 DAYS BEFORE
THEI R PROPOSED EFFECTI VE DATE. FAILURE OF THE COW SSI ONER TO
ACT WTHI N 30 DAYS AFTER SUBM TTAL CONSTI TUTES APPROVAL.

(6) A DETERM NATI ON CONCERNI NG THE ABSENCE OF A REASONABLE
DEGREE OF COMPETI TI ON SHALL TAKE | NTO ACCOUNT A REASONABLE SPEC-
TRUM OF RELEVANT ECONOM C TESTS, | NCLUDI NG THE NUMBER OF | NSURERS
ACTI VELY ENGAGED I N VWRI TI NG THE | NSURANCE | N QUESTI ON, THE
PRESENT AVAI LABI LI TY OF THAT | NSURANCE COMPARED TO THE AVAI LABI L-
I TY I N COVWPARABLE PAST PERI ODS, THE UNDERWRI TI NG RETURN OF THAT
| NSURANCE OVER A REASONABLE PERI OD OF TI ME SUFFI CI ENT TO ASSURE
RELI ABI LI TY I N RELATION TO THE RI SK ASSOCI ATED W TH THAT | NSUR-
ANCE, AND THE DI FFI CULTY ENCOUNTERED BY NEW | NSURERS ENTERI NG THE
MARKET | N ORDER TO COWETE FOR THE WRI TI NG OF THAT | NSURANCE.

Sec. 2601. (1) This chapter applies to the follow ng ki nds
of insurance as witten on risks located in this state by and
conpani es, associations, or other carriers, including
reci procal s:

(a) Property insurance, as defined in section 610.

(b) Marine insurance, as defined in section 614.

(c) I'nland navigation and transportation insurance, as

defined in section 616.

S05962' 01 (S-1)
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(d) Autonobile insurance (limted), as defined in section
620.

(2) "Inland marine insurance" shall be —deeretd— CONSI DERED
to include:

(a) I nsurance against |oss of or danage to donestic ship-
ments, bridges, tunnels, and other inland instrumentalities of
transportati on or conmunication, excluding buildings, their fur-
niture and furnishings, fixed contents, and supplies held in
st or age.

(b) I'nsurance defined by ruling of the comm ssioner as
i nl and marine insurance.

(3) This chapter —shatt+— DOES not apply TO ANY OF THE
FOLLOW NG

(a) —Fo—+etnsurance— REI NSURANCE, other than joint reinsur-
ance to the extent stated in section 2658.

(b) —Fo—+nsurance— | NSURANCE agai nst | oss of or damage to:

(i) I'nmports, exports, or donestic shipnents.

(ii) Bridges, tunnels, or other instrunentalities of trans-
portation and conmuni cati on.

(iii) Aircraft and attached equi prment.

(iv) Vessels and watercraft under construction or owned by
or used in a business or having a straight-line hull |ength of
nore than 24 feet.

(c) —Fo—+nsurance— | NSURANCE agai nst | oss resulting from
liability arising out of the ownership, maintenance, or use of:

(i) I'nmports, exports, or donestic shipnents.

S05962' 01 (S-1)
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(i) Aircraft and attached equi prent.

(iii) Vessel s and watercraft —whieh— THAT are under
construction or owned by or used in a business or having a
straight-line hull length of nore than 24 feet.

(d) —Fo—moter— MOTOR vehicle insurance, nor to insurance
against liability arising out of the ownership, maintenance, or
use of notor vehicles.

(e) —Fo—corpantes— COVPAN ES organi zed and doi ng busi ness
under chapter 68.

(F) 1 NSURANCE THAT MEETS BOTH OF THE FOLLOW NG

(i) I'S SOLD TO AN EXEMPT COWMMERCI AL POLI CYHOLDER

(1i) CONTAI NS A PROM NENT DI SCLAI MER THAT STATES "THI S
POLI CY | S EXEMPT FROM THE FI LI NG REQUI REMENTS OF SECTI ON 2236 OF
THE | NSURANCE CODE OF 1956, 1956 PA 218, MCL 500.2236." OR WORDS
THAT ARE SUBSTANTI ALLY SIM LAR

(4) 1f any kind of insurance, subdivision, or comnbination
thereof, or type of coverage, subject to this chapter, is also
subject to regulation by another rate regulatory chapter of this
—+Astrance—code— ACI, an insurer to which both chapters are oth-
erwi se applicable shall file with the conm ssioner —— a desi gna-
tion as to which rate regul atory chapter shall be applicable to
it with respect to such kind of insurance, subdivision, or conbi-
nation thereof, or type of coverage.

(5) |F, PURSUANT TO SUBSECTI ON (6), THE COMM SSI ONER CERTI -
FI ES THE ABSENCE OF A REASONABLE DEGREE OF COWPETI TI ON FOR A
SPECI FI ED CLASSI FI CATI ON, TYPE, OR KIND OF | NSURANCE, THE
COW SSI ONER MAY ORDER THAT EACH | NSURER FI LE FOR PRI OR APPROVAL,

S05962' 01 (S-1)
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SUBJECT TO THE PROVI SIONS OF THI S CHAPTER, ANY CHANGES TO I TS
MANUALS OF CLASSI FI CATI ON, MANUALS OF RULES AND RATES, AND RATI NG
PLANS THE | NSURER PROPOSES TO USE FOR THAT SPECI FI ED CLASSI FI CA-
TION, TYPE, OR KIND OF I NSURANCE. THE ORDER SHALL STATE, IN

VRI TI NG THE REASONS FOR THE COMM SSI ONER' S DECI SI ON TO ORDER THE
FILING AN ORDER | SSUED UNDER THI S SUBSECTI ON EXPI RES 2 YEARS
AFTER THE DATE OF | SSUANCE. | F SUCH AN ORDER IS I N EFFECT, RATES
TO WHI CH THE ORDER APPLI ES SHALL BE FI LED AT LEAST 30 DAYS BEFORE
THEI R PROPOSED EFFECTI VE DATE. FAILURE OF THE COWMM SSI ONER TO
ACT WTHI N 30 DAYS AFTER SUBM TTAL CONSTI TUTES APPROVAL.

(6) A DETERM NATI ON CONCERNI NG THE EXI STENCE OF A REASONABLE
DEGREE OF COWPETI TI ON SHALL TAKE | NTO ACCOUNT A REASONABLE SPEC-
TRUM OF RELEVANT ECONOM C TESTS, | NCLUDI NG THE NUMBER OF | NSURERS
ACTI VELY ENGAGED I N WRI TI NG THE | NSURANCE | N QUESTI ON, THE
PRESENT AVAI LABI LI TY OF THAT | NSURANCE COVPARED TO THE AVAI LABI L-
| TY I N COWPARABLE PAST PERI CDS, THE UNDERWRI TI NG RETURN OF THAT
| NSURANCE OVER A REASONABLE PERI OD OF TI ME SUFFI Cl ENT TO ASSURE
RELI ABI LI TY I N RELATION TO THE RI SK ASSOCI ATED W TH THAT | NSUR-
ANCE, AND THE DI FFI CULTY ENCOUNTERED BY NEW I NSURERS ENTERI NG THE
MARKET I N ORDER TO COMPETE FOR THE WRI TI NG OF THAT | NSURANCE.
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